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2008 Electricity Distribution Rate Application 

 

SUMMARY OF APPLICATION 1 

 2 

1.0 INTRODUCTION 3 

 4 

Hydro Ottawa is submitting a cost of service rate application, based on a forward test 5 

year, for 2008 Electricity Distribution Rates.  This application has been prepared in 6 

accordance with the Board’s Filing Requirements. The Board’s 2006 Electricity 7 

Distribution Rate Handbook (“2006 EDR Handbook”) was also used to guide certain 8 

elements of the application, such as the grouping of accounts.  9 

 10 

 11 

2.0 SCOPE OF APPLICATION 12 

 13 

This application seeks approval for a 2008 service revenue requirement based on a 14 

forecast for 2008 of Operations, Maintenance and Administration (”OM&A”) expenses, 15 

return on rate base, amortization expense and payments in lieu of taxes (“PILs”). For the 16 

determination of the revenue requirement for distribution rates, the revenue from other 17 

sources, referred to as other revenue, is subtracted from the service revenue 18 

requirement and the credit provided to customers for transformer ownership is added 19 

back.  20 

 21 

For OM&A, capital expenditures and other revenue, Hydro Ottawa has grouped the 22 

accounts in the manner described in Appendix A of the 2006 EDR Handbook. In 23 

addition, OM&A expenses for Smart Meters have been separately identified.  24 

  25 

The rate base is determined from an average of net book value (“NBV”) of assets at 26 

year-end 2007 and 2008, plus a working capital allowance. The return on rate base is 27 

determined using the Board deemed capital structure as determined in the Report of the 28 

Board on Cost of Capital and Incentive Regulation dated December 20, 2006 (“Board 29 

Report on CoC and IRM”). The rate of return on equity (“ROE”) and short-term interest 30 

rates have also been determined in accordance with the Board Report on CoC and IRM. 31 



  Hydro Ottawa Limited 
  EB-2007-0713 
  Exhibit A2 
  Tab 1 
  Schedule 1 
  Filed: 2007-09-18 
  Updated: 2007-11-16 
  Page 2 of 6 
 

2008 Electricity Distribution Rate Application 

 

The long-term debt rate is set at Hydro Ottawa’s actual weighted average debt rate since 1 

this value is lower than the deemed rate.  2 

 3 

PILs have been determined using the same methodology as in the 2006 EDR 4 

Handbook. Large Corporation Tax has now been eliminated and is therefore no longer 5 

included in the calculation.  6 

 7 

In the determination of rates, Hydro Ottawa has completed a new load and customer 8 

forecast for 2008. The methodology used for this forecast has been revised from the one 9 

used for the 2006 EDR Application. The new approach applies more rigorous statistical 10 

modelling and includes weather correction. The methodology for forecasting is explained 11 

in detail in Exhibit C1-2-1.  12 

 13 

The application further seeks approval of the capital expenditures for 2009 and 2010 and 14 

the resultant change in the NBV of assets in these years. These capital expenditures are 15 

the basis for determining a capital adjustment factor that would be applied to Hydro 16 

Ottawa’s rates in those years in conjunction with the Board’s 3rd Generation Incentive 17 

Regulation Mechanism (“3GIRM”). 18 

 19 

Hydro Ottawa has included a detailed variance analysis between the Test Year (2008 20 

Forecast) and the Bridge Year (2007 Estimate), the Bridge Year and the Historical Year 21 

(2006 Actual), and the Historical Year and the Board-Approved Year (2006 Approved). 22 

Justifications have also been provided for capital expenditures in each year and, in 23 

addition, for 2009 and 2010.  24 

 25 

 26 

3.0 INCREASE IN REVENUE REQUIREMENT FOR 2008 27 

 28 

A detailed analysis of the drivers of the increase in revenue requirement is provided in 29 

Exhibit G1-1-1. The main contributions to the increase in the revenue requirement are 30 

described as follows: 31 
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2008 Electricity Distribution Rate Application 

 

• Continued investment in the distribution infrastructure results in a forecast growth 1 

in the year-end NBV of assets between 2006 and 2008 of $69M. This includes 2 

investments related to the Asset Management Plan, capacity planning and new 3 

distribution plant due to customer demand, general plant purchases and the 4 

installation of Smart Meters. 5 

 6 

• The increase for OM&A is largely due to a change in overhead costs and labour 7 

being capitalized and, therefore, it is not related to an overall increase in 8 

spending. This change is discussed in detail in Exhibit B1-3-1. Another significant 9 

impact is related to workforce planning and the continuation of Hydro Ottawa’s 10 

apprenticeship program as discussed in Exhibit D1-5-2. Labour contracts and 11 

material prices have also increased since 2006. Exhibit D1-1-3 and Exhibit D1-1-12 

4 provide a detailed analysis of the OM&A cost changes between 2006 and 13 

2008.  14 

 15 

• As part of the Smart Meter combined proceeding EB-2007-0063, the Board 16 

determined the following at page 16:  ”Many of the utilities suggested that at the 17 

present time, the stranded costs associated with existing meters should stay in 18 

rate base. The Board accepts this proposition. Utilities can, if they choose, bring 19 

forward applications for the recovery of stranded costs in their 2008 rates.”  20 

Based on this determination, Hydro Ottawa has included the cost of its stranded 21 

meters in rate base; however, it has removed these meters from fixed assets for 22 

the purposes of its audited financial statements.   23 

 24 

• In addition, Hydro Ottawa is proposing that the amortization period for the cost of 25 

these stranded meters be four years. This accelerated amortization allows the 26 

cost of stranded meters to be recovered by April 30, 2012. This proposal results 27 

in incremental amortization expense in the revenue requirement of $3.2M above 28 

the $1.3M that would otherwise result from continuing to amortize the stranded 29 

meters over 25 years; that is, a total amortization of $4.5M for 2008.  Hydro 30 

Ottawa forecasts that, by the end of 2007, it will have accumulated stranded 31 
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2008 Electricity Distribution Rate Application 

 

meter costs requiring recovery of $11.7M (the actual to June 30, 2007 is $7.0M). 1 

This proposal is described in more detail in Exhibit D3-1-1. 2 

 3 

• Offsetting the increases in rate base, OM&A and amortization is a reduction in 4 

the cost of capital due to the inclusion of short-term debt in the capital structure 5 

and the lower rate of ROE calculated using the July Consensus Forecast. As 6 

discussed in Exhibit F1-1-3, Hydro Ottawa expects that it will be instructed to 7 

recalculate the ROE using the January 2008 Consensus Forecast once it 8 

becomes available and this revised calculation will be used for the purpose of 9 

determining the service revenue requirement.   10 

 11 

 12 

4.0 INCREASE IN REVENUE REQUIREMENT FOR 2009 AND 2010 13 

 14 

Hydro Ottawa has filed capital expenditures for 2009 and 2010 for the Board’s approval. 15 

The plans would be used as the basis for determining a capital adjustment factor to 16 

apply to rates in 2009 and 2010 in conjunction with the Board’s 3GIRM. The proposed 17 

methodology for the capital adjustment factor is provided in Exhibit B4-1-1. The 18 

adjustment factors of 0.0349 for 2009 and 0.0328 for 2010 would be applicable to the 19 

capital portion of the base revenue requirement (59.9%) and would therefore increase 20 

rates in 2009 and 2010 by 1.021 and 1.020 respectively. The exact adjustment factor 21 

could change depending on the nature of the Board’s final 3GIRM. Furthermore, the 22 

capital adjustment factors do not include capital expenditures related to the Smart Meter 23 

program.  24 

 25 

 26 

5.0 OTHER CHANGES AFFECTING RATES 27 

 28 

In addition to changes in the revenue requirement there are a number of other factors 29 

that will impact the Delivery Charge on customer bills.  30 

 31 
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• Distribution rates will decrease as a result of clearance of the balances recorded 1 

in certain deferral and variance accounts. On April 12, 2006, the Board gave final 2 

approval for the recovery of regulatory assets. The final two years of recovery 3 

end on April 30, 2008 and at that time the rate rider will drop off. Furthermore, 4 

Hydro Ottawa is filing to clear the balances in certain deferral and variance 5 

accounts accumulated to October 31, 2007. The balances proposed to be 6 

cleared net to a $7M credit to customers for the period May 1, 2008 to April 30, 7 

2009 (i.e., the 2008 rate year). 8 

 9 

• The Board’s Decision on the 2006 EDR Application approved an amount of 10 

$0.6M for low voltage (“LV”) charges. These are amounts that Hydro Ottawa 11 

pays to Hydro One for shared distribution lines and stations. For the period from 12 

July 2006 through June 2007, however, Hydro Ottawa paid $1.4M to Hydro One 13 

and recorded the variance in Account 1150 – LV Variance Account. Hydro 14 

Ottawa is forecasting that the costs for 2008 will remain the same since there is 15 

limited growth in the areas supplied by Hydro One’s LV assets.  Therefore, Hydro 16 

Ottawa is seeking approval to increase the low voltage charges to customers to 17 

$1.4M.  On June 13, 2006, the Board provided direction that LV charges and 18 

revenues would be recorded in Accounts 4750 and 4075, respectively, and these 19 

accounts are no longer part of distribution costs and revenue. Therefore, Hydro 20 

Ottawa is seeking a new LV Services charge to recover the $1.4M from 21 

customers.  22 

 23 

• Hydro Ottawa is also seeking recovery of the revenue deficiency resulting from 24 

implementing rates four months into the Test Year when the revenue requirement 25 

is calculated on the basis of forecasts for the entire Test Year. The revenue 26 

deficiency is $3.5M for the Deficiency Period (i.e. the first four months of the Test 27 

Year). The derivation of the revenue deficiency is provided in Exhibit I1-3-2.  28 

 29 
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• As per the Board’s direction, Hydro Ottawa has adjusted the Retail Transmission 1 

Rates to reflect the new Uniform Transmission Rate for Ontario transmitters.  2 

These new rates are to be effective May 1, 2008.  3 

 4 

• Hydro Ottawa has requested recovery of $1,117,448 for lost revenue and 5 

$889,188 for shared savings resulting from its Conservation and Demand 6 

Management programs in 2005 and 2006.  Rate riders for the Residential, 7 

General Service > 50 < 1500 kW and General Service > 1500 < 5000 kW are 8 

proposed for the 2008 rate year. 9 

  10 

6.0 RATE IMPACTS 11 

 12 

The total impact on the total electricity bill for the residential customer using 1,000 kWh 13 

per month is 1.9%, including incremental funding related to the Smart Meter program, 14 

the reduction in Regulatory Asset recovery and the effect of the separate LV Services 15 

charge (0.2%) but excluding the revenue deficiency for the period January 1, 2008 to 16 

April 30, 2008. Distribution rates would increase by 5.1%.  17 

 18 

Hydro Ottawa proposes to recover the calendar year versus rate year revenue deficiency 19 

by means of a rate rider. With this rate rider included, the impact on the total bill 20 

increases to 2.6% (from 1.9%) and distribution rates to 7.9% (from 5.1%) for the 21 

residential customer using 1,000 kWh per month.  22 
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REVENUE SUFFICIENCY/DEFICIENCY 
 

The revenue sufficiency/deficiency for 2008 was calculated using the following inputs: 

 

• 2007 approved rates, not including the Smart Meter rate rider, 

• 2008 load forecast and forecast of customers and connections, as developed 

using the methodology described in Exhibit C1-2-1, and 

• The base revenue requirement calculated as shown in Table 1 (details are 

provided in the model that is part of in Exhibit I1-3-1): 

 

Table 1 – Revenue Sufficiency/Deficiency 

% $000 
Rate Base $581,765 

Cost of Capital 6.67  
Return on Rate Base 38,779 

Distribution Expenses 59,328 
Amortization 43,754 

Payment in Lieu of Taxes 13,676 
Service Revenue Requirement 155,537 

Less Revenue Offsets (7,586) 
Base Revenue Requirement 147,951 

Transformer Ownership Credit 1,159 
                                                       
TOTAL 

$149,110 

Revenue at 2008 Load at 2007 Rates 123,915 
Revenue Deficiency ($25,195) 

12 
13 
14 

 

A revenue deficiency of  $25,195,047 represents a required increase in distribution rates 

of 20.33%. 

2008 Electricity Distribution Rate Application 
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CAUSES OF SUFFICIENCY/DEFICIENCY 
 
The causes of the revenue deficiency of $25,195,047 are enumerated in Table 1.  The 

references provide detailed explanations of the reasons for the deficiency. 

 

Table 1 – Causes of Deficiency 

CAUSE Impact on Revenue 
Requirement 

$000 

Reference  

Increase in Amortization Expense ($9,638) B3-2-1 
B3-2-2 
B3-3-1 
B3-3-2 
B3-4-1 
B3-4-2 
B3-5-1 
D3-1-1 

Increase in Revenue Offsets 3,491 C2-1-4 
Increase in OM&A Expenses (15,151) B1-3-1 

D1-1-4 
Increase in Return on Capital (4,606) B1-3-1 

B3-2-2 
B3-3-1 
B3-3-2 
B3-4-1 
B3-4-2 
B3-5-1 

Change in Payment in Lieu of Taxes (1,186) D2-1-1 
D2-1-2 
D3-1-1 

Moving Low Voltage Charges to Cost of Power 556 I1-4-1 
Load Growth 1,340 C1-2-1 
Total Deficiency ($25,195)  

7 

8 
9 

 

Further discussion on the causes of the revenue deficiency can be found in Exhibit G1-

1-1. 

2008 Electricity Distribution Rate Application 
 



  Hydro Ottawa Limited 
  EB-2007-0713 
  Exhibit A2 
  Tab 2 
  Schedule 1 
  Filed: 2007-09-18 
  Page 1 of 5 
 

1 
2 

3 

4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

BUDGET GUIDELINES 
 

1.0 APPROACH 
 

The following guidelines were provided to each senior manager in March 2007 to 

provide guidance in preparing their department budgets.  

 

1.1 Base Budget 
 

Departments are expected to prepare a base budget based on the targets provided 

below. This will be uploaded into JDE and reviewed on a gross basis prior to allocations 

(capital and internal). The base budget must be developed used zero-based budgeting. 

Results will be reviewed by a budget review committee, in detail, on a line-by-line basis 

for each department. 

 

1.2 Additions to Base Budget 
 

Departments may propose additions to the base budget with full justifications. These will 

be reviewed by the budget review committee to determine if they will be included in the 

budget.   

 

 

2.0 BASE BUDGET OPERATIONS, MAINTENANCE & ADMINISTRATION 
(“OM&A”) TARGETS 

 

Target Gross OM&A before Conservation and Demand (“CDM”) at 2007 budget level 

(net of work for others) plus 2%.  

 

• OM&A to be reviewed on a gross basis (before internal and capital allocations) 

• OM&A to be reviewed excluding CDM activity for which funding will not be 

through distribution rates. 

2008 Electricity Distribution Rate Application 
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• Work for others can increase by more than 2% if the associated revenue also 

increases by more than 2% 

• Departments expected to coordinate to transfer budgets details related to recent 

organizational changes i.e. fleet to operations, facilities to finance 

• Charitable donations must be kept separate since they are disallowed for rate 

applications 

• It is anticipated that changes in capitalization of overhead will increase net 

OM&A. There must be a tight reign on gross OM&A expenses to keep the total 

increase to an acceptable range. 

 

 

3.0  CAPITAL PROGRAM 
 

Table 1 is the preliminary draft capital plan prepared in February 2007. The targets for 

capital are set based on changes to this preliminary plan.  

2008 Electricity Distribution Rate Application 
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1 Table 1 - Preliminary Capital Plan for 2008 (from February 2007) 

(000'S) 2007 2008 2009 2010 
 Budget Plan Plan Plan 

CAPITAL 
PROGRAMS     

     
Sustainment 34,819 36,423 38,728 42,224 
     
Demand 20,392 25,232 26,101 28,587 
     
General Plant 19,491 17,988 12,686 11,620 
     
CDM 110 - - - 
     
Smart Meters 16,734 15,300 1,040 1,061 
     
TOTAL CAPITAL 
EXPENDITURES 91,547 94,943 78,554 83,493 

2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 

 

3.1 Sustainment 
 

• Target 2007 budget level plus 2% each year plus the effect of reduced 

allocations.  

• Hydro Ottawa is continuing with its asset management strategy to replace aging 

infrastructure. A first incremental step was undertaken as part of the 2006 rate 

application. The next incremental step is proposed for 2011 once the capital 

demands created by the Smart Meter program have ended. 

 

3.2 Demand Excluding Smart Meters 
 

• Updated based on economic forecast and most recent information from the City 

of Ottawa. 

 

2008 Electricity Distribution Rate Application 
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3.3 General Plant Targets  
 

• CIS upgrade started in 2008, go live in 2009 (2008 amount in CIP and remaining 

amount in 2009) 

• Reduce general plant in 2008 by $1M from preliminary capital plan (fleet, 

facilities, IT combined) plus impact of capital allocations 

• Reduce fleet, facilities and IT by $2M combined in 2009 from preliminary capital 

plan 

• General Plant in 2010 at 2009 level plus 2% each year (excluding CIS project 

which is roughly $5M in 2009). 

 

3.4 Smart Meters 
  

• Smooth out spending between 2008 and 2009 rather than finishing deployment in 

2008.  

 

 

4.0 HEAD COUNT 
 

• Full time equivalents (‘FTE’) will be defined as full-time staff, part-time staff 

prorated and temporary employees paid through the payroll system (not 

contractors). 

• Increases from 2007 FTE budget complement are considered to be an addition to 

the base budget to be justified and approved by the budget review committee. 

• FTEs will have to be documented by employee category (executive, 

management, non-union, union). 

2008 Electricity Distribution Rate Application 
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5.0 CDM 

 

• CDM is not funded through distribution rates and therefore all aspects of CDM 

programs must be kept completely separate. 

 

 

6.0 SMART METERS 
 

• The application will assume that all capital spending to the end of 2008 will be 

included in rate base. However, all amounts for Smart Meters must be identified 

and tracked separately.   

2008 Electricity Distribution Rate Application 
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CHANGES IN METHODOLOGY 
 
1.0 INTRODUCTION 
 
There are two areas in which methodologies have been changed from 2006, the year of 

the last rate application, to 2008. Following is a description of these changes.   

 

 

2.0 LOAD FORECAST 

 

As described in Exhibit C1-2-1, Hydro Ottawa has revised its methodology for 

forecasting load and customer growth. In 2006, a competitive process was used to select 

a new statistical modelling software (Metrix ND by Itron). While the previous 

methodology had been quite effective, the decision to change the methodology was 

made to include more rigorous statistical analysis and weather correction.  

 

 

3.0 CAPITALIZATION   
 

Hydro Ottawa has completed a review of its Capitalization Policy and its Cost Allocation 

Rates Policy as filed with the Board in the 2006 EDR Application. The result of this 

review is two-fold: updated accounting estimates used to determine the appropriate 

capitalization of overhead costs and a simplified allocation methodology.  Details are 

provided in B1-3-1 together with the Capitalization Policy that has been updated to 

reflect the new estimates and the new Cost Allocation Rates Procedure. The impact on 

capital expenditures is described in Exhibit B3-2-2 and the impact on Operations, 

Maintenance and Administration costs is described in Exhibits D1-1-1 and D1-1-4.   

2008 Electricity Distribution Rate Application 
 



  Hydro Ottawa Limited 
  EB-2007-0713 
  Exhibit A3 
  Tab 1 
  Schedule 1 
  Filed: 2007-09-18 
  Page 1 of 1 

1 
2 
3 
4 

AUDITED FINANCIAL STATEMENTS FOR 2005 AND 2006 
 
Hydro Ottawa’s audited financial statements for 2005 (Attachment L) and 2006 

(Attachment M) are attached. 

2008 Electricity Distribution Rate Application 
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PRO FORMA STATEMENTS FOR 2007 AND 2008 
 
Hydro Ottawa’s Pro Forma Statement of Income (Attachment N) and Balance Sheet 

(Attachment O) for 2007 and 2008 are attached.  2006 Actual and 2006 Normalized are 

also shown for comparison.  2006 Normalized includes the reversal of the provision for 

Regulatory Assets as approved in Hydro Ottawa’s 2006 EDR Decision. 

2008 Electricity Distribution Rate Application 
 



Hydro Ottawa Limited 
Statement of Income

$ Thousands 2006 2006 2007 2008
Revenues Actual Normalized Estimate Forecast

Power recovery 541,817 541,817 549,328 554,674
Distribution sales 113,908 113,908 125,084 138,954
Other revenue 10,147 10,147 10,213 7,820

665,872 665,872 684,625 701,448

Expenses
Purchased Power 541,817 541,817 549,328 554,674
Operating, maintenance and admin. 51,325 51,325 53,816 62,219
Provincial capital tax 1,346 1,346 1,800 1,568
Provision for write-down (recovery) of 
regulatory assets (24,882)       -                  -              -              

569,606 594,488 604,944 618,461

EBITDA 96,266 71,384 79,681 82,987

Amortization of capital assets 32,980 32,980 37,347 39,290

EBIT 63,286 38,404 42,334 43,697
Interest coverage ratio 5.1 3.1 3.1 2.9

Interest expense - net 12,347 12,347 13,830 15,317
Gain on disposal of assets (298)            (298) (49)              -              
Payments in lieu of income taxes 11,375 9,655 13,485 10,260

23,424 21,704 27,266 25,577

Net income (loss) 39,862 16,700 15,068 18,120

ROE Realized 19.98% 8.37% 6.98% 8.44%
ROE Deemed 9.00% 9.00% 9.00% 8.81%



Hydro Ottawa Limited 
Balance Sheet

$ Thousands Dec 31, 2006 Dec 31, 2007 Dec 31, 2008
Actual Estimate Forecast

Assets

Current Assets
Cash and cash equivalents 21,838           -                 -                 
Accounts receivable 54,663           55,265           56,136           
Unbilled revenue 81,796           76,769           79,578           
Prepaid expenses 604                604                604                
Inventory 7,131             8,371             8,171             
Other 391                325                195                

166,423         141,334         144,684         

Working Capital Ratio 1.4 1.1 1.1

Net Regulatory assets 23,308           19,852           19,343           
Less:  provision for doubtful recovery (764)               -                 -                 

22,544           19,852           19,343           

Property Plant and Equipment
Cost 962,280         1,041,766      1,112,963      
Accumulated amortization (438,124)        (469,566)        (503,075)        
Contributions in Aid of Construction (76,353)          (89,171)          (103,785)        

447,803         483,029         506,104         

Total Assets 636,770         644,215         670,131         

Liabilities & Shareholders Equity
Current Liabilities

Bank indebtedness -                 -                 -                 
Accounts payable and accrued liabilities 114,835         114,900         114,536         
Advances from Parent Company -                 14,885           11,877           

114,835         129,785         126,413         

Long Term Liabilities
Regulatory Liability 7,627             8,410             4,147             
Employee future benefits 4,417             4,546             4,546             
Customer deposits 5,804             6,166             6,166             
CDM & Other Deferred Revenue 2,422             570                -                 
Notes Payable - IB 282,185         282,185         312,185         

302,455         301,877         327,044         

Debt % 56% 58% 60%

Shareholders Equity
Share capital 167,081         167,081         167,081         
Dividends paid -                 (22,000)          (14,000)          
Retained earnings (deficit) before dividends 52,399           67,472           63,592           

219,480         212,553         216,673         

Total Liabilities and Shareholders Equity 636,770         644,215         670,130         
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RECONCILIATION OF AUDITED FINANCIAL STATEMENTS  AND APPLICATION – 
HISTORICAL YEAR (2006)
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The following table reconciles Hydro Ottawa’s 2006 Audited Financial Statements to 

information for the Historical Year (2006) that is provided in this Application:  

 

Table 1 – Reconciliation of Financial Statement to Rate Application 

Statement of Income and 
Retained Earnings 

2006 
Financial 
Statement 

$000 

Historical 
Year (2006)

$000 

Notes 
(USofA Accounts) 

REVENUES    
   Power recovery $541,817 $541,817 4006 to 4068 
   Distribution sales 113,908 112,528 4080 ($633k see Table 2) 
   Other revenue 10,147 8,335 1 See note below and Table 2 
  133 Non-Utility Income 

 665,872 662,813  
EXPENSES    
   Purchased power 541,817 541,817 4705 to 4716  
   Operations 51,027 43,825 2OM&A see note below 
  62 6205 Additional Donations 
  438 Low Voltage Charges 
  (298) Disposal of Asset 
  3,127 5415 CDM 
   Amortization  32,980 32,980 5705, 5725 
Other (recoveries) expenses    
   Interest 12,347 13,160 3 See note below 
   Regulatory assets (23,139) (23,139) 6305(excl. $1,743 see below) 
   Recovery of transition costs (1,743) (1,743) Included in USofA 6305 
   Provincial capital tax 1,346 1,346 Included in USofA 6105 
PILS 11,375 11,375 6110 
Total Expenses $626,010 $622,951  
NET EARNINGS $39,862 $39,862  

8 

                                                 
1 4080b, 4082, 4084, 4090, 4210, 4225, 4235, 4315, 4325, 4330, 4375, 4380, 4385, 4390, 4405 
2 Includes US of A 5005 to 5175 5305 to 5680 4330, 4355, 4360, 4380, 6105 excluding. 5060, 5165, 5170, 
5172, 5415 and $1,346k of Provincial Capital Tax 
3 6005 to 6045, $507k bank charges included in OM&A on F/S and as interest in 2008 Rate Application, 
$305k included in FS as interest and as Other revenue in 2008 Rate Application 
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The following table provides details on how Other Revenue is accounted for in the 2006 

Audited Financial Statements and the information on the Historical Year (2006) that is 

provided in this Application. 

1 
2 
3 
4 
5 

 

Table 2 – Other Revenue 

Financial Statement 2006 Financial 
Statement 

$000 

Historical 
Year (2006) 

$000 

Other Revenue in 
Application 

Other Revenue $1,603 $1,603 Late Payment Charges 
Other Revenue 3,018 3,018 Miscellaneous Service 

Charges 
Other Revenue 4,939 4,939 Revenues work for others 
Operations 0 (3,364) Expense work for others 
Distribution Sales  0 747 SSS Administration Charge 

4080B 
Distribution Sales 0 633 Other Distribution Revenue 
Interest 0 305 Interest Income 
Other Revenue 590 454 1Non utility rental 
Other Revenue (3)  Miscellaneous non 

operating revenue 
TOTAL $10,147 $8,335   
 6 

7 

                                                

 

 
1 $454,000 is net of $136,000 of utility rental. 
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The following table provides a reconciliation of Capital Assets as reported in the 2006 Audited Financial Statement and the 

information on the Historical Year (2006) that is provided in this Application. 

 

Table 3 – Capital Assets 

2006 Financial Statement 
$000 

Adjustments 
$000 

Historical Year (2006) 
$000 

 Cost Accumulated
Amortization 

Net Book 
Value 

Cost Accumulated 
Amortization 

Net Book 
Value 

Cost Accumulated 
Amortization 

Net Book 
Value 

Distribution 
system 

782,225 370,841 411,384 (179)1

12,0324
(61)2 

7,2444
(118) 794,077 378,024 416,053 

General Plant 159,011 67,283  91,728    159,011   67,283   91,728 
Assets under 
construction 

  21,044   21,044 473     21,091    21,091 

Total 962,280 438,124 524,156 (179) (61) (118) 974,180 445,307 528,872 
Contributions (91,710) (15,357) (76,353)    (91,710) (15,357) (76,353) 
Net 870,570 422,767 447,803 (179) (61) (118) 882,470 429,950 452,5205

  6 

                                                 
1 1985 – Sentinel Lights $69,000, 2070 – Other Utility Plant $73,000, 2075 Non Utility Property $37,000 
2. 2160 – Accumulated Amortization of Other Utility Plant 
3. Assets under construction are Work for Others 
4. Stranded meters that have been removed for GAAP purposes are added back. 
5. $452,520 - $21,091 = $431,429, which is the net assets used in the Rate Model. 
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RECONCILIATION OF 2007 OM&A , OTHER REVENUE AND FIXED ASSETS 
 

The following table reconciles Hydro Ottawa’s 2007 OM&A expenses to the Bridge Year 

(2007) that is provided in this application: 

 

Table 1 – Reconciliation of Financial Statement to Rate Application 

Statement of Income and 
Retained Earnings 

2007 Financial 
Statement1

$000 

2007 Bridge 
Year2

 
$000 

Notes 
(USofA Accounts) 

OM&A EXPENSES    
   Operations $53,816 $47,140 3OM&A see note below 
  94 6205 Charitable Donations 
  1,702 5415 CDM 
  1,660 Expense work for others 
 593 Interest expense in 

Operations for Financial 
Statement 

 2,625 4380 Expenses of Non-Utility 
Operations (incl CDM)  

 2 Rounding 
Total Expenses $53,816 $53,816  

7 

                                                 
1 See Exhibit A3-2-1 
2 See Exhibit D1-1-1, Section 2.0 
3 Includes US of A 5005 to 5175, 5305 to 5680, 4330, 4355, 4360, 4380, 6105 and 1556, excluding 5060, 
5165, 5170, 5172 and 5415. 

2008 Electricity Distribution Rate Application 
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The following table provides details on how Other Revenue is accounted for in the 2007 

Pro Forma Financial Statements and the information on the Bridge Year (2007) that is 

provided in this Application. 

 

Table 2 – Other Revenue 

Financial Statement 2007 Financial 
Statement1

$000 

Bridge Year 
(2007)2

$000 

Other Revenue in Rate 
Application 

Other Revenue $1,633 $1,633 Late Payment Charges 
Other Revenue 2,735 2,735 Miscellaneous Service 

Charges 
Other Revenue 2,645 2,645 Revenues work for others 
Other Revenue  0 (1,660) Expense work for others 
Other Revenue 0 756 SSS Administration Charge 

4080B 
Distribution Sales 0 355 Other Distribution Revenue 
Interest 0 865 Interest Income 
Other Revenue 593 487 3Non utility rental 
Other Revenue 2,608  Non-Utility Operations 
Rounding (1)   
TOTAL $10,213 $7,816   

6 

                                                 
1 See Exhibit A3-2-1 
2 See Exhibit C2-1-1 
3 $487,000 is net of $106,000 of utility rental. 

2008 Electricity Distribution Rate Application 
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The following table provides a reconciliation of Net Capital Assets as reported in the 

2007 Pro Forma Financial Statements and the information on the Bridge Year (2007) 

that is provided in this Application. 

 

Table 3 – Net Capital Assets 

 Adjustment 
$000 

$000 

Closing 2007 asset balance used in 2008 Rate Base1  $478,093

     Remove stranded meters (net) which were added back 

     to the rate base for regulatory purposes  

(11,841) 

     Remove amortization which resulted from stranded  

     meters being added back  

482 

     Add back Non Distribution Assets (net) 114 

     Add Construction Work in Progress (”CIP”) 16,229 

     Remove CIP for Work for Others (47) 

Net Capital Assets from 2007 Pro forma Financial 

Statements2

 
$483,029

 7 

                                                 
1 See Exhibit B3-1-1 
2 See Exhibit A3-2-2 

2008 Electricity Distribution Rate Application 
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RECONCILIATION OF 2008 OM&A, OTHER REVENUE AND FIXED ASSETS 
 

Table 1 reconciles Hydro Ottawa’s 2008 OM&A expenses to the Test Year (2008) that is 

provided in this application:  

 

Table 1 – Reconciliation of Financial Statement to Rate Application 

Statement of Income and 
Retained Earnings 

2008 
Financial 

Statement1

$000 

Test Year 
20082

 
$000 

Notes 
(USofA Accounts) 

OM&A EXPENSES    
   Operations $62,219 $59,328 3OM&A see note below 
 530 Interest expense Operations  

for Financial Statement 
  100 6205 Additional Donations 
  983 41556 Smart meters 
  1,275 Expense work for others 
 3 Rounding 
Total Expenses $62,219 $62,219  
 7 

8 

                                                 
1 See Exhibit A3-2-1 
2 See Exhibit D1-1-1, Section 2.0 
3 Includes US of A 5005 to 5175 5305 to 5680 4330, 4355, 4360, 4380, 6105 and 1556, excluding 5060, 
5165, 5170, 5172 and 5415. 
4 The Smart Meter expenses are discussed in Section 12.0.For the calendar year 2008, the expenses are 
forecast at a total of  $1,723,018. But this is comprised of $983,000 from the 2007 rate year (January 1, 
2008 to April 30, 2008) and $740,018 from the 2008 rate year (May 1, 2008 to December 31, 2008).  
 

2008 Electricity Distribution Rate Application 
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Table 2 provides details on how Other Revenue is accounted for in the 2008 Pro Forma 

Financial Statements and the information on the Test Year (2008) that is provided in this 

Application. 

 

Table 2 – Other Revenue 

Financial Statement 2008 Pro 
Forma 

Statement1

$000 

Test Year 
20082

$000 

Other Revenue in 
Application 

Other Revenue              $1,600          $1,600 Late Payment Charges 
Other Revenue                 2,956            2,956 Miscellaneous Service 

Charges 
Other Revenue                 2,701            2,701 Revenues work for others 
                       0            (1,275) Expense work for others 
                        0               769 SSS Administration Charge 

4080B 
Distribution Sales                       0               341 Other Distribution Revenue 
Interest                       0                 40 Interest Income 
Other Revenue                    563               454 3Non utility rental 
TOTAL              $ 7,820           $7,586   

6 

                                                 
1 See Exhibit A3-2-1 
2 See Exhibit C2-1-1 
3 $454,000 is net of $109,000 of utility rental. 

2008 Electricity Distribution Rate Application 
 



  Hydro Ottawa Limited 
  EB-2007-0713 
  Exhibit A3 
  Tab 3 
  Schedule 3 
  Filed: 2007-08-15 

 Page 3 of 3 

1 
2 
3 
4 
5 

Table 3 provides a reconciliation of Net Capital Assets as reported in the 2008 Pro 

Forma Financial Statements and the information on the Test Year (2008) that is provided 

in this Application. 

 

Table 3 – Capital Assets 

 Adjustment $000 

Closing 2008 asset balance used in 2008 Rate Base1  $499,971

     Remove stranded meters (net) which were added back 

     to the rate base for regulatory purposes  

(15,927) 

     Remove amortization which resulted from stranded  

     meters being added back  

1,682 

     Remove net accelerated depreciation 3,266 

     Add back Non Distribution Assets (net) 112 

     Add Construction Work in Progress (”CIP”) 17,048 

     Remove CIP for Work for Others (47) 

Net Capital Assets from 2008 Pro Forma Financial 

Statements2

 
$506,104

 6 

                                                 
1 See Exhibit B3-1-1 
2 See Exhibit A3-2-1 

2008 Electricity Distribution Rate Application 
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RATING AGENCY REPORTS 
 

Attached is the current “Rating Report” for the Holding Company issued by Dominion 

Bond Rating Service.  There is no such report for Hydro Ottawa. 

2008 Electricity Distribution Rate Application 
 



Rating Report 
 
 
 
 

Energy DBRS 

Hydro Ottawa Holding Inc.  
RATING 
Debt Rated Rating Action Rating Trend 
Senior Unsecured Debt  Trend change A (low) Positive 
 

RATING HISTORY Current 2006 2005 2004 2003 2002 
Senior Unsecured Debt A (low) A (low) A (low) A (low) A NR 
Ratings prior to 2005 reflect Hydro Ottawa Holding Inc.’s Issuer rating. 

RATING UPDATE 
DBRS has changed the trend on the Senior Unsecured 
Debt of Hydro Ottawa Holding Inc. (Hydro Ottawa or 
the Company) to Positive from Stable. The trend 
change reflects Hydro Ottawa’s continuing 
improvement in its financial metrics driven by strong 
operational performance combined with a low level of 
business risk underpinned by its regulated electricity 
distribution business. 
Hydro Ottawa’s financial metrics have shown 
considerable improvement since 2004, largely 
benefiting from the strong financial performance of 
its regulated distribution business, the recapitalization 
of $37.8 million in debt to equity by the City of 
Ottawa (the City) in 2004 and a lower interest rate of 
4.93% on the $200 million in long-term debt that was 

issued in 2005 to repay a 6.9% promissory note to the 
City. DBRS anticipates the overall growth rate in 
earnings to subside modestly, but remain reasonable 
over the medium term, as Hydro Ottawa Limited’s 
(Hydro LDC) revenue requirement is re-based in 
2008, combined with higher earnings contributions 
from its non-regulated operations. 
The regulatory environment in Ontario continues to 
improve. In April 2006, the Ontario Energy Board 
(OEB) approved an increase in Hydro Ottawa’s rate 
base from $380 million (from 1999 to 2005) to $504 
million in 2006, representing a 33% increase, which 
will continue to underpin earnings and cash flow 
growth. (Continued on page 2) 

RATING CONSIDERATIONS 
Strengths Challenges 
• Regulated electricity distribution has low 

business risk and provides long-term stability to 
earnings and cash flows 

• Strong franchise area with high density 
population and diversified customer base 

• Strong credit metrics and balance sheet 
• Low cost provider/operational efficiency 
• Cautious approach to growth of non-regulated 

businesses 

 
• Significant capital expenditures 
• Approved ROE sensitive to long-term interest 

rates 
• Earnings sensitive to volumes of electricity 

sold 
• Unable to access equity capital markets 
 

FINANCIAL INFORMATION 
  For the year ended December 31

2006 2005 2004 2003 2002
Total debt (CAD millions) (1) 255.6 213.4 231.9 248.5 245.1
Total adjusted debt in capital structure (%) (1) 47.5% 45.7% 50.1% 58.9% 58.9%
Cash flow/total adj. debt (%) (1) 23.4% 24.0% 16.3% 12.5% 13.4%
Cash flow/capital expenditures (times) (2) 0.76 0.82 0.54 0.41 1.17
EBIT interest coverage (times) (1) 3.57 2.91 1.62 1.35 1.86
EBIT (CAD millions)* 41.7 32.8 27.6 23.1 20.7
Cash flow from operations (CAD millions) 59.8 51.2 37.8 31.1 32.7
Core net income (CAD millions)* 19.3 15.7 8.9 4.3 7.8
Return on average equity (before extras.) 7.2% 6.5% 4.4% 2.5% 4.4%
Electricity throughputs (GWh) 7,466 7,663 7,515 7,483 7,471
*Adjusted to exclude recovery on regulatory asset provisions. (1) DBRS adjusted for operating lease debt and interest expense equivalents.
(2) Capital expenditures net of customer contributions.  
THE COMPANY 
Hydro Ottawa Holding Inc. is a holding company which wholly-owns the following subsidiaries: (1) Hydro Ottawa 
Limited (Hydro LDC), a regulated electricity distributor (Hydro Ottawa’s primary business); (2) Energy Ottawa Inc., 
a non-regulated power generation company involved in energy management and procurement services; and (3) 
Telecom Ottawa Holding Inc. which is involved in fibre-optic leasing, internet service provider (ISP), virtual network 
provider and data local exchange carrier. Hydro Ottawa Holding Inc.’s is wholly owned by the City of Ottawa (the 
City), rated AA (high). 

Report Date: September 13, 2007
Press Release: August 28, 2007
Previous Report: July 24, 2006

Robert Filippazzo/A.J. Shannon
+1 416 597 7340/+1 416 597 7367

rfilippazzo@dbrs.com/ashannon@dbrs.com
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RATING UPDATE (Continued from page 1).
In addition, the OEB approved the recovery of 
regulatory assets of $36.4 million of which $22.5 
million had been recovered previously, leaving 
$13.9 million to be recovered over a two year 
period ending April 2008. 
The OEB’s new regulatory framework under the 
2nd Generation Incentive Regulation Model (IRM) 
and Cost of Capital is viewed by DBRS as 
reasonable, providing sufficient earnings and cash 
flow stability. In the latter half of 2007, DBRS 
expects Hydro LDC to file a rate application for a 
mid-year rate adjustment in 2008, outlining its 
capital plan while addressing the additional capital 
investment currently not included in its rate base. 
The Company’s planned capital investment is 
expected to increase modestly from present levels, 
to meet demand growth and to further strengthen 
its distribution system. Capital expenditures are 
projected to be in the range of $80 million to $90 
million per annum ($70 million net of customer 
contributions), which are likely to result in 
manageable free cash flow deficits. These deficits 

will be financed through drawings under the 
Company’s $150 million bank facility ($75 million 
permitted for capital expenditures) and then 
refinanced with longer-term debt. As a result, 
DBRS believes that leverage will increase 
modestly, relative to current levels, to a longer-
term range of 50% to 55%, which will put modest 
pressure on cash flow-to-debt and interest coverage 
ratios. 
However, despite some anticipated weakening in 
the Company’s financial metrics, Hydro Ottawa’s 
credit profile will continue to support the Positive 
Trend given its robust balance sheet and strong 
credit metrics, accompanied by a modestly 
improving regulatory environment. 
DBRS will continue to monitor the Company, and 
would consider an upgrade to the Senior Unsecured 
Debt rating if Hydro Ottawa continues to exhibit 
strong financial results and maintains its 
conservative financial and operating strategies 
including the managed growth of its non-regulated 
operations. 

CORPORATE STRUCTURE 
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RATING CONSIDERATIONS
Strengths
(1) Hydro Ottawa is predominately a regulated 
electric distribution focused business 
(approximately 90% of total EBIT) and operates in 
a modestly improving regulatory environment. 
DBRS views the new regulatory framework under 
the 2nd Generation IRM and Cost of Capital as 
reasonable, providing sufficient earnings and cash 
flow stability. DBRS expects the OEB will be 
supportive in the recovery of capital costs and 
regulatory assets. 
(2) Hydro Ottawa’s is one of the largest 
municipally owned local distribution companies 
(LDCs) in Ontario, serving the densely populated 
areas within the City of Ottawa and the Village of 
Casselman. The majority of Hydro LDC’s 
electricity sales are to residential customers, the 
federal government, and the MUSH sector 
(municipal, universities, schools and hospitals), 
which have relatively stable demand year-over-
year, as these customers are less sensitive to 
economic cycles. 
(3) Hydro Ottawa’s credit metrics have improved 
steadily since 2004 and remain solid for a utility 
that benefits from low level of business risk, and 
are strong for the current ratings: debt/capital ratio 
at 47.5%, EBIT interest coverage at 3.57 times, and 
cash flow-to-debt at 23.4%. DBRS notes that debt 
levels will trend higher over the longer term, as the 
Company continues to incur free cash flow deficits. 
However, the robust balance sheet and strong 
coverage ratios would allow the Company to easily 
absorb some incremental debt.  DBRS believes the 
financial metrics will remain within a range 
consistent with the assigned rating.  
(4) Hydro Ottawa continues to exceed OEB service 
level targets and boasts one of the lowest 
distribution rates in the province, which 
underscores its prudent cost management 
principles. 
(5) Hydro Ottawa continues to manage the growth 
of its non-regulated operations within an 
acceptable risk profile. Recently, Telecom Ottawa 
shed its unprofitable business lines and returned to 
the basics, which is broadband capacity enhanced 
to carrier grade quality level. Telecom Ottawa 
requires modest capital investment as most of the 
fibre infrastructure is already in place. Energy 

Ottawa, the electricity generation operation, 
provides both earnings growth and diversification 
opportunities. Energy Ottawa’s objective is to 
minimize its commodity price risk by entering into 
long-term contracts, for up to 80% of total output. 
DBRS notes the Company will only develop 
generating projects with a long-term purchase 
power agreement in place. 
 
Challenges 
(1) The Company is in the middle of a heavy 
capital investment cycle to enhance the reliability 
of the system and to meet growing demographic 
demands. Over the medium term, DBRS expects 
capital expenditures in the range of $80 million to 
$90 million ($70 million net of customer 
contributions), which, combined with dividends, is 
expected to exceed operating cash flow by 
approximately $25 million to $35 million per year. 
These free cash flow deficits will place modest 
pressure on the balance sheet and coverage ratios. 
(2) Regulatory-approved ROE levels are low and 
could continue to decline if the longer-term interest 
rates decline. The ROE of 9.0% in 2007 (2006-
9.0%) is an 88 basis point decline from 9.88% in 
2005. However, the earnings impact from a lower 
ROE level is offset by the recent 33% increase in 
Hydro LDC’s rate base from $380 million (from 
1999 to 2005) to $504 million in 2006. 
(3) Earnings and cash flows for electricity 
distribution companies are partially dependent on 
the volume of electricity sold, given that rates 
typically include a variable charge component. 
Seasonality, economic cyclicality and weather 
patterns directly impact the volume of electricity 
sold, and hence, revenue earned from electricity 
sales. 
(4) Due to municipality ownership, Hydro Ottawa 
is unable to access the equity capital markets. This 
limits the Company’s financial flexibility, as free 
cash flow deficits will be financed through its 
revolving credit facilities ($150 million) or debt 
issuance. Furthermore, Hydro Ottawa’s dividend 
policy with the City (a target of 60% of previous 
year’s consolidated net income) will further 
increase liquidity needs during this investment 
cycle.  
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REGULATION 
Hydro Ottawa’s electricity distribution operations 
are regulated by the Ontario Energy Board (OEB) 
under the Ontario Energy Board Act, 1998 (the 
OEB Act), as modified by the following 
noteworthy amendments: 

− The Electricity Pricing, Conservation and 
Supply Act, 2002 (Bill 210) – December 
9, 2002. 

− The Ontario Energy Board Amendment 
Act (Electricity Pricing), 2003 (Bill 4) – 
December 18, 2003. 

− The Electricity Restructuring Act, 2004 
(Bill 100) – December 9, 2004. 

 
Currently, Hydro Ottawa operates under a 
performance-based incentive mechanism with a 
deemed ROE of 9.0%, based on a forward looking 
cost-of-service for the mid-year rate decision. The 
purchased power included in rates is a flow 
through to consumers determined by the OEB 
based on a blend of fluctuating, fixed and capped 
prices paid to generators under the Regulated Price 
Plan (RPP). The RPP is based on a forecast of 
expected costs over the next 12 months. If the cost 
of supplying electricity differs from what was 
forecast, the OEB may readjust electricity prices 
accordingly in the next price period (usually a six 
month time frame), in order to true up the RPP 
prices with the prices paid to generators. 

 
In April 2006, the OEB increased Hydro Ottawa’s 
distribution rates for the period May 1, 2006 to 
April 30, 2007, resulting in a 1.9% increase in total 
electricity bills. The methodology used by the OEB 
to establish the distribution rates was based on a 
rate base of $504 million ($380 million from 1999 
to 2005), a deemed debt-to-equity structure of 60-
40, approved debt rate of 5.25%, and an allowed 
ROE of 9.0%. Furthermore, the OEB approved the 

recovery of $36.4 million of regulatory assets, of 
which $22.5 million had been recovered 
previously, leaving $13.9 million to be recovered 
through distribution rates over a two year period 
ending in April 2008.  
 
On December 20, 2006, the OEB issued a 2007 
rate adjustment model (2nd Generation Incentive 
Regulation Model) and corresponding instructions 
to distributors for the purpose of adjusting 
distributor rates effective May 1, 2007.  As a result, 
base distribution rates, exclusive of rate riders, 
were adjusted formulaically to reflect an allowance 
for inflation of 1.9%, a fixed productivity offset of 
1.0%, and removal of the federal large corporation 
tax. As such, there was no major financial impact 
for distributors, only a marginal increase in 
revenues due to the inflation factor generally being 
slightly higher than the productivity factor. In each 
of three subsequent years, approximately one-third 
of the electricity distributors will have their 
distribution rates reviewed and reset by the OEB 
through a cost-of-service-type of rate proceeding. 
LDCs rebased in 2008 will be subject to an 
Incentive Rate Mechanism applied in succeeding 
years up to the 2010 rate year. By 2010, all 
electricity distributors in Ontario will have 
undergone a re-basing of rates.  
The net effect of the OEB decision in 2007, 
exclusive of smart meter adjustments, was to 
provide for approximately a 0.43% increase in base 
distribution rates to all customer classes for May 1, 
2007 to April 30, 2008 period.  To note, as of May 
1, 2007, Hydro Ottawa is collecting a rate of $1.74 
per month from all metered customers as part of 
the delivery charge on their bill, related to the 
implementation of the province’s Smart Meter 
Program. 
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EARNINGS AND OUTLOOK 
Earnings and Outlook *   For the year ended December 31
(CAD millions) 2006 2005 2004 2003 2002
Net distribution revenues 119.5 97.9 89.8 94.6 87.7
Other revenues 24.9 22.8 22.2 18.3 9.2
Net revenues 144.4 120.7 112.0 112.8 97.0
Operating expenses 102.7 87.9 84.4 89.7 76.3
EBITDA 80.7 67.0 57.3 50.2 45.8
EBIT 41.7 32.8 27.6 23.1 20.7
Net interest expense 11.6 11.2 15.7 16.2 10.2
Payments in lieu of taxes (incl. capital taxes) 10.9 5.9 3.0 2.6 2.6
Net income bef. extra./non-recurring items 19.3 15.7 8.9 4.3 7.8
Regulatory asset recovery/non-recurring items 21.1 6.9 10.8 (1.7) (20.4)
Reported net income 40.4 22.6 19.7 2.6 (12.6)
Operating margin 29% 27% 25% 20% 21%
*Adjusted to exclude recovery on regulatory asset provisions.
EBIT by subsidiary *
(CAD millions) 2006 2005 2004 2003 2002
Hydro Ottawa Limited 96% 40.05 29.4 26.8 22.76 17.52
Energy Ottawa Inc. 9% 3.89 4.8 1.6 2.1 3.85
Telecom Ottawa Holdings Inc. 2% 0.78 (0.38) 0.28 (0.77) (0.55)
Hydro Ottawa Holdings Inc. (non-cons.) -7% (2.98) (1.03) (1.07) (1.03) (0.16)
Hydro Ottawa Holdings Inc. (consolidated) 41.74 32.83 27.57 23.07 20.66
*Adjusted to exclude recovery on regulatory asset provisions.  
 
Summary
Earnings, as measured by EBIT, continued to 
register solid year-over-year growth, driven 
primarily by the performance of the Company’s 
regulated electric distribution business which 
accounts for approximately 95% of total EBIT. 
• DBRS notes the significant uptick in the 

Company’s’ earnings for F2006 was largely 
reflective of the following catalyst: 
− The April 2006 rate decision, which 

resulted in a 33% increase in Hydro 
LDC’s rate base, with a corresponding 
1.9% increase in total electricity bills. 

− Continued demographic and weather 
related throughput growth in service area. 

− Strong operating efficiency underscored 
by the upward trend in its operating 
margin from 20% in 2003 to 29% in 2006. 

• Interest expense has decreased substantially 
since 2004, attributed by the recapitalization of 
$37.8 million in debt to equity by the City in 
2004, and a lower interest rate of 4.93% on the 
$200 million in long-term debt that was issued 
in 2005 to repay a 6.9% promissory note to the 
City. 

• Reported net income increased by 70% from 
$22.6 million in F2005 to $40.4 million in 
F2006, largely benefiting from OEB approval 
to recover regulatory assets of $36.4 million, 
combined with the 1.9% increase in its 
distributions rates.  

Overall, the steady upward trend in earnings over 
the past five years is largely attributable to Hydro 
Ottawa’s favourable and growing franchise area, as 

well as modest distribution rate increases and 
recovery of regulatory assets. 
 
Outlook 
DBRS anticipates slower but modest EBIT growth 
over the medium term, as Hydro Ottawa will likely 
file its rate application for rebasing in 2008 rate 
year, combined with increased earnings from non-
regulated operations. 
• Hydro Ottawa will have its distribution rates 

reviewed and reset through a forward looking 
cost of service type rate proceeding in 2008 
with an IRM applied in succeeding years up to 
2010. The rate base should reflect the 
significant capital expenditures over the next 
few years. 

• DBRS anticipates the recovery of regulatory 
assets through distribution rates over the near 
term (approximately $13.9 million).  

• Energy Ottawa is committed to implementing 
a more prudent pricing strategy by locking in 
up to 80% of production under long-term fixed 
price contracts. In January 2007, the Company 
successfully commissioned the TrailRoad 
generation facility (5 MW) with the output 
sold under a 20-year PPA with the OPA. 

Over the long term, the Company’s regulated 
electricity distribution operation and generation 
output sold under fixed price contracts will 
continue to provide a high degree of stability to 
earnings and cash flows. 
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FINANCIAL PROFILE
Statement of Cash Flows   For the year ended December 31
(CAD millions) 2006 2005 2004 2003 2002
Net income before extraordinary items 19.3 15.7 8.9 4.3 7.8
Depreciation 38.9 34.1 29.8 27.2 25.2
Other non-cash adjustments 1.6 1.3 (0.9) (0.4) (0.3)
Cash Flow From Operations 59.8 51.2 37.8 31.1 32.7
Capital expenditures (net of customer contributions) (78.4) (62.1) (69.8) (75.6) (27.9)
Total dividends paid (12.00) 0.00 0.00 0.00 0.00
Free Cash Flow Before Working Capital Changes (30.5) (10.9) (32.0) (44.5) 4.8
Working capital changes (35.8) 27.5 (7.1) 43.9 (56.8)
Net Free Cash Flow (66.3) 16.5 (39.1) (0.6) (52.0)
Acquisitions 0.0 0.0 (0.0) (1.2) (1.5)
Divestitures 0.7 0.1 0.2 0.5 -             
Regulatory asset recovery (provisions) (2) 22.9 7.8 7.0 (3.6) (20.2)
Other investing / non-recurring (1.4) (1.9) 11.2 0.7 0.0
Cash flow before financing (44.0) 22.5 (20.8) (4.2) (73.7)
Net change in debt 40.9 (20.9) 21.2 3.4 5.3
Net other financing (3) 3.5 (1.6) (0.4) 0.8 3.3
Net change in cash 0.4 (0.0) 0.0 0.0 (65.1)
Key Financial Ratios
Total adjusted debt (1) 255.6 213.4 231.9 248.5 245.1
Total adjusted debt -to-total capital (%) (1) 47.5% 45.7% 50.1% 58.9% 58.9%
Cash flow/capital expenditures (times) 0.76 0.82 0.54 0.41 1.17
Cash flow/total adj. debt  (%) (1) 23.4% 24.0% 16.3% 12.5% 13.4%
EBIT gross interest coverage (times) (1) 3.57 2.91 1.62 1.35 1.86
Dividend payout ratio 62% 0% 0% 0% 0%
(1) DBRS adjusted for operting lease debt and interest expense equivalents. (2) Recovery on regulatory asset provisions. (3) Customer deposits.  
 
Summary
Despite the notable improvement in Hydro 
Ottawa’s financial profile and operating cash flow, 
the Company continued to record free cash flow 
deficits, given the large capital expenditure 
program and recent adoption of a dividend policy 
with the City (with a target of 60% of previous 
year’s net income). 
• The recent uptick in capital expenditures, 

coupled with dividends, has resulted in a larger 
free cash flow deficit for F2006. 

• Hydro LDC continued to recover regulatory 
assets through distribution rates, which 
provide additional cash flows for distribution 
system capital spending. 

• The notable swings in working capital are 
mainly due to the timing of the Company 
receiving and paying customer rebates (pass 
through of the commodity cost of electricity) 
from the Independent Electric System 
Operator (IESO).  

• Key credit metrics have improved from 2004 
levels, as debt levels have modestly increased 
offset by a growing equity base and lower 
interest expense on outstanding debt, which 
remain solidly within the current rating 
category for a low-risk electric distribution 
utility with debt to capital at 47.5%, EBIT 

interest coverage at 3.57 and cash flow-to-debt 
at 23.4%. 

 
Outlook 
Cash flow from operations is expected to increase 
moderately, along with earnings over the medium 
term. However, cash flows will remain insufficient 
to fund heightened capital investment program and 
distribution to the City.  
• Hydro Ottawa anticipates capital expenditures 

in the range of $80 million to $90 million over 
the next five years, with majority related to the 
regulated distribution business (approximately 
80%), split fairly evenly between improving 
system reliability and meeting growth 
demands.  

• The current dividend policy will increase 
liquidity needs over the medium term as the 
Company is committed to investing heavily in 
the distribution system.  

• As such, the Company is expected to incur 
manageable free cash flow deficits in the 
average range of $25 million to $35 million 
per annum, which will be financed through its 
$150 million three year revolving credit 
facility, of which, $75 million is available for 
capital expenditures. DBRS notes that short-
term financing through existing credit facilities 
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will reduce financial flexibility to absorb an 
unanticipated event. 

• Hydro Ottawa is expected to file a cost-of-
service rate application for mid-rate year 2008. 
This should provide for some operating cash 
flow growth, as invested capital is added to the 
rate base thereby increasing the earnings 
profile. 

• The Company’s leverage is expected to 
increase modestly over the medium term, as 
the large capital expenditure program and 

stipulated dividend policy will result in free 
cash flow deficits. These deficits and the 
subsequent higher leverage in the capital 
structure – between a longer-term range of 
50% to 55% – will modestly pressure cash 
flow-to-debt and interest coverage ratios, from 
current levels, but a measurable change in the 
Company’s financial profile is not expected, 
with credit metrics remaining favourable. 

 

LONG-TERM DEBT MATURITIES AND BANK LINES 
 
Credit facilities (CAD millions) Amount Drawn Available Expiration
Three-year, extendible, revolving credit facility 150 22 128 1/6/2008
364-day revolving term operating credit line 25 0 25 6/30/2007*
Total consolidated credit facilities 175 22 153
Notes Payable (CAD millions) Int. rate Amount Maturity
Senior unsecured debentures, Series 2005- 1 5% 200.00 2/9/2015
Senior unsecured debentures, Series 2006-1 5% 50.00 12/19/2036
Integrated Gas Recovery Services Inc. (IGRS) 0% 2.64
Total 4.9% 252.6
*DBRS expects the line of credit to be renewed shortly.  

Long-Term Debt 
Hydro Ottawa finances its operations and capital 
expenditures with long-term debt (senior unsecured 
$250 million outstanding at December 31, 2006) 
and revolving credit facilities ($175 million). The 
debt-to-capital ratio is 47.5%, which is moderately 
more conservative than the recently adjusted 
regulatory approved level of 60%. 
• DBRS notes that the Company has no debt 

maturing over the medium term. 
• Given that Hydro Ottawa is an infrequent 

issuer, the Company demonstrated good access 
to the debt capital market with the December 
2006, issuance of $50 million Senior 
Unsecured Debentures (30 year at 4.98%).  

• The trust indenture contains the following 
covenants for the Series 2005 and 2006 
debentures: 
− Any additional indebtedness is subject to 

a 75% capitalization ratio test. 
− Negative pledge clause. 
− Restrictions on asset sales and 

amalgamations. 
• The Integrated Gas Recovery Services Inc 

promissory note for $2.64 million was issued 

to fund the construction of the gas collection 
and generation plant at the TrailRoad landfill 
site. Pursuant to the Shareholder Agreement 
dated November 3, 2005 among Energy 
Ottawa and PowerTrail, the note is non-
interest bearing, and subject to certain 
conditions stipulated in this agreement. 

 
Liquidity 
Liquidity requirements will modestly increase over 
the medium term to accommodate higher capital 
expenditures, regulatory working capital needs, and 
dividend payments to the City. DBRS notes Hydro 
Ottawa has reasonable liquidity with $153 million 
unused capacity under the Company’s $175 million 
credit lines at the end of December 31, 2006. 
• DBRS notes that the three year revolving 

credit facility contains customary covenants, in 
which requirements to maintain the 
consolidated debt-to-capitalization ratio at or 
below 75% and use no more than $75 million 
of this facility to fund capital expenditures. 
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APPENDIX 
Hydro Ottawa Holding Inc.

Balance Sheet
(CAD millions) As at December 31 As at December 31
Assets 2006 2005 2004 Liabilities & Equity 2006 2005 2004
Cash & s.t. investments 0                   -         -           Short-term debt 0.0 11.1 29.9
Accounts receivable 56.7              48.2        49.8         A/P + accr'ds 126.5 137.4 109.0
Unbilled revenue 81.8 96.0 81.0 L.t.d. due in one yr. -            -           200           
Inventories 7.3 6.7 8.6 Current Liabilities 126.5 148.5 338.9
Other 8.0                 1.7          1.2           Customer deposits 5.8 6.3 3.5
Current Assets 154.2 152.6 140.5 Regulatory liability 7.6 16.3 9.6
Regulatory assets (net) 15.4 6.6 5.5 Other liabilities 9.7 8.2 4.7
Net fixed assets 510.1 470.3 440.1 Long-term debt 252.6 200.4 0.0
Other assets 4.8                4.4          1.8           Shareholders' equity 282.2 254.2 231.3
Total 684.4 633.8 587.9 Total 684.4 633.8 587.9

Ratio Analysis *
Liquidity Ratios 2006 2005 2004 2003 2002
Current ratio 1.22 1.03 0.41 1.22 1.72
Total adjusted debt in capital structure (%) (1) 47.5% 45.7% 50.1% 58.9% 58.9%
Cash flow/total adj. debt (1) 23.4% 24.0% 16.3% 12.5% 13.4%
Debt/EBITDA 3.17        3.19         3.95          4.86              5.26          
Cash flow/capital expenditures (2) 0.76 0.82 0.54 0.41 1.17
Deemed equity 40% 40% 40% 40% 40%
Common dividend payout 62.3% 0.0% 0.0% 0.0% 0.0%

Coverage Ratios 
EBIT interest coverage (1) 3.57 2.91 1.62 1.35 1.86
EBITDA interest coverage (1) 6.89 5.93 3.35 2.93 4.12

Profitability/Operating Efficiency
Operating margin 28.9% 27.2% 24.6% 20.5% 21.3%
Net margin (before extras.) 13.3% 13.0% 8.0% 3.8% 8.1%
Return on avg. common equity (bef. extras) 7.2% 6.5% 4.4% 2.5% 4.4%
GWh sold/employee 14.8 15.6 15.9 15.2 16.0
Customers/employee 561 567 581 546 565
Customers/distribution lines 52 53 54 56 55
Rate base (CAD millions) 504 380 380 380 380

Electricity Throughputs 2006 2005 2004 2003 2002
Residential 2,226 2,358 2,267 2,241 2,255
Commercial 4,549 4,642 4,590 4,554 4,512
Large users > 5 MW 655 626 621 651 665
Street lighting 36 37 37 36 38
Total (GWh) 7,466 7,663 7,515 7,483 7,471
Growth in electricity throughputs (2.6%) 2.0% 0.4% 0.2% -            
Peak demand (MW) 1,495 1,465 1,405 1,420 1,445

Generation capacity (MW) 15 15 15 15 15
Gross electricity generated (MWh) na 103,900 82,000 111,171 92,749
Number of Customers
Residential 255,993 252,268 247,790 242,370 237,755
Commercial 26,389 26,303 26,240 26,810 26,754
Large users > 5 MW 11 10 10 11 11
Total 282,393 278,581 274,040 269,191 264,520
Growth of customer base 1.4% 1.7% 1.8% 1.8% na
(1) DBRS adjusted for operating lease debt and interest expense equivalents. (2) Net of customer contributions.
* DBRS adjusted ratios to exclude recovery of regulatory asset provisions.

     For the year ended December 31
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Note:  
All figures are in Canadian dollars unless otherwise noted.  
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PROSPECTUS FOR PLANNED AND RECENT SHARE ISSUES 
 

Hydro Ottawa’s sole shareholder is the Holding Company. The Holding Company is 

100% owned by the City of Ottawa.  There are no plans for additional share issues to the 

City of Ottawa or otherwise. 

2008 Electricity Distribution Rate Application 
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