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testing processes. This is a basic tenet of law; in order to succeed an argument must be

founded on evidence properly before the decision maker.

The Revised Guideline is clear on its face: parties wishing to challenge the application

of the Guideline in whole or in part to any given utility have an obligation to file evidence

supporting their point of view, That burden properly rests with the pañy seeking to

displace the operation of the Guideline. Argument, unsupported by evidence, is not the

appropriate vehicle for advancing these positions.

ln this proceeding the intervenors seeking to challenge the applicatíon of the Guideline

expiicitiy-chose notio filaevideRcê on thcs+issues. They elso did not reference any'

aspects of the evidence already on the record.

It should also be noted that an attack on the application of the Revised Guideline in the

context of a particular rate proceeding, such as this one, does not involve a re-

consideration of the Revised Guideline per se. As has been determined in this case in

our ruling of December 15, 2009, the Board will not entertain such a re-consideration of

the Guideline. . What the Board can consider is whether the Guideline or some portion

of it. ought not to apply to a given utility in the context of a specific cost of service

proceeding. tn order to succeed, that challenge must be supported by properly

introduced evidence. lt is for the challenging party to decide what evidence it believes

is appropriate to bring, but it may well go beyond a simple assertion respecting

transaction costs or the nature of the assets typically funded through the working capital

allowance.

For these reasons, the Board finds that the Revised Guideline will be applied to the

applicant. This includes implementation of the updated cost of capital parameters, which

were issued on February 24,2010. lt also means that the company's cost of long term

debt must be updated to reflect the actual debt costs assocíated with the actual debt

instruments used by the company in 2009. ln its oral evidence, the company had

suggested that such an update would not be undertaken. The Board considers that

approach to be inconsistent with the Revised Guideline, which expresses the Board's

intention to rely on the actual costs for long term debt, when they are known.

The Cost of Capital parameters will be updated for the purpose of establishing 2011

rates. The Board will rely on September,2Al0 data for purposes of deriving the ROE

and shorl-term debt rate. The Board will issue a letter containing the necessary values

to allow Hydro One to develop a Draft Rate Order, to be effective January 1,2011.

Decision w¡th Reasons
April 9,2010
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Hydro One will be required to provide an updated cost oJ long-term debt, based on

actual debt issued. The Board expects this process to be mechanistic in nature; no

further evidence will be heard at that point.
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8.1

8. lmplementation

Gost of Gapital Update

ln mid-2006, the Board inítiated a consultative process to examine the cost of capital
applicable to the Ontarío electricity distribution sector. This process was conducted in
conjunction with the development of the 2nd Generation lncentive Regulation plan. The
product of these consultations was the Report of the Board on Cost of Capitat and 2nd
Generation lncentive Regulation for Ontario's Electricity Distributors (the "Boârd
Report"), issued December 20, 2006. The Board Report considered the extensive
consultation record and established, in part, guidelines for setting and updating the cost
of capital parameters for distribution rate-setting from 2007 onwards, including the
return on common equity ('RoE"), the deemed short{erm debt rate, and, as
appropriate, the deemed long-term debt rate.

The Board Report established that the approved ROE to be used for rate-setting
purposes should be calculated by application of the formula in Appendix B of the Board
Report. ln setting the ROE for the establishment of 2008 rates, the Board has used the
Consensus Forecasts and published Bank of Canada data for January 2008, in
accordance with the Board's guidelines. ln fixing new rates and charges for Hydro
2000 the Board has applied the policies described in the Board Report. Based on the
fina|2007 data published by Consensus Forecasts and the Bank of Canada, the Board
has established the ROE for 2008 to be 8.57%.

The Board Report also established that the short-term debt rate should be updated
using the methodology in section 2.2.2 of the Board Report. The Board has set the
short-term debt rate at 4.47o/o using data from Consensus Forecasts and the Bank of
Canada for January 2008.

Based on the above updates and in accordance with the settlement agreement, for
purposes of settíng 2008 rates, the Board-approved capitalization and cost of capital for
the Applicant is as follows:
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lð

Declstott

Table l5
Board-approved 2008 Gapitalization and Cost of Gapital

Capital Component % of Total Capital Gost (%)

Short-Term Debt 4.0 4.47To

Long-Term Debt 58.5 5.48%

Common Equity 37.5 8.57o/o

8.2 Draft Rate Order

This Decision will result in the approval of rates for test years 2008 and 2009. The

Board has made numerous findings throughout this Decision which would change the
revenue requirements and deficiency claimed by Toronto Hydro for 2008 and 2009.

The Board has also made certain findings regarding the disposition of balances in

deferral and variance accounts. Further, the Board has made findings on cost

allocation and rate design matters that would further affect the rates for certain rate

classes. These are to be properly reflected in a Draft Rate Order incorporating an
effective date of May 1, 2008 for the new rates.

As the Applicant's current rates were declared interim as of May 1, 2008, given the date

of this Decision there will be a difference between the revenue collected under the

existing rates and the revenue that would have been collected if the new rates were
implemented May 1, 2008. Depending on the date of implementation of the new rates,

the new rates shall be set so as to recover the annualized revenue requirement over the
remaining períod of the 2008 rate year. For example, if the Applicant will be able to
implement the new rates on June 1, 2008, the new rates shall reflect the fact that there
will be only 11 months to April 30, 2009.

As for 2009 rates, thís Decision will govern the establishment of those rates subject to

the cost of capital parameter updates and possibly other Board decisions that míght

apply. The Applicant shall apply in a timely fashion to receive approval for the 2009

rates to be effective May 1, 2009.

ln filing its Draft Rate Order for 2008 rates, the Company should attach appropriate
documentation in support of its rates, disposition of deferral/variance accounts,

disposition of other amounts, and the allocation of the approved revenue requirement to
the rate classes.
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1 MR. VLAHOS: Thank you, Mr. Millar. Anyone else?

2 There being no response, Mr. Roger, I guess I wil1
3 turn over to you. Do you have any prerimínary matters, Mr.

4 MilJ-ar, before I turn f told over to --
5 MR. MILLAR: I don't believe so.

6 MR. VIJAHOS : Mr. Roger.

7 OPENING STATEMENT BY MR. RODGER:

I MR. RODGER: Thank you, Mr. Chairman. By way of
9 introduction and pursuant to procedurar order No. L, issued

L0 by the Board on March j.BLh, 2009, the matters before the
1l- Board today combine three separate applicaLions made by
12 Toronto Hydro-ElecEric System that, the Board has determined

L3 wilr consider at one hearing today. The three apprications
L4 are as forlows. Fírst on December L5th, 2oog, Toronto

l-5 Hydro-Erectric sysLem made an applicat,ion seeking approval

L6 to refund revenues derived from the extension of various
L7 rate riders beyond their originar expiry and to the first
Lg three months of the 2009 rate year. ToronLo Hydro

l-9 requested that the refunds be effected to rate riders
20 commencing May LsE, 2009. These amounts are Eermed,

2L "expired rate rider excess revenues' and ühis apprication
22 was assigned docket number EB-2008 -0402.

23 secondry, Toront,o Hydro-Erectric system made a further
24 ansvrer on March 2nd, 2009 for disposition of the 2006 and

25 2007 amounts in the smart meter deferral account. This

26 application was directed by the board in its EB-2008-0138

27 decision on motion and invorves disposition of amounts

28 related to 2006 costs carried over for later recovery, and

Services Inc.
(613) s64-2727 (416) 861-8720



L amounts related to 2OO7 smart meter act.ivities. The smart,

2 meter deferral account application has docket number EB-

3 2009 -0069.

4 Finally, Toronto Hydro-Electric System filed an

5 application March 16th, 2009, pursuant to Lhe Board's EB-

6 200'1-0680 decision which approved Toront.o Hydro rates for
7 2008 and 2009.

8 This hearing today concerns the 2009 rate update

9 application which, among other things, involves the

1-0 mechanistic update of Toronto Hydro's cost of capital.
1-l- Collect.ive1y, the applications request botsh rate increases

L2 and rate decreases.

13 The combined impact of the updated base distribution
14 rates and t,he customer credits arising from these t,hree

L5 applications is that a typical residential customer

L6 consuming a thousand kílowat.t hours per month will have a

1-7 bill increase of approximately $L.l-L, or about 1 percent on

l-8 the customer's total bill .

19 For your ease of reference, Mr. Chair, rare produced a

20 binder that is a compendium of all three applícaEions and I
21 wonder if we could have this marked as an exhibít., sir?
22 MR. MILLAR: As Exhibit K1.1, and I,11 bring up a copy

23 forward.

24 EXHIBIT K1.1: COMPENDIUM OE TORONTO HYDRO,S THREE

25 APPIJICATIONS

26 MR. RODGER: Thank you, Mr. Millar. AIso, Mr.

27 Chairman, in Procedural Order 1, it provided for
28 int,errogatories to be submitt.ed to Toronto Hydro and we

ASAP Reportíng Services Inc.
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1 was not accept.ed. f think the issue Mr. Warren was raising

2 was where did thís come from. Was the utility puLting

3 forward t.his for the first time now, and our point is, ro,

4 this r,.ras part of our last re-basing application.

5 MR. VLAHOS: Mr. Rodger, I'ût just a little concerned

6 about the assumption that you are working with. The

7 company files l-0,000 pages. .fust because the Board, or

I inEervenors at the Board does not addressing every word of

9 iL, means that it was pre-filed therefore E.he Board

l-0 didn't say anything, and therefore ít is approved. Irm a

1-1- Iittle concerned about that line of it.

L2 MR. RODGER: Fair enough.

l-3 MR. VLAHOS : Mr . Buonaguro? Don' t re-argue t.his .

L4 MR. BUONAGURO: I was just looking, he mentioned the

L5 evidence reference I was looking through the reference to

L6 30 years. I just noted that the second city note repayment

L7 in the evidence was for L0 years. It htas suggested they

L8 might be doing it for 10 years, not 30 years.

L9 It also says the first note was for 30 years and I

20 think E.hey ended up doing L0 years, so it's not as clear-

2l cut as it mighE, seem.

22 MR. VLAHOS: Okay. The panel is excused. Many

23 thanks. Can we take L0 minuLes, please.

24 --- Recess taken aL 2:55 p.m.

25 - - - On resuming at 3 : 1-0 p. m.

26 MR. VLAHOS: The good neuts is Ehat there is no

27 dissenLing in this opinion.

28 DECISION:

ASAP Reportìng Servíces Inc,
(613) s64-2727 (416) 861-8720
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l- MR. VLAHOS: On December 2nd, 2008, Toronto Hydro

2 filed an application for aut,horization for two things:
3 first, to dispose of amounts, bot.h positive and negat,ive,

4 derived from the continued existence of rate ride Lhat were

5 to have expired on April 30Lh, 2008, but, which were

6 continued until .-TuIy 3l-st. , 2008; and two, to implement the

7 resurting adjustments by way of rate ríders effect.ive for
8 the 2009 rate year over a L2-mont,h period commencing May

9 Lst , 2OO9.

l-0 The followíng rate riders r¡rere to have expired on

1-l- April 30th, 2008, but which were continued untilJuly 31".,

12 as I mentioned, and this was done by Board authorization:
L3 A, 2006 lost revenue adjustment, mechanism, six-month

L4 rate rider ì B, 2006 shared services mechanism, six-month

l-5 raLe rider; C, 2006 smart. meter six-month rate rider,. and

L6 D, regulatory asseLs recovery account rate rider.
L7 That is the first application that the Board dealt
l-8 with today.

L9 The second applieation relates to the filing by

20 Toronto Hydro on March 2nd, 2009. It hras an application
2L for disposition for t,wo things. First: disposition of the

22 2007 year-end balances or balance in this smart, meter

23 deferral account, t.oget.her with a resídential balance in the

24 2006 smart meter deferrar account, totalling a net credít.

25 to customers of $743,500; and second, approval of smart.

26 meter rate rider values for 2009 to t,ake ef fect May 1_st,,

27 2009.

ASAP Services Inc,
(613) s64-2727 (416) 861-8720



\L 130

L The third applicaEion thaL was heard today rel-aEes to
'2 a request filed on March L6th, 2009, where Toronto Hydro

3 filed an application to reflecL in rates effecLive, again,

4 May LsE, 2009, updated cost of capital values as it was

5 requÍred Eo do pursuant to the Board's May l-sth, 2008,

6 decísion, which decision dealt with tr,rto test years, 2OOg

7 and 2009.

8 The draft rate order that was filed by Toronto Hydro

9 as part of its pre-filed evidence also included the

L0 addicional tariff sheets that relate to the fírst two

1-l- applicat.ions that I noted earlier.

12 The Board had determined that it will combine those

1-3 three applications to one, which was pursuant to subsection

L4 2l (5') of che Ontario Energy Board Act.

L5 For purpose of this proceeding, the Board also adopted

L6 the list of intervenors that \Ârere approved in the most

L7 recent Toronto Hydro main rates proceeding noted earlier,

L8 which was for rates for 2008 and 2009. The file number on

L9 that was EB-2007-0680.

20 The Board proceeded by way of an oral hearing which

2I was the purpose of today and allowed a process for

22 interrogatories; which Board Staff, I believe, were the

23 only party that did ask IRs which were responded by the

24 applicanL.

25 Having heard the evidence and the arguments by

26 partíes, Ehere are two things here that I need to pronounce

27 on. One is the cost rate itself of the debt instrument,

28 and secondly, the timing of that debt instrument. So I

ASAP Repofüng Servíces Inc.
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l- will do so, and I may also commenL along the way on some of

2 the things LhaL have come up, if not as findings, but at

3 leasL as commentary that may be of assisLance t.o the

4 parLies going forward.

5 The starLing with the cost rate ieself, the proposed

6 rate is 7.25 percenL and it is based on a 3O-year Lerm. lrle

7 heard -- the Board heard argument today about the

I reasonableness of that cost rate. There was some

9 discussion whether t.he lO-year term would have produced a

L0 lower rate or noE, but this item v/as not pursued by

11 inLervenors in their argumenLs.

1"2 It also assisted the Board wit.h the wiE.nesses

13 clarifying their position, whJ.ch is now acceptance of the

14 noLion, or the principle, t.hat. whaLever t,he Board may

L5 approve by way of forecast cost of debt, there will be an

L6 opportunity in Lhe next cost-of-servj-ce review when the

17 actual rate itself is brought forward, the contracted rate,

l-8 for the parties Lo consider that rate, the reason for LhaL

1,9 rate and it would be open to the intervenors Lo argue

20 accordingly.

2L So with that understanding, Lhat there will be an

22 opporLuniLy, and that opporLunit.y was agreed to by all,

23 that it will be the 2OIL cost-of-service review proceeding,

24 the Board wíll accept the 7.25 percenL proposed forecast

25 raLe on t,wo grounds: one, thaL iL is not, inconsistent wibh

26 Lhe seLtlement proposal reached by the parties that the

27 company shall present, a forecast rate; and two, the rate

ASAP Reporting Services Inc.
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L itself , t.he level of the rate is below the Board's own

2 values Lhat. have been announced.

3 I turn to one argument, by CCC specÍfically. It is my

4 conclusion that what the company proposes is noL

5 inconsisEent wiEh the settlement proposal.

6 lt. is also my view that the IRM process, if that's r,¡/as

7 being contemplated as being the home for this review, this
I prudence review of the debt rate, the IRM process was not

9 int.ended for t.hat purpose. Thatrs not to say that someone

L0 cannot argue differently before another panel when that

LL time arrives, and t,his is just by way of commentary.

L2 Now, werve come to the second issue, and that is the

1-3 timing of the debt instrument. The utility's proposal or

L4 its draft rate order reflects a revenue requirement which

15 reflects an October l-st proposed date. However, the money

L6 to be paid to iLs parent it's not due until December 3Lst,

L7 2009.

LB Therefore, Ehere is a time where the -- based on the

L9 company's proposal, where there will be monies raised with
20 those monies not finding a home for three mont,hs. The

2L result of t,hat is there is some ímpact on the revenue

22 requirement that is effecLed in the submitted draft rate

23 order. The issue is what to do -- what should the Board do

24 with that, difference in the revenue requirements.

25 There v/ere various suggest.ions from decreasing the

26 revenue requirement, that is directing the company to

27 prepare anoEher rate order to reflect a decrease up to a

28 million doLlars or t,he company simply to make its case the

ASAP Re Sewíces Inc.
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l- next time and be prepared Lo refund some of those monies,

2 up t,o a míllion dollars, to its customers and then counsel

3 to Board Staff noted you can't do that unless you have a

4 deferral account, a variance account; a fair point.

5 My conclusion is that it would be a lot cleaner and

6 more principled, if the draft rate order hrere to be revised

7 to reflect a reducLion in Lhe revenue reguirement, for the

I 2009 year, because of the time consideration between

9 OcLober i.st and December 3l-st.

1-0 The issue, is to what would be a reasonable number of
11 days prior to December 31st, and I heard the witnesses

L2 Eoday, when asked about mid-December, whet,her that is

13 reasonable, and t.he ans\^rer was it's doable.

14 I wasn't sure whether we have the precÍse amount., that
L5 I can say: The revenue requirement shall be reduced by X

l-6 amount or by an amount that would correspond from October

L7 1st to December 1-5th. I donrt want to complicate Lhe

l-8 wor1d. ft's a bit of a half-decision, because I may riûant

L9 to just canvass this a bit more, Mr. Rodger.

20 Do we have an amount on record, Mr. Mi1lar, for

21" December l-st,h?

22 MR. MIITITAR: We don't for December 15th. We have

23 December 1st and December 3l-st.. f rm not sure if it's as

24 simple as splitt.ing t.he difference, but maybe Mr. Sardana

25 can comment.

26 MR. SARDANA: f'IeII, if it assisEs, vre can certainly

27 provide that number. Obviously, you know, f'd need a few

28 minuEes to go back to my spreadsheet, and Mr. Seal and I

ASAP R Services Inc.
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.02 This Section applies to legal obligations associated with the retirement of a tangible
long-lived asset that result from its acquisition, construction, development or normal
operation. This Section covers the obligations of both lessors and lessees in
connection with leased assets, whether imposed by a lease agreement or by a party
other than the lessor, except for those obligations of a lessee that meet the
definition of either minimum lease payments or contingent rentals in LEASES,
Section 3065, and are accounted for in accordance with that Section. This Section
also covers obligations arising in connection with leasing and other agreements
concerning the rights to explore for or exploit natural resources, to which LEASES,
Section 3065, does not apply. This Section does not apply to:

(a) obligations that arise solely from a plan to sell or otherwise dispose of a long-
lived asset subject to DISPOSAL OF LONG-LIVED ASSETS AND
DISCONTINUED OPERATIONS, Section 3475; and

(b) obligations that result from the improper operation of an asset.

DEFINITIONS

.03 The following terms are used in this Section with the meanings specified:

(a) An asset retirement obligation is a legal obligation associated with the
retirement of a tangible long-lived asset that an entity is required to settle as
a result of an existing or enacted law, statute, ordinance or written or oral
contract or by legal construction of a contract under the doctrine of
promissory estoppel.

(b) Retirement of a long-lived asset is its other-than-temporary removal from
service, including its sale, abandonment, recycling or disposal in some other
manner, but not its temporary idling.

(c) Fair value is the amount of the consideration that would be agreed upon in an
arm's length transaction between knowledgeable, willing parties who are
under no compulsion to act.

(d) An asset retirement cost is the amount that is capitalized and increases the
carrying amount of a long-lived asset when a liability for an asset retirement
obligation is recognized.

(e) A credit-adjusted risk-free rate is the rate of interest on monetary assets
that are essentially free of default risk, adjusted for the effect of an entity's
credit standing.

(f) Accretion expense is the increase in the carrying amount of an asset
retirement obligation due to the passage of time.

.04 Promissory estoppel is the legal principle that a promise or assurance made without
consideration may nonetheless be enforced to prevent injustice when:

(a) the promise or assurance was intended to affect a contract or other legal
relationship between the promisor and the promisee, and to be acted on; and

(b) the promisee acted on the promise or assurance, or in some way changed its
position.

INITIAL RECOGNIT¡ON AND MEASUREMENT

.05 o An entity should recognize the fair value of a liability for an assef retirement
obligation in the period in which it is incurred when a reasonable estimate of fair
value can be made. lf a reasonable estimate of fair value cannot be made in the
period fhe assef retirement obligation is incurred, the liability should be recognized
when a reasonable estímate of fair value can be made. UAN. 20041


