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Undertaking 1 
 2 
Undertaking LT1.14 3 
 4 
To respond to VECC Technical Conference Question No. 27 and Board Staff Technical 5 
Conference Question No. 25. 6 
 7 
Response 8 
 9 
Please note Hydro Ottawa Limited (“Hydro Ottawa”) does not propose these rates to be 10 
used and has only provided them as they were requested during the Technical 11 
conference.  In Hydro Ottawa’s opinion the Ontario Energy Board (the “Board”) was clear 12 
in its decision related to PowerStream Inc. that only if the distributor had the data to 13 
perform a cost allocation approach should it be used.  Hydro Ottawa does not have the 14 
proper data to create such rates and does not feel the rates prepared as part of this 15 
undertaking should be considered.  Below Hydro Ottawa has included Board Staff’s 16 
Technical Conference question 25.  In Hydro Ottawa’s opinion the excerpts provided 17 
illustrates Hydro Ottawa’s opinion that class specific Smart Meter rates should not be 18 
used. 19 
 20 
Furthermore Hydro Ottawa would urge that the Board, either through Hydro Ottawa’s 21 
2012 cost of service decision or through a generic hearing, provide clear guidance as to 22 
whether Local Distributor Companies (“LDC’s”) should be required to perform class 23 
specific Smart Meter rates when they do not have the required data.  This guidance 24 
could create efficiencies in future cost of service rate proceedings, as all LDC’s are still 25 
to file final Smart Meter costs.   26 
 27 
 Board Staff Technical Conference Question 25 28 
 29 

In its Decision (EB-2010-0209) with respect to PowerStream Inc.’s smart meter 30 
disposition application in 2010, the Board stated that “the Board is mindful that 31 
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full cost causality should be the guiding principle.” However, the Board also noted 1 
that: 2 
 3 
“The Board finds that a cost allocation approach based on class specific revenue 4 
requirement calculations offset by class specific smart meter funding to be 5 
inconsistent with previous Board decisions, and that there has been no clear 6 
requirement to track costs by class. The Board notes that historical funding 7 
collected from customer classes other than Residential and GS<50 kW is not 8 
material. The Board finds that a class specific calculation of the residual amounts 9 
for disposition of smart meter costs for each rate class is unwarranted, as there is 10 
insufficient benefit given the additional complexity.” 11 

 12 
The Board also noted that a more detailed approach could, depending upon a 13 
distributor’s circumstances, result in rate volatility for some customers, and 14 
expressed its view that such volatility should be generally avoided. 15 

 16 
Later in that same decision, with respect to PowerStream Inc.’s proposal for a 17 
SMIRR, the Board stated: 18 

 19 
“The Board is mindful that a cost allocation approach for the prospective revenue 20 
requirement should ideally be based on a class specific revenue requirement 21 
calculation. However, the Board is concerned about distributors’ ability to track all 22 
individual costs on a class specific basis at this point in the smart meter initiative, 23 
given that the instructions that have been issued by the Board in the recent past 24 
have not included this requirement. The requirements for the tracking of smart 25 
meter related costs have evolved to the point where no class by class tracking 26 
has been required since the initial implementation plans were filed. Furthermore, 27 
a cost allocation methodology in a cost of service rate application is based on 28 
reasonable cost drivers rather than tracked costs.” 29 
 30 
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In its decision, the Board approved a methodology whereby the smart meter 1 
disposition rider was calculated based on an allocation of the return on capital 2 
(interest expense and return on equity) and amortization expense proportional to 3 
the capital investments for each class. 4 

 5 
The Board will entertain proposals supported by analysis for SMDRs and 6 
SMIRRs based on principles of cost causality and where the distributor has the 7 
necessary historical and forecasted data. 8 

 9 
Hydro Ottawa has proposed that the Smart Meter Disposition Rider be collected 10 
uniformly from all metered customers, even though there are some customers 11 
(e.g. Large Users) who do not receive such meters or are not serviced by the 12 
associated infrastructure investments. 13 

 14 
Hydro Ottawa tracked the cost of the meter and the installation separately.  Additionally 15 
Residential costs were recorded separately from Commercial costs (Commercial meters 16 
include GS < 50 kW).  Demand and collector meters however were not recorded 17 
separately.  Demand meters are part of the Commercial grouping and collector meters 18 
are part of both the Residential and the Commercial grouping. 19 
 20 
To determine the cost of the demand and collector meters, Hydro Ottawa used general 21 
assumptions such as the length of time a specific type of meter takes to be installed and 22 
the average purchasing price of those meters in a given year.  Hydro Ottawa used a 23 
meter report to determine how many meters of each group were installed in a given year 24 
by meter type.  Hydro Ottawa then recalculated the cost of the meter and installation by 25 
meter type for both demand and collector type meters by taking the number of meters of 26 
each type and multiplying it by the hourly rate, burden rates and average purchasing 27 
cost.  Hydro Ottawa used this information to calculate the per meter costs by class.  28 
Please note this results in all non-standard install costs or savings flowing through the 29 
Residential and General Service <50KW class. 30 
 31 
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Please find below the per unit cost by class including meter and installation costs. 1 
 2 
Customer Class Per Unit 

Costs ($) 
Residential  145.17  
General Service <50KW  371.35  
General Service 50-1500KW   794.91  
General Service 1500-5000 KW  1,804.27  
Large Users  2,022.77  
 3 
Please find below the revenue requirement by class and the over and under collection 4 
by class. 5 
 6 

Table 1 7 

Customer Class Meter Cost 
Software and 

Hardware 
Costs 

OM&A Interest 
Total Revenue 
Requirement 

Residential 15,418,741 1,276,437 6,327,770 (98,613) 22,924,335 
General Service <50KW 3,362,862 265,200 532,441 (17,821) 4,142,683 
General Service 50-
1500KW 

1,053,783 603,996 74,631 (7,420) 1,724,990 

General Service 1500-
5000 KW 

41,227 - - (177) 41,050 

Large Users 7,703 - - (33) 7,670 
Total 19,884,316 2,145,633 6,934,842 (124,064) 28,840,728 

 8 
Table 2 9 

Customer Class Revenue 
Collected to 
December 

2011 

Total 
Revenue 

Requirement 

Over/Under 
collection 

2012 
average 

customers 

To clear 
balance 

after Dec 
2011 

Proposed 
rate 

Rider 

Residential 25,558,516 22,924,335 (2,634,181) 280,901 (0.78) 0.16 
General Service 
<50KW 

2,348,096 4,142,683 1,794,587 23,636 6.33 0.16 

General Service 
50-1500KW 

329,537 1,724,990 1,395,452 3,313 35.10 0.16 

General Service 
1500-5000 KW 

7,300 41,050 33,751 67 41.98 0.16 

Large Users 1,137 7,670 6,533 12 45.37 0.16 
Total 28,244,586 28,840,728 596,142 307,929   

 10 
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2.2 Long Term Debt 1 
 2 
Hydro Ottawa currently has $312.185M of long term debt in the form of promissory notes 3 
issued to the Holding Company at a weighted cost of 5.321% compared to the 5.258% 4 
rate approved in the 2008 Electricity Distribution Rate Application.  As noted in section 5 
1.0, a $45M increase in long term debt has been forecast for the 2011 bridge year and a 6 
$15M increase in long term debt has been forecast for the 2012 test year bringing the 7 
weighted cost of long term debt to 5.39%.   Long term interest rates are expected to rise 8 
from their current levels during the bridge and test years. A summary of the notes and 9 
the weighted average cost calculation is shown in Table 1. 10 
 11 

Table 1 – Weighted Average Cost of Long Term Debt 12 
Description Date of Issuance Principal 

($000's) 
Interest Rate  

(%) 
Weighted 
Debt Rate 

Cost 
Promissory Note to Hydro 

Ottawa Holding Inc. 
July 1, 2005  $      200,000  5.140% 2.7621% 

Promissory Note to Hydro 
Ottawa Holding Inc. 

July 1, 2005 32,185  5.900% 0.5102% 

Promissory Note to Hydro 
Ottawa Holding Inc. 

December 20, 2006 50,000  5.318% 0.7144% 

Promissory Note to Hydro 
Ottawa Holding Inc. 

December 21, 2009 15,000  5.85% 0.2357% 

Promissory Note to Hydro 
Ottawa Holding Inc. 

April 1, 2010 15,000  5.97% 0.2406% 

Promissory Note to Hydro 
Ottawa Holding Inc. 

July 5, 2011 15,000  5.65% 0.2277% 

Promissory Note to Hydro 
Ottawa Holding Inc. 

September 1, 2011 15,000 5.75% 0.2317% 

Promissory Note to Hydro 
Ottawa Holding Inc. 

December 1, 2011 15,000 5.75% 0.2317% 

Promissory Note to Hydro 
Ottawa Holding Inc. 

July 1, 2012 15,000 5.75% 0.2317% 

    $      372,185   5.39% 
 13 
  14 
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"Has Hydro Ottawa issued the September 1st, 2011 1 

promissory note to Hydro Ottawa Holding Inc.?  2 

And if yes, please provide the amount and rate 3 

actually issued." 4 

 MR. GRUE:  That note hasn't been issued yet.  It was 5 

to be reviewed at the end of Q3, with the remaining 6 

forecast. 7 

 MR. AIKEN:  Part (b): 8 

"Please provide a copy of the loan agreement 9 

between the holding company and its source of the 10 

financing that is used to finance Hydro Ottawa." 11 

 MR. GRUE:  This is an interesting question.  I guess 12 

there wasn't any particular document that we could point 13 

to. 14 

 The holding company uses three sources, basically, to 15 

finance its subsidiaries: internal cash, short-term credit 16 

facilities and bond issuances. 17 

  Internal cash, in 2008 we sold our telecom business, 18 

and for proceeds of $63 million, so that was certainly a 19 

big source of financing over the last two, three, four 20 

years. 21 

 We have provided a short-term credit facility document 22 

in the last year, and I believe we have that again for this 23 

year as a handout.  And we also have brought the two bond 24 

supplementary indentures that were issued in 2005 and 2006 25 

which were passed along to Hydro Ottawa Limited. 26 

 MR. AIKEN:  And you have -- oh, okay.  I see Patrick 27 

undoing some paper here. 28 
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 MR. GRUE:  That's why we made him drive up. 1 

 [Laughter] 2 

 MS. HELT:  Perhaps while they are being handed out we 3 

can mark these as exhibits.  We will mark the document 4 

series 2005-1 supplemental indenture dated February 4th, 5 

2005 as Exhibit MT1.5. 6 

EXHIBIT NO. MT1.5:  DOCUMENT SERIES 2005-1, 7 

SUPPLEMENTAL INDENTURE DATED 4 FEBRUARY 2005 8 

 MS. HELT:  Document MT1.6 -- or Exhibit MT1.6 will be 9 

the document entitled series 2006-1 supplemental indenture 10 

dated December 20th, 2006. 11 

EXHIBIT NO. MT1.6:  DOCUMENT SERIES 2006-1 12 

SUPPLEMENTAL INDENTURE DATED 20 DECEMBER 2006 13 

 MS. HELT:  And Exhibit MT1.7 will be a document from 14 

Scotiabank dated June 21st, 2011 to the attention of the 15 

chief financial officer with respect to an attached terms 16 

and conditions sheet, referred to as a commitment letter. 17 

EXHIBIT NO. MT1.7:  DOCUMENT FROM SCOTIABANK DATED 21 18 

JUNE 2011 TO THE ATTENTION OF THE CHIEF FINANCIAL 19 

OFFICER RE:  TERMS AND CONDITIONS SHEET 20 

 MR. AIKEN:  And then I'm on to my last question, 21 

question 35, Exhibit G1, tab 1, schedule 1, attachment AJ.  22 

The table on page 3 in part (d) shows the increase in the 23 

sentinel lighting revenue-to-cost ratio in 2013 and '14.  24 

Which rate class will benefit from the increased revenues 25 

from the sentinel class, even though they get lost in the 26 

rounding, I am sure. 27 

 MS. SCOTT:  I don't know yet.  At the moment I would 28 
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5. CAPITAL STRUCTURE AND COST OF CAPITAL 1 
 2 
Issue 5.2 - Is the proposed long term debt rate appropriate? 3 
 4 

Hydro Ottawa states that it receives its financing through the Holding Company.  At p2 of 6 
Exh E1-1-1, it states:  7 

Board Staff Question #51 – Ref: Exh E1-1-1 and Exh A3-1-1, Attachment I  5 

All external debt is managed by the Holding Company on behalf of its affiliates to 8 
achieve favourable market rates and to maintain a strong credit rating at the 9 
parent company level. Hydro Ottawa states that it benefits from this financing 10 
arrangement with competitive pricing as it could not place external long term debt 11 
in the smaller incremental tranches that it normally receives from the Holding 12 
Company. The cost of debt is passed onto Hydro Ottawa on the same terms as 13 
the parent when external financing secured by the Holding Company is targeted 14 
for Hydro Ottawa, or, in the absence of external financing, the deemed rates as 15 
determined by the Board Report on CoC and IRM that are in effect at the time of 16 
the financing transaction. Consistent with current and past practice, amortized 17 
issuance costs and ten basis points for administration is included in the debt rate.  18 

 19 
Please clarify the transaction and administration costs related to long term debt 20 
summarized in Table 1 of Exh E1-1-1. 21 
a) For each of the debt instruments documented in Table 1 of Exh E1-1-1, please 22 

identify whether the documented cost of debt has been determined based on:  23 
i. The terms of parent company financing plus amortized issuance costs 24 

and 10 basis points (0.1%) for administration; or  25 
ii. The Board issued deemed debt rates. 26 

b) The debt issued on July 1, 2005 at 5.14% is noted in the 2008 Financial Statements 27 
of Hydro Ottawa Holdings at 4.93%. Is the difference of 0.21% composed of 0.1% for 28 
administration costs and 0.11% for amortized issuance costs? Please provide a 29 
detailed derivation of the costs. 30 

c) Please provide the same analysis requested in b) for the other promissory note 31 
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issued on July 1, 2005, and the notes issued on December 20, 2006, December 21, 1 
2009, April 1, 2010 and June 1, 2010.  2 

d) Please explain any differences in the levels of transaction costs and administration 3 
costs for long term debt prior to and including June 1, 2010.  4 

 5 
Response 6 

 7 
a) Table 1 summarizes the terms of each promissory note as requested in items a) 8 

through d).  9 

 10 
Table 1 11 

Date of 
Issuance 

Principal 
($000’s) 

Actual or 
Deemed 

Interest 
Rate 

Issuance 
Costs 

Admin. 
Costs 

Total 
Rate 

July 1, 2005 
 

200,000 Actual 4.93 % 0.11 % 0.10 % 5.140 % 

July 1, 2005 
 

32,185 Deemed 5.900 % NIL NIL 5.900 % 

Dec. 20, 2006 
 

50,000 Actual 4.968 % 0.25 % 0.10 % 5.318 % 

Dec. 21, 2009 
 

15,000 Deemed 5.75 % NIL 0.10 % 5.85 % 

April 30, 2010 
 

15,000 Deemed 5.87 % NIL 0.10 % 5.97 % 

July 5, 2011 
 

15,000 Deemed 5.45 % 0.10 % 0.10 % 5.65 % 

Sept. 1, 2011 
 

15,000 Deemed 5.55 % 0.10 % 0.10 % 5.75 % 

Dec. 1, 2011 
 

15,000 Deemed 5.55 % 0.10 % 0.10 % 5.75 % 

July 1, 2012 
 

15,000 Deemed 5.55 % 0.10 % 0.10 % 5.75 % 

 12 

 13 
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there is anything further? 1 

 MR. GRUE:  I think the question this morning was more 2 

about the 10.7 percent, particularly in '09, what that rate 3 

was.  I can give you a little more details on those 4 

differences between K5.1.2 and E1-1, attachment AF. 5 

 2008 -- and I will just go back and forth between 6 

K5.1.2 and E1-1-1, attachment AF --2008 showed 9.6 percent 7 

versus 9.7 percent.  It basically is a rounding between 8 

different reports. 9 

 The 2009 was 10.7 versus 10.7; there was no 10 

difference. 11 

 2010, 9.3 percent versus 10.3 percent.  The 12 

calculation in K5.1.2, the 9.3 percent, was before the gain 13 

for accounting purposes. 14 

 And in 2011, it was 8.4 percent versus 9.58 percent. 15 

 K5.1.2 is per the pro forma forecast in A3-2-1, 16 

attachment L, provided that 8.4 percent.  And E1-1-1, 17 

9.58 percent was the deemed rate that we used in the rate 18 

application. 19 

 MR. RITCHIE:  Moving to the next one, and this is with 20 

respect to K5.1.4, which is a response to VECC IR 45, and 21 

in part (d) of the response, Hydro Ottawa states that: 22 

"The administration fee covers expenses incurred 23 

by the holding company which are not covered in 24 

the regular service level agreement.  These 25 

include credit agency fees, ongoing 26 

communications meetings with the credit-rating 27 

agencies, ongoing meetings and communications 28 
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with investment bankers, ongoing meetings and 1 

communications with cash management and credit 2 

facility bankers..." 3 

 Et cetera. 4 

"Executive time for presentation preparation, 5 

meetings and travel are typical costs that are 6 

covered by the financing administration fee." 7 

 And again, looking at the grid promissory note that is 8 

in Exhibit E1, again, it's an administration charge that's 9 

equal to basically ten basis points. 10 

 I guess on this one I am trying to figure out how 11 

these relate to the administration of the debt, or again, 12 

are they solely related to maintaining a relationship of 13 

the holding company with participants in the financial 14 

markets? 15 

 MR. GRUE:  The objective of the ongoing communications 16 

with the rating agencies, the investment bankers, et 17 

cetera, is to maintain an understanding of the financial 18 

markets, both current and forecast, not just to maintain a 19 

relationship.  Obviously, that information is important as 20 

we try to understand financing when we renew our credit 21 

agreements, et cetera, what the appropriate rates would be 22 

in that, if we were to go to the bond market, perhaps what 23 

the rates would be indicative. 24 

 So it's not just to maintain an ongoing relationship.  25 

It is to have, obviously, a good market intelligence of the 26 

financial markets. 27 

 MR. RITCHIE:  But I guess then when you are actually 28 
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negotiating the way it's described in the promissory note 1 

you are actually then applying the Board's methodology for 2 

establishing I guess what I will call the base rate, as 3 

opposed to what in fact you can get in the market for the 4 

debt cost? 5 

 MR. GRUE:  So what is your question on that? 6 

 MR. RITCHIE:  Well, I guess, basically to how in fact 7 

are you using these ongoing meetings and that to sort of 8 

like establish sort of like this market intelligence as to 9 

how you, you know -- for what you can raise the debt, and 10 

in fact what would be an appropriate rate for sort of these 11 

interim issues or lendings between the holding company and 12 

Hydro Ottawa. 13 

 MR. GRUE:  Well, the administration side is not just 14 

in one instance where you are actually going to do a debt 15 

issuance, actual, or whether we use the deemed.  As I said, 16 

it's an ongoing process.  Obviously, we know our credit 17 

facility short-term every year.  We have to meet with the 18 

rating agencies ongoing every year to maintain our credit 19 

rating, which also works into our short-term and long-term 20 

debt. 21 

 So it's not specific to one debt issuance or anything.  22 

It's really the requirement of the executive and the fees 23 

that we have to pay to the rating agencies, et cetera, on 24 

an annual basis that go into that admin fee. 25 

 MR. RITCHIE:  Okay.  I guess in the part (b), these 26 

costs for this administrative activities, as you're 27 

classifying them, are they apportioned or allocated, you 28 
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know, between Hydro Ottawa and the holding company or other 1 

affiliates of Hydro Ottawa? 2 

 MR. GRUE:  The administration fee is solely based on 3 

the amount of debt issued through notes. 4 

 MR. RITCHIE:  Okay.  How do you actually track the 5 

time and cost for these activities, I guess, internally? 6 

 MR. GRUE:  We don't specifically track those costs, 7 

because they do go across the entire holding company, 8 

various business use, like the president, the financial 9 

communications, legal, so they are not tracked specifically 10 

in one business unit.  A number of them, obviously, are in 11 

the financial area, where we record all the rating-agency 12 

fees and subscription fees to Bloomberg and Consensus, et 13 

cetera. 14 

 MR. RITCHIE:  Okay.  So you don't have any sort of 15 

estimate as to what are your actual costs for this type of 16 

activity? 17 

 MR. GRUE:  We don't go through a spreadsheet type 18 

analysis, but, as I say, you know, we have the actual costs 19 

that we have to pay the rating agencies, renewal of our 20 

credit facility, subscription fees, to emulate the OEB 21 

methodology, and then obviously it doesn't take 22 

much percentage of time in, I would say, those four or five 23 

other areas in the holding company of time, of executive 24 

that's not allocated out through SLAs to reach, I think 25 

it's about 300-and-some-thousand dollars a year that the 26 

admin fee adds up to. 27 

 MR. RITCHIE:  Okay -- 28 

43



 

 

                    ASAP Reporting Services Inc. 

(613) 564-2727 (416) 861-8720 

94 

 

 MR. HARPER:  Can I -- I think you may have answered 1 

the question.  I just had a couple of short ones.  I think 2 

you answered my first one, was, was these costs for the 3 

holding company, they are collected through an admin fee, 4 

as opposed to being collected through, say, a corporate 5 

allocation process, which would have been another way of 6 

doing it.  And I think you mentioned they are not included 7 

in the SLAs, and I just wanted to confirm that. 8 

 MR. GRUE:  That is correct.  In many ways it might 9 

have been simpler to include them all in the allocation 10 

back in 2005 when we did our first actual debt issuance, is 11 

when they started, and they were separated at that time, 12 

and we have kind of continued that practice. 13 

 MR. HARPER:  And to pick up further, it sounds, just 14 

to follow up on Mr. Ritchie's question, you said they were 15 

allocated -- they're signed based on the debt issued, so 16 

that if there were other affiliates that had debt you would 17 

be allocating these admin fees between the various 18 

affiliates, including Hydro Ottawa, based on the amount of 19 

outstanding debt in each of those affiliates -- 20 

 MR. GRUE:  That's correct. 21 

 MR. HARPER:  -- including Hydro Ottawa.  Okay.  Thank 22 

you. 23 

 MR. RITCHIE:  Okay.  The next question then -- we are 24 

now moving on to issue 5.2, and about the proposed long-25 

term debt rate -- 26 

 MR. RUBENSTEIN:  Sorry, if I can just jump in, because 27 

I had a similar question in my interrogatories.  Can you 28 

44



 

 

                    ASAP Reporting Services Inc. 

(613) 564-2727 (416) 861-8720 

95 

 

provide us with the breakdown of -- I mean, you talked 1 

about, it was roughly $300,000 in the administration fees 2 

for the various categories.  Could you provide us with a 3 

breakdown? 4 

 MR. GRUE:  I had that for your Question No. 15, when 5 

you asked that, but in the 2012 rate application the admin 6 

fees are $340,000, based on the admin fees attached to the 7 

notes, as indicated in one of the tables. 8 

 MR. RUBENSTEIN:  Thank you. 9 

 MR. RITCHIE:  Okay.  Moving on, the issue 5.2, the 10 

first question under that is referring to Exhibit K5, tab 11 

2, schedule 1, and this is a response to Board Staff IR 12 

No. 51, and basically in that original interrogatory, part 13 

(d) of it asked for an explanation of differences in the 14 

levels of the transaction costs and admin costs for long-15 

term debt prior to and including the issuance of June 1, 16 

2010. 17 

 And in the response that was given it only showed the 18 

table really under part (a), and so we are asking for the 19 

response to part (d) of the interrogatory. 20 

 MR. GRUE:  Sorry, I am not clear on your question.  I 21 

think you had said you wondered why they are not consistent 22 

on all? 23 

 MR. RITCHIE:  No.  Well, yes, why they are not 24 

consistent.  Again, the original part (d) question was, 25 

please explain any differences in the levels of transaction 26 

costs and admin costs for the long-term debt prior to and 27 

including the June 1, 2010 issuance. 28 
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4. OPERATING COSTS 1 
 2 
Issue 4.1 - Is the overall OM&A forecast for the test year appropriate? 3 
 4 

The table below summarizes OM&A expense for the period 2008 to 2012.  Hydro Ottawa 7 
states that there can be some inconsistency in the split between operations and 8 
maintenance expense, and that operations and maintenance expense should be 9 
considered in their totality.  10 

Board Staff Question #33 - Ref: Exh D1-1-1 Ref: Hydro Ottawa EB-2010-0133, Exh D1-5 
1-2  6 

a) Please confirm that the data entries in the table below are correct.  11 
b) The data indicate that in 2008, actual OM&A expense was lower than 2008 Board 12 

approved for every OM&A expense category. 13 
i. The variance explanation at Exh D2-1-1 indicates that $0.6M of the 14 

variance is related to unplanned staff vacancies. Would the vacancy 15 
allowance of 3% incorporated in the current workforce plan address the 16 
variance?  17 

ii. The variance explanation indicates that another $0.6M of the variance is 18 
related to the impact of smart meters. Has the historical experience been 19 
reflected in the current application?  20 

c) Staff notes that the 2010 actual OM&A expenses of $53,350,685, are lower than 21 
that forecast in Hydro Ottawa’s 2011 cost of service application, $59,644,369. 22 
Please explain the factors that contributed to these differences.  23 

 24 
 25 
 26 
 27 
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Response 1 

 2 

a) Entries in the table are correct. Actual values by USofA account groupings in the 3 
table agree to submitted values to the Ontario Energy Board (the “Board”) by USofA 4 
account and are consolidated into the groupings per the Board guidelines.  5 
 6 

b)  7 
i. Yes the updated vacancy allowance assumption would have addressed the 8 

variance.  The vacancy assumption of 3% included in the 2012 OM&A is equal to 9 
$2.5M.   10 

ii. Yes.  The Smart meter program is winding down. Expenses related to the legacy 11 
meters have been removed and only expenses for Smart meters are included. 12 

 13 
c) Time of Use (“TOU”) and MDMR program costs planned but not incurred in 2010 are 14 

required in 2011, and maintenance costs were lower than expected on new meters.  15 
Total reduction in spending was $1.2M for 2010. Delays in hiring and vacancies 16 

 2008 
Approved  

2008 
Actual  

2009 Actual  2010 
Actual  

2011 
Bridge  

2012 
Forecast  

EB-2010-0133  
2010 
Bridge  

2011 
Forecast  

Operations  13,062,448  11,752,560  11,364,065  11,971,416  12,061,906  11,883,322  14,996,358  15,269,439  
Maintenance  5,111,153  5,183,949  5,171,079  5,663,033  8,462,994  9,274,548  6,006,658  6,086,041  
SubTotal  18,173,601  16,936,509  16,535,144  17,634,449  20,524,900 21,157,870 21,003,016  21,355,480  
%Change (year 
over year)  

  -2.4%  6.6%  16.4%  3.1%   

%Change (Test 
Year vs  Last 
Rebasing Year - 
Actual)  

     24.9%  

Billing and 
Collecting  

11,716,819  10,365,089  10,233,636  9,142,479  11,925,750  12,085,194  10,579,743  10,840,730  

Community 
Relations  

4,759,852  4,588,888  4,594,942  4,932,698  6,093,455  6,911,671  5,459,667  6,607,061  

Admin and 
General  

20,679,521  19,738,418  20,670,993  21,641,059  22,790,434  23,736,696  22,601,943  24,163,018  

SubTotal  37,156,192  34,692,395  35,499,571  35,716,236  40,809,639 42,733,561  38,641,353  41,610,809  
%Change (year 
over year)  

  2.3%  0.6%  14.3%  4.7%   

%Change (Test 
Year vs  Last 
Rebasing Year - 
Actual)  

     23.2%  

Total  55,329,793  51,628,904  52,034,715  53,350,685  61,334,539  63,891,431  59,644,369  62,966,289  
   0.8%  2.5%  15.0%  4.2%   
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2.0 COST DRIVERS 1 
 2 
The following is a description of the drivers that have a significant influence on OM&A 3 
expenses.  Some of the descriptions refer to Exhibits included elsewhere in the 4 
evidence. The dollar amounts for each of the drivers represent a net change year-over-5 
year.   6 
 7 

Table 2 - OM&A Cost Driver Table ($Millions) 8 

  2008 
Actual 

2009 
Actual 

2010 
Actual 

2011 
Bridge 

2012 
Test 

Opening Balance (Millions) $43.7 $53.4 $53.8 $55.0 $63.1 

Workforce Planning Strategy 1.7 0.3 0.3 1.8 0.7 

Collective Agreement/Annual progressions 1.4 1.4 1.6 1.8 1.8 

Vacancy and Vacancy Allowance   (2.1) (0.8) 0.4 

Other Compensation  -  0.8 1.1 1.5 1.5 

Customer Service Strategic Plan (CSSP) -    -     -  1.1 0.5 

Fuel Price and Volume 0.3 (0.3) 0.1 -    -    

Environmental Sustainability -  -   0.1 0.1 

Smart Meters & TOU Rate Roll Out -    -    0.8 1.3 (0.2) 

Capitalization Policy Change 5.9  -   -   -   -  

Changes in Capital and Allocations -    (1.4) (0.7) (2.2) (3.0) 

Vegetation Management  -   -  0.5 0.6  -  

Insurance Costs -    -    0.1 0.4 -    

Bad Debt -  -  (1.2) 1.0 (0.3) 

Inflation    0.7 0.7 

Other Costs 0.5 (0.4) 0.7 0.9 0.4 
Ending Balance $53.4 $53.8 $55.0 $63.1 $65.7 

 9 
2.1 Workforce Planning Strategy 10 
 11 
The Workforce Planning Strategy has been developed to ensure that the next generation 12 
of employees are properly trained and have the appropriate experience to effective 13 
manage Hydro Ottawa to meet the needs of customers.  This strategy will increase costs 14 
due to the addition of new apprentices, the Engineer in Training program, specific 15 
support positions, and management training.  Refer to Exhibit D1-5-1, Workforce 16 
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 2012 Electricity Distribution Rate Application

Number of Employees (FTEs & Temporary)
Last Rebasing 

Year 2008
Historical Year 

2009
Historical Year  

2010 
Bridge Year 

2011
Test Year 

2012
Number of Full-Time Employees
Executive 6 6 6 5 5
Management 96 101 102 107 127
Non-Union 39 37 38 38 41
Union 388 402 405 407 425
Total 529 546 551 557 598
Number of Temporary Employees
Executive 0 0 0 0 0
Management 1 0 0 2 2
Non-Union 5 3 3 1 1
Union 4 4 5 5 5
Total 10 7 8 8 8
Total Salary and Wages ($)
Executive 791,698 805,687 829,088 701,341 730,466
Management 8,862,186 9,370,149 9,714,911 10,599,039 13,337,017
Non-Union 2,787,422 2,622,382 2,701,294 2,745,259 3,141,466
Union 24,242,591 25,879,165 27,017,395 27,556,918 29,730,587
Total 36,683,897 38,677,382 40,262,688 41,602,556 46,939,536
Total Benefits ($)
Executive 177,908 188,093 197,543 182,068 189,350
Management 1,803,966 1,945,918 2,013,229 2,554,404 3,162,336
Non-Union 572,534 559,210 582,860 740,467 838,540
Union 5,507,852 5,943,148 6,191,629 7,444,097 7,919,182
Total 8,062,261 8,636,370 8,985,262 10,921,036 12,109,408
Total Compensation (Salary, Wages, & Benefits) ($)
Executive 969,607 993,780 1,026,631 883,409 919,816
Management 10,666,152 11,316,067 11,728,141 13,153,443 16,499,353
Non-Union 3,359,956 3,181,592 3,284,154 3,485,726 3,980,006
Union 29,750,444 31,822,313 33,209,024 35,001,015 37,649,769
Total 44,746,158 47,313,752 49,247,950 52,523,592 59,048,944
Compensation - Average Yearly Base Wages ($)
Executive 131,950 134,281 138,181 143,743 149,493
Management 92,094 92,499 95,058 98,252 102,600
Non-Union 72,401 70,684 70,530 72,303 76,747
Union 62,447 64,355 66,660 67,283 69,232
Total 69,354 70,838 73,072 74,213 77,530
Compensation - Average Yearly Overtime ($)
Executive 0 0 0 0 0
Management 0 0 0 0 0
Non-Union 0 0 0 0 0
Union 5,295 6,605 6,358 6,025 6,025
Total 5,295 6,605 6,358 6,025 6,025
Compensation - Average Yearly Incentive Pay ($)
Executive 34,692 37,676 40,859 34,895 36,290
Management 5,970 11,757 11,902 11,328 12,741
Non-Union 3,245 0 0 0 0
Union 0 0 0 0 0
Total 6,949 17,978 17,978 15,129 15,479
Compensation - Average Yearly Benefits ($)
Executive 29,651 29,549 32,924 36,414 37,870
Management 17,891 18,186 18,815 22,407 23,425
Non-Union 9,871 10,754 10,997 17,630 18,634
Union 12,899 14,017 14,136 17,152 17,716
Total 13,619 14,620 14,876 18,355 19,160

Total Compensation ($) 49,538,906 51,881,632 52,658,511 57,003,607 63,651,951
Total Compensation Charged to OM&A ($) 35,756,345 36,302,775 37,388,495 41,251,768 46,391,375
Total Compensation Capitalized ($) 14,805,466 16,139,120 15,809,921 16,317,807 17,849,184
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1.8 Asset Management Strategy 1 
 2 
Although Hydro Ottawa’s asset management strategy focuses predominately on capital 3 
assets, some items in the plan are related to OM&A activities.  In particular the asset 4 
management strategy deals with such items as vegetation management, asset 5 
maintenance and spot testing.  Refer to Hydro Ottawa’s 2011 Asset Management Plan 6 
provided as Exhibit B6-1-1 and Exhibit D1-4-2 on Vegetation Management. 7 
  8 
1.9 Review of Overhead Allocation and Capitalization 9 
 10 
As discussed in Exhibit B1-3-1, Hydro Ottawa changed its accounting estimates in 2007 11 
for allocating overhead costs to capital programs.  This had two impacts on the OM&A 12 
costs.  First, with fewer overhead costs allocated to capital programs, the total OM&A 13 
costs increased.  Furthermore, to develop a simpler approach for accounting, overhead 14 
administration costs are no longer allocated to maintenance programs.  This means that 15 
these corporate overheads will remain part of the Administration grouping in the Uniform 16 
System of Accounts (“USofA”) for OM&A expenses.  All subsequent years from 2008 to 17 
2012 adhere to this new procedure. 18 
 19 
 20 
2.0 OM&A COSTS 21 
 22 
Table 1 shows the OM&A by year as required by the Board’s filing requirements and 23 
USofA.  These numbers are shown net of allocations out to capital.   24 
 25 

Table 1 - OM&A Summary 26 
  USofA 2008 Board 

Approved 
$ 

2008 
Actual 

$ 

2009 
Actual 

$ 

2010 
Actual 

$ 

2011 
Budget 

$ 

2012 
Budget 

$ 

       
 

Operation   $13,062,448 $11,752,560 $11,364,065 $11,971,416 $12,061,906 $11,883,322 
Load Dispatching  5010 2,011,117 2,978,011 3,177,345 3,529,008 3,645,778 3,762,164 
Station Buildings and 
Fixtures 5012 732,357 599,061 623,465 539,573 690,955 717,818 
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  USofA 2008 Board 
Approved 

$ 

2008 
Actual 

$ 

2009 
Actual 

$ 

2010 
Actual 

$ 

2011 
Budget 

$ 

2012 
Budget 

$ 
Trans.  Station Equip.  
– Labour 5014 116,603 78,285 98,211 85,230 150,074 156,056 
Trans.  Station Equip.  
- Expenses 5015 27,448 12,480 43,680 33,276 40,559 33,351 
Distribution Station 
Equipment - Labour 5016 243,378 251,317 269,275 407,270 507,013 527,212 
Distribution Station 
Equipment – Expenses 5017 69,984 28,070 108,428 96,116 126,917 86,513 
Overhead Distribution 
Lines and Feeders – 
Labour 5020 776,621 733,746 743,584 881,355 521,113 475,396 
Overhead Distribution 
Lines and Feeders – 
Expenses 5025 2,621,470 2,016,977 1,668,647 2,175,304 85,174 96,563 
Overhead Distribution 
Transformers – 
Operation 5035 1,072,084 9,611 12,295 25,763 18,710 19,441 
Underground 
Distribution Lines – 
Labour 5040 356,363 544,634 806,140 793,778 529,271 462,525 
Underground 
Distribution Lines – 
Expenses 5045 1,281,495 1,314,610 1,491,329 1,789,176 1,482,223 1,489,863 
Underground 
Distribution Trans – 
Operation 5055 47,871 14,164 33,366 2,055 12,996 843 

Meter Expense 5065 2,101,464 1,174,985 1,588,162 2,050,800 2,216,836 1,116,453 
Miscellaneous 
Distribution Expense 5085 1,604,193 1,996,609 700,138 (437,287) 2,034,287 2,939,124 

                

Maintenance   $5,111,153 $5,183,949 $5,171,079 $5,663,033 $8,462,994 $9,274,548 
Maintenance of 
Transformer Stations 
Equipment 5112 116,205 93,206 336,148 246,572 151,862 165,994 
Maintenance of 
Distribution Stations 
Equipment 5114 761,773 1,234,750 1,049,989 903,779 829,102 917,723 
Maintenance of Poles, 
Towers a Fixtures 5120 75,824 207,011 300,728 332,829 219,079 231,310 
Maintenance of 
Overhead Conductors 
and Devices 5125 861,632 954,977 738,310 596,879 784,917 806,411 
Maintenance of 
Overhead Services 5130 301,708 430,113 502,993 555,078 568,430 534,097 
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  USofA 2008 Board 
Approved 

$ 

2008 
Actual 

$ 

2009 
Actual 

$ 

2010 
Actual 

$ 

2011 
Budget 

$ 

2012 
Budget 

$ 
Overhead Distribution 
Lines – Right of Way 5135       0 2,780,512 2,724,551 
Maintenance of 
Underground Conduit 5145 114,200 66,769 174,315 160,720 10,200 8,730 
Maintenance of 
Underground 
Conductors and 
Devices 5150 1,263,011 779,433 713,449 1,464,415 1,370,161 1,450,987 
Maintenance of 
Underground Services 5155 361,073 336,843 327,659 272,570 268,665 257,930 
Maintenance of Line 
Transformers 5160 467,410 598,240 451,095 537,266 647,015 653,280 

Maintenance of Meters  5175 788,317 482,607 576,393 592,924 833,052 1,523,535 
                

Billing and Collecting   $11,716,819 $10,365,089 $10,233,636 $9,142,479 $11,925,750 $12,085,194 
Meter Reading 
Expense 5310 1,000,000 708,787 497,472 347,829 1,525,732 1,556,256 

Customer Billing 5315 6,805,651 6,384,603 6,454,518 6,671,321 7,065,410 7,332,455 

Collecting 5320 1,911,160 1,823,584 1,766,044 1,762,472 1,999,608 2,134,783 

Collections Charges 5330 - 14 (709) 98 0 0 

Bad Debt Expenses 5335 2,000,008 1,448,101 1,516,311 360,760 1,335,000 1,061,700 

                
Community Relations   $4,759,852 $4,588,888 $4,594,942 $4,932,698 $6,093,455 $6,911,671 
Community Relations - 
Sundry 5410 4,515,270 4,388,497 4,470,513 4,748,231 5,892,595 6,727,367 
Demonstration and 
Selling Expenses 5510 244,582 200,391 124,429 184,467 200,860 184,305 

                

Administrative and 
General 

  

$20,679,521 $19,738,418 $20,670,993 $21,641,059 $22,790,434 $23,736,696 
Executive Salaries and 
Expenses 5605 2,537,200 2,672,170 2,699,842 2,391,053 2,479,926 3,083,243 
Management Salaries 
and Expenses 5610 4,968,391 5,244,002 5,206,365 5,374,218 6,246,764 8,951,189 
General Administrative 
Salaries and Expenses 5615 2,556,915 2,503,658 2,452,624 2,626,505 786,779 941,222 
Office Supplies and 
Expenses 5620 3,749,097 3,439,394 3,356,987 2,676,738 3,004,000 2,900,322 
Administrative 
Expense Transferred – 
Credit 5625 (3,783,390) (4,470,835) (2,445,112) (1,537,567) (1,285,084) (4,689,137) 
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  USofA 2008 Board 
Approved 

$ 

2008 
Actual 

$ 

2009 
Actual 

$ 

2010 
Actual 

$ 

2011 
Budget 

$ 

2012 
Budget 

$ 
Outside Services 
Employed  5630 724,598 496,031 201,012 1,094,682 1,145,197 1,767,285 

Insurance Expenses 5635 325,692 321,100 338,543 619,221 633,291 645,957 

Injuries and Damages 5640 672,575 746,130 628,598 450,412 775,432 790,941 
Employee Pensions 
and Benefits 5645 600,000 594,981 605,814 631,147 700,000 728,000 

Regulatory Expenses 5655 1,223,250 1,116,045 1,127,054 1,130,116 1,404,456 1,298,157 
General Advertising 
Expenses 5660 - - 3,843 0 0 0 
Miscellaneous General 
Expenses 5665 2,718,637 2,230,717 2,166,054 1,768,601 2,201,500 2,441,281 
Maintenance of 
General Plant 5675 4,346,556 4,731,062 4,266,187 4,346,361 4,528,173 4,704,837 
Charitable 
Contributions 6205 40,000 113,963 63,182 69,573 170,000 173,400 

                
SUB TOTAL   $55,329,793 $51,628,904 $52,034,715 $53,350,684 $61,334,539 $63,891,432 

Taxes Other Than 
Income Taxes  6105 1,758,250 1,741,965 1,793,952 1,597,804 1,770,695 1,806,109 

TOTAL   $57,088,043 $53,370,869 $53,828,667 $54,948,488 $63,105,234 $65,697,541 
 1 
 2 
3.0 OPERATIONS AND MAINTENANCE 3 
 4 
The following provides a brief description of the activities required in Operations and 5 
Maintenance to properly operate and maintain a local distribution system and provide 6 
quality, reliable, cost effective service to customers.    7 
 8 
Operations is defined as work that encompasses actions of a detective, preventative, 9 
and/or monitoring nature.  Maintenance is defined as the routine activity to ensure the 10 
equipment or device operates correctly (generally work performed in a reactionary 11 
manner based on the results of an Operation activity).   12 
 13 
Many departments within Hydro Ottawa carry out operations and maintenance functions; 14 
however, this responsibility lies primarily with the Construction and Maintenance (“C&M”) 15 
group.  C&M has day-to-day responsibility to carry out construction, maintenance and 16 
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5.0 OM&A COST PER CUSTOMER AND PER FTE 1 
 2 
Table 4 summarizes OM&A costs year over year as it relates to the number of 3 
customers and the number of Full Time Equivalent Employees (“FTE”). 4 
  5 

Table 4 - OM&A Cost per Customer and FTE  6 
 2008 

Actual 
2009 

Actual 
2010 

Actual 
2011 

Bridge Year 
 

2012 
Test Year 

Number of Customers  291,639 297,007 300,664 307,189 311,918 
Total OM&A  $53,370,869 $53,828,667 $54,948,488 $63,105,234 $65,697,541 

OM&A cost per Customer  $183.00 $181.24 $182.76 $205.43 $210.62 

Number of FTEs  536.6 557.1 552 558 592 

Customers per FTE  543.5 533.1 544.7 550.5 526.9 

OM&A cost per FTE  $99,461 $96,623 $99,544 $113,092 $110,976 

 7 
 8 
6.0 LOW-INCOME ENERGY CONSUMER PROGRAMS (LEAP) 9 
 10 
Hydro Ottawa is committed to providing Conservation and Demand Management 11 
(“CDM”) programs to its low-income customers and continues to follow provincial 12 
guidelines for the delivery of CDM programs.  Hydro Ottawa will have a LEAP expense 13 
starting in 2011. 14 
 15 
 16 
7.0 GREEN ENERGY AND GREEN ECONOMY (GEA) 17 
 18 
Hydro Ottawa has included expenses in 2012 related to the Green Energy Green 19 
Economy Act that are ongoing for the five year plan.  Please refer to Exhibit B1-2-2, 20 
Green Energy Act Plan for further details. 21 
 22 

54



  Hydro Ottawa Limited 
  EB-2011-0054 
  Exhibit D1 
  Tab 1 
  Schedule 2 
  Filed: 2011-06-17 
  Page 9 of 10 
 

2012 Electricity Distribution Rate Application 
 

 1 
Hydro Ottawa’s costs of the 2011 rate application (EB-2010-0133) are contained in the 2 
2010 actual regulatory costs.  The OEB and intervenors costs are captured in a sub-3 
account for Account 1508 “other Regulatory Assets” in accordance with the Board’s 4 
decision on October 27, 2010.    5 
 6 
It should be noted that Hydro Ottawa’s costs of regulatory staff have not been included 7 
in Account 5655.  These costs are contained within the general OM&A budgets.  Staffs 8 
from other departments who work on the preparation of the rate case (such as finance, 9 
distribution asset management, treasury, etc.) are also not included in Account 5655. 10 
These costs are contained within their departmental budgets.    11 

 12 
Table 3 – Regulatory Cost Schedule 13 

Regulatory Cost Category USofA 2008 
Actual 

$ 

2009 
Actual 

$ 

2010 
Actual 

$ 

2011 
Budget 

$ 

2012 
Budget 

$ 
1. OEB Annual Assessment 5655 $761,852 $894,203 $764,394 $748,852 $775,196 
2. OEB Hearing Assessments (applicant 

initiated) 
       

3. OEB Section 30 Costs (OEB initiated)        
4. Expert Witness cost for regulatory matters        
5. Legal costs for regulatory matters 5655 129,774 43,863 58,857 331,400 208,829 

6. Consultants costs for regulatory matters 5655 27,996 3,223 21,968 40,000 20,000 
7. Operating expenses associated with staff 

resources allocated to regulatory matters 
       

8. Operating expenses associated with other 
resources allocated to regulatory matters 

       

9. Other regulatory agency fees or 
assessments  

5655 90,934 119,293 125,274 122,726 127,044 

10. Any other cost for regulatory matters 5655    5,100 5,208 
11. Intervenor Costs 5655 105,489 103,017 159,623 156,378 161,880 

TOTAL   $1,116,045 $1,127,054 $1,130,116 $1,404,456 $1,298,157 
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Board Staff 14a

Year
Eligible        In 

Year
Eligible 

Cumulative
Actual 

Retirement
Balance   

Cumulative
Prior  7
2008 7 14 4 10
2009 18 28 12 16
2010 21 37 11 26

2011 YTD 11 37 8 29
Totals 57 35

Of the 8 retirements in 2011 to date, 2 became eligible in 2011, 5 in 2010, and 1 in 2008
3 additional staff have provided notice to retire.

Note:  Of 35 actual retirements since 2008, 72% have retired within 6 months of eligible date.   
29 remain eligible cumulatively, primarily from 2010 and 2011.
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