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COST OF SERVICE SUMMARY

1.0 INTRODUCTION

This evidence presents an overview of Hydro One Distribution’s Cost of Service
evidence. As summarized in Exhibit C2, Tab 1, Schedule 1, the Cost of Service includes
the following elements, for which the overall costs for 2015 through 2019 are shown in
Table 1 below:

Operation, Maintenance and Administrative (“OM&A”) Expenses,

Depreciation and Amortization Expense, and

Payments in Lieu of Corporate Income Taxes.

Table 1
Costs of Service ($ Millions)
Lnl(r;e Description Test Year
2015 2016 2017 2018 2019
1 | OM&A 564.3 610.2 614.0 603.9 600.0
2| Depreciation and 355.4 3749 | 3902 | 4029 | 4136
Amortization
3 Income Taxes 52.5 60.5 63.0 65.4 69.5
4 | Total Cost of Service 972.2 1045.6 1067.2 1072.1 1083.2
2.0 KEY ELEMENTS OF THE COST OF SERVICE

Hydro One Distribution’s forecast cost of service has been developed consistent with
corporate strategic goals to improve customer satisfaction, provide safe and reliable
service and improve overall system reliability. The Company's planning process is
described in detail in Exhibit A, Tab 17, Schedule 1.



10

11

12

13

Filed: 2013-12-19

EB-2013-0416

Exhibit C1

Tab 1

Schedule 1

Page 2 of 4

Each of these components is separately addressed within the company’s evidence.

Exhibit reference numbers are provided below.

1.1  Operation, Maintenance and Administration Expenses (OM&A)

Total OM&A expense for the test years 2015 through 2019 are shown in Table 2 below.

Hydro One Distribution plans and organizes its OM&A expenses on the basis of the
various work programs and functions performed by the company. These work programs
primarily address improvements in infrastructure and improvements in productivity and
efficiency. Exhibits in support of OM&A costs have been prepared by program area, and

appear within the submitted evidence as follows:
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Table 2
Summary of OM&A Expenses ($ Millions)
Program Areas 2015 2016 2017 2018 2019
($ millions) Total Total Total Total Total
Cost Cost Cost Cost Cost
Sustaining
Ref: Exhibit C1, Tab 2, Sch 2 329.5 3r4.4 380.1 363.2 358.1
Development
Ref: Exhibit C1, Tab 2, Sch 3 154 w7 170 173 | 178
Operations
Ref: Exhibit C1, Tab 2, Sch 4 8021 343 | 348 422 | 410
Customer Care
Ref: Exhibit C1. Tab 2, Sch 5 117.8 116.3 114.7 113.5 115.4
Corporate Common Costs and
Other Costs 66.7 62.5 62.4 62.4 62.3
Ref: Exhibit C1, Tab 2, Sch 6
Taxes Other Than Income Taxes
Ref: Exhibit C1, Tab 2, Sch 12 4.7 4.9 >0 >2 >4
Total OM&A Expenses 564.3 610.2 614.0 603.9 600.0

1.5 Depreciation and Amortization Expense

The depreciation and amortization expense accepted by the Board for Hydro One’s 2010
and 2011 Electricity Distribution revenue requirement, followed the methodology
originally accepted by the Board for 2006 rates. The depreciation rates in the RP-2005-
0020/EB-2005-0378 proceeding were supported by an independent depreciation study
completed in June 2005 by Foster Associates Inc. (Foster Associates). The Board
accepted the costs flowing from this depreciation study for the purpose of supporting
Hydro One Disitrbution’s rates in 2006 and similarly accepted the methodology again in
the 2007-0681 proceeding for 2008 rates. A new full depreciation study covering Hydro
One Networks’ distribution and common assets was initiated and carried out by Foster
Associates in the summer of 2013 for purposes of determining depreciation and

amortization expense for the 2015 — 2019 test years.
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Hydro One is proposing to recover the depreciation and amortization expense in the
following amount for each of the test years: 2015 - $355.4 million; 2016 - $374.9 million;
2017 - $390.2 million; 2018 - $402.9 million; and 2019 - $413.6 million. Hydro One
Distribution’s evidence regarding the depreciation study and its impact on depreciation

expense is filed at Exhibit C1, Tab 6, Schedule 1.

1.6 Payments in Lieu of Corporate Income Taxes

As a result of the Electricity Act, 1998, Hydro One Distribution has been required to pay
proxy taxes since 1999. Hydro One is requesting recovery of Payments in Lieu of Income
Taxes (“PILs”) in the following amount for each of the test years: 2015 - $52.5 million;
2016 - $60.5 million; 2017 - $63.0 million; 2018 - $65.4 million; and 2019 - $69.5
million.  Evidence outlining the calculation of PILs is filed at Exhibit C1, Tab 7,
Schedule 1 and Exhibit C2, Tab 5, Schedule 1.

1.7  Taxes Other Than Income Taxes
This program consists of property and proxy taxes, and indemnity payments to the

Province. Details of the expenditures under this program are filed at Exhibit C1, Tab 2,
Schedule 12.
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SUMMARY OF OM&A EXPENSES

1.0 SUMMARY OF OM&A EXPENSES

The requested OM&A expenses result from the rigorous business planning and work
prioritization processes described in detail at Exhibit A, Tab 17, Schedules 1 through 6.
These processes reflect a risk-based decision making approach to ensure appropriate and
cost effective investments. The development of asset maintenance programs follows good
utility practice and is based on the consideration of a number of risk factors as discussed
in Exhibit A, Tab 17, Schedule 7.

Hydro One Distribution's OM&A budget is grouped into different investment categories:
Sustaining, Development, Operations, Customer Services, Common Corporate Costs and
Other OM&A, and Property Taxes & Rights Payments. Table 1 provides a summary of
Hydro One Distribution’s OM&A expenditures for the historical, bridge and test years.
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Table 1
Summary of Distribution OM&A Budget
($ Millions)
Historical Years Bridge Test Years
. Year

Description 2010 2011

2010 2011 2012 | 2013 | 2014 | 2015 | 2016 | 2017 K 2018 | 2019

Approved Approved

Sustaining 305.9 315.2 317.1 337.5 307.9 | 335.7 | 320.4 | 329.5|374.4 |380.1 | 363.2 | 358.1
Development 12.3 11.7 15.8 12.0 147 | 111 18.4 154 | 17.7 | 170 | 174 | 17.8
Operations 185 20.2 18.1 20.9 210 | 220 | 304 | 30.2 | 344 | 348 | 422 | 410
Customer Services | 114.7 117.2 113.3 113.4 116.7 | 148.6 | 133.7 | 117.9 | 116.3 | 114.7 | 113.5 | 115.4
Common
Corporate Costs 94.9 50.9* 85.5 46.5* 88.6 | 888 | 738 | 66.7 | 625 | 624 | 624 | 62.3
and Other OM&A
Property Taxes & 4.6 47 4.6 48 45 | 44 | 46 | 47 | 49 | 50 | 52 | 54
Rights Payments
TOTAL 550.9 520.0 554.4 535.0 553.4 | 610.6 | 581.3 | 564.3 | 610.2 | 614.0 | 603.9 | 600.0

* The envelope reduction to OM&A from the OEB Decision was not spread across the work program areas but was included in other OM&A.
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OM&A spending in 2010 and 2011 was higher than Board Approved levels after the
envelope reductions in the OEB Decision, to fund the necessary work that Hydro One
had to complete in each year.

Total OM&A expenditures for 2015 are decreasing by $17 million or 3% over the
projected 2014 bridge year expenditures. Total OM&A expenditures will increase to a
peak level of $614.0 million in 2017, but then decrease from 2018 to $600.0 million in
2019. Contributing to the increase in OM&A expenditures is a growth in sustainment
expenditures driven primarily by the continuing efforts to address a backlog of vegetation
management to manage costs and improve reliability; an increase in PCB testing of oil
filled equipment to meet requirements set out by Environment Canada regulations; and an
increase in meter verifications to meet requirements set out by Measurement Canada
regulations. The slight increases in development expenditures are primarily attributed to
the work required to conduct studies which explore viable options for future smart grid
investments. Also contributing to the total increase in OM&A is the increase in

Operations spending to maintain and support of the Distribution Management System.

2.0 SUSTAINING

The Sustaining OM&A budget represents investments required to maintain existing
components of the distribution system to ensure the system will continue to function as
originally designed as well as ensure public and employee safety, provide an acceptable
level of reliability and deliver on customer commitments. Details of the expenditures

under this program are provided at Exhibit C1, Tab 2, Schedule 2.
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3.0 DEVELOPMENT

The Development OM&A program consists of system voltage and loading data
collection, as well as system and generation connection studies to enable the safe and
reliable operation and expansion of the distribution system. This program also ensures
appropriate standards are maintained as required to meet construction, legal and
regulatory requirements. Details of the expenditures under this program are described in
detail at Exhibit C1, Tab 2, Schedule 3.

40 OPERATIONS

The Operations OM&A program represents the annual expenditures required for the
work carried out at Hydro One's Ontario Grid Control Centre. Distribution Operations is
involved with the real time monitoring and operation of the distribution system, including
the coordination of planned outages and the dispatch of field crews in response to
distribution system problems (trouble calls) received by the Customer Contact Centre.

Details of the expenditures under this program are filed at Exhibit C1, Tab 2, Schedule 4.

5.0 CUSTOMER SERVICES

The Customer Services OM&A work program represents the set of work activities
required to provide services to customers connected to Hydro One Distribution’s system
and to meet the service levels stipulated in the Electricity Distribution Rate Handbook.

Details of the expenditures under this program are filed at Exhibit C1, Tab 2, Schedule 5.
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6.0 COMMON CORPORATE COSTS AND OTHER OM&A

The Common Corporate Costs and Other OM&A program includes the provision of
Common Corporate Functions and Services (CCFS) and Asset Management programs to
support the Distribution business, as well as the maintenance of existing infrastructure,
including business systems and information technology. CCFS includes the provision of
financial, human resources, communications, regulatory, legal and real estate services.
Asset Management programs include developing distribution asset strategies, policies and
standards and planning and prioritizing specific OM&A and Capital work on the
distribution network. Other programs include information technology support and the
cost of goods sold in support of external revenues. Other OM&A includes the credits for
capitalized overheads. Details of the expenditures under this program are filed at Exhibit
C1, Tab 2, Schedules 6 to 11.

7.0 PROPERTY TAXES & RIGHTS PAYMENTS
This OM&A cost consists of property and proxy taxes, and indemnity payments to the

Province. Details of the expenditures under this program are filed at Exhibit C1, Tab 2,
Schedule 12.
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SUSTAINING OM&A

1.0 INTRODUCTION

Distribution sustaining OM&A represents expenditures required to maintain existing
components of the distribution system to ensure they will continue to function as

originally designed.

Hydro One Distribution manages its Sustaining OM&A program by dividing the

expenditures into the following four categories:

e Stations — Expenditures that fund the work required to inspect, repair or maintain
distribution stations or individual station components, as well as assess and carry out
remedial work to reduce environmental contamination at distribution stations;

e Lines — Expenditures that fund the work required to inspect, repair or maintain
distribution line sections or individual line components;

e Meters, Telecom, and Control — Expenditures that fund the work required to inspect,

repair and maintain metering and control equipment, perform meter verification, and
fund the cost of leasing telecommunication circuits; and

e Vegetation Management — Expenditures that fund the work required to keep assets

clear of unwanted vegetation.

Sustaining OM&A investments are intended to maintain the viability of the distribution
system, ensure public and employee safety, ensure operational effectiveness by providing
an acceptable level of reliability, deliver on customer commitments to demonstrate
customer focus, and address public policy responsiveness by complying with all
legislative, regulatory, and environmental requirements. Below is a summary table
showing how each of the Sustaining OM&A programs align to the four key outcomes
outlined in the OEB’s Renewed Regulatory Framework for Electricity Distributors.
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OEB Outcome Relevant References
Customer Focus Section 3.1 | Stations Demand and Corrective Maintenance
Section 4.1 | Demand Work: Trouble Calls, Underground Cable
Locates, Disconnects/Reconnects
Section 4.4 | Other Services
Section 6.1 | Landowner Notification
Section 6.4 | Demand Vegetation Management
Operational Section 3.2 | Planned Station Maintenance
Effectiveness Section 4.2 | Line Maintenance
Section 5.3 | Telecom, Monitoring and Control
Section 6.2 | Line Clearing
Section 6.3 | Brush Control
Section 6.4 | Demand Vegetation Management
Section 6.5 | Hazard Tree Removal
Public Policy Section 3.1 | Stations Demand and Corrective Maintenance
Responsiveness Section 3.2 | Planned Station Maintenance
Section 3.3 | Land Assessment and Remediation
Section 4.1 | Demand Work: Trouble Calls, Underground Cable
Locates, Disconnects/Reconnects
Section 4.2 | Line Maintenance
Section 4.3 | PCB Equipment and Waste Management
Section 5.1 | Retail Revenue Meters
Section 5.2 | Wholesale Revenue Meters
Financial Section 2.0 | Sustaining OM&A Summary
Performance

A summary of Hydro One Distribution’s sustaining OM&A program and proposed
spending levels for the test years 2015 to 2019 are described herein.

20  SUSTAINING OM&A SUMMARY

The sustaining OM&A programs fund both planned work and unplanned demand work.
The planned OM&A work involves the inspection, verification, maintenance or repair of
existing distribution system assets. Asset inspections are crucial in locating substandard
or hazardous conditions in the distribution system and are required by the Distribution

System Code in accordance with Appendix C. Verification of metering and other
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equipment allows for compliance with regulatory standards and accurate measurements
of system performance. Planned maintenance optimizes the life span and performance of
many assets, and protects the system from the effects of premature failure. Repairing

assets enables the ongoing safe and reliable operation of the system.

The selection of planned sustaining OM&A investments is guided by the asset risk
assessment process described in Exhibit A, Tab 17, Schedule 7. This process takes into
account the condition, age, performance, criticality and utilization of specific assets. An
economic evaluation is also performed as part of the process. At times, the economic
evaluation may determine that it is more cost-effective to replace an asset rather than to
continue to repair or maintain it. These capital replacement activities are described in
Exhibit D1, Tab 3, Schedule 2. A summary of the asset risk assessment results is
provided in Exhibit D1, Tab 2, Schedule 1.

As outlined in this exhibit, a greater portion of Hydro One’s distribution system is
reaching an age where the deterioration in condition is taking place at an increasing rate.
This will place added cost pressures on future maintenance programs to maintain
equipment performance and reliability until such time that the assets can be replaced. In
addition, the distribution system continues to expand and there is a need for increased
maintenance expenditures when these new assets are placed into service. For these
reasons, despite the increase in Sustaining Capital expenditures, Sustaining OM&A costs
do not decline over the test years. At the same time, Hydro One Distribution is
continuously looking for opportunities that improve the Hydro One distribution system,
minimizing risk and adding value for Hydro One’s customers. OM&A expenditures
proposed in this exhibit will sustain the assets needs over the test years. It must be
recognized that any reductions applied to the test years spending will have a

compounding effect on cost pressures in the future.
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Demand OM&A work requires an immediate or timely response to customer, safety and
system needs. This work includes responding to service interruptions, resolving public
safety hazards, replacing or repairing failed equipment, responding to customer requests
and providing underground cable locating services. Approximately one third of the
Sustaining OM&A expenditure is related to these demand work activities. Due to the
variable nature of demand work, Hydro One Distribution develops investment levels
based on forecast volumes and costs using observed historical averages. Adjustments to
this forecast are made based on the projected impact of any changes to the distribution

system or to the planned investment programs.

The rigorous investment planning, prioritization and approval process described in
Exhibit A, Tab 17, Schedules 1 to 5, respectively, has been completed for all planned and
demand Sustaining OM&A investments in the five test years to ensure that assets are
managed prudently so as to meet customer, operational and regulatory requirements. The
test year expenditures for Sustaining OM&A along with the historical and bridge

spending are provided in Table 1 below.

Table 1
Sustaining OM&A
($ Millions)
o Historical Years Bridge Test Years
Description Year
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Stations 272 | 25.8 | 264 | 23.7 27.9 27.6 | 28.4 | 289 | 28,6 | 28.3
Lines 124.4 | 137.4 | 130.9 | 161.3 | 134.0 | 141.3 | 149.7 | 152.4 | 154.6 | 157.5
Meters,
Telecom, & | 24.1 | 26.6 | 142 | 15.8 194 185 | 18.7 | 185 | 189 | 194
Control
Vegetation 1545|1973 136.4 | 134.9 | 139.1 | 142.0 | 177.6 | 180.3 | 161.1 | 152.9
Management
Total | 305.9 | 317.1 | 307.9| 335.7 | 320.4 | 329.5|374.4|380.1| 363.2 | 358.1
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The increase in overall spending in the test years relative to historical expenditures is

largely attributed to the following:

An increase in the Lines and Station OM&A expenditures for PCB testing of oil filled
equipment to meet requirements set out by Environment Canada regulations;

An increase in the Meter, Telecom, and Control OM&A expenditures for meter
verifications to meet requirements set out by Measurement Canada regulations; and
An increase in the Vegetation Management OM&A expenditures to address a backlog
in the vegetation management program that will help manage costs in the long term

and improve reliability.

While some Sustaining programs are growing through the test years due to asset

demographics and regulatory requirements (as mentioned above), a number of initiatives

are being undertaken to contain increases in maintenance costs associated with the aging

system and increased regulatory requirements. These include:

Optimized maintenance frequencies impacting overall costs and resource utilization,
and additional moves to condition based maintenance;

Increased bundling opportunities through alignment of maintenance activities and
improved visibility of bundling opportunities. These provide efficiencies in the
planning and execution of outages as well as with staff mobilization; and

Increased capital replacement of assets mitigating the need for increases in corrective
maintenance costs and equipment refurbishment activities through addressing worse
performing assets and facilitating the integration of new equipment with lower

lifecycle maintenance costs.

Additional details concerning these increases and a discussion of year over year

variations in spending, where significant, are discussed in more detail below.
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3.0 STATIONS

Hydro One Distribution owns and operates 1,004 distribution and regulating stations
province-wide. Distribution stations are used to lower voltages for more localized
delivery of power while regulating stations are used to maintain voltages when feeders
are long and customer density is low. Station facilities typically contain the following
components: transformers, instrument devices, fuses, reclosers, disconnect switches, bus,
insulators, support structures, power cables, cable terminators, surge arresters, station
service supplies, grounding systems, fences, and buildings. Hydro One Distribution also
owns and maintains a fleet of 28 mobile unit substations that are used to provide
emergency backup following a failure, and to facilitate planned maintenance and capital
replacement activities at distribution and regulating stations to reduce power

interruptions.

Stations Sustaining OM&A funding covers investments required to maintain existing
assets located within distribution and regulating stations, as well as to maintain the 28
mobile unit substations. Hydro One Distribution manages its Stations Sustaining OM&A

program by dividing the program into three categories:

1. Stations Demand and Corrective Maintenance, which funds the OM&A investments
to respond to emergency failures at distribution and regulating stations;

2. Planned Station Maintenance, which funds the OM&A investments to reduce the risk
of equipment failure at distribution and regulating stations; and

3. Land Assessment and Remediation, which funds the OM&A investments to test and
carry out remedial work to manage the contaminated soil at distribution and

regulating stations.
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bridge and historical years are provided in Table 2 for each category.

Table 2
Stations Sustaining OM&A
($ Millions)
. Historical Years Bridge Test Years
Description Year
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Stations Demandand | g | g5 | g5 | g5 | 92 | 94 | 100 | 102 | 103 | 105
Corrective Maintenance
Planned Station 130 | 12.8 | 116 | 87 | 122 | 125 | 122 | 124 | 127 | 124
Maintenance
Land Assessmentand | go | 4o | 55 | 68 | 65 | 57 | 62 | 63 | 57 | 55
Remediation
Total | 27.2 | 25.8 | 26.4 | 23.7 27.9 276 | 284 | 289 | 28.6 | 28.3

10

11
12

13

14

15

16

17

18

19

20

21

22

23

The overall Stations Sustaining OM&A expenditures for the test year 2015 is in line with
the 2014 bridge year and continues to remain relatively constant over the five year

period.

3.1 Stations Demand and Corrective Maintenance

3.1.1 Introduction

Demand maintenance refers to the repair activities that are undertaken when station
components fail. The consequence of a station component failure is typically a service
interruption to customers. These station interruptions can impact up to 10,000 customers
per occurrence. Hydro One Distribution must address these station interruptions to
maintain reliable service in accordance with good utility practice in order to comply with
legal and regulatory requirements. Hydro One Distribution’s performance in responding
to interruptions is reflected by service quality indicators specified in the OEB’s

Distribution System Code, Section 7, and in the Electricity Distribution Rate Handbook,

Sections 15.2.1 and 15.2.3.
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Corrective maintenance refers to the repair of deficiencies that are identified through
preventive maintenance and trouble calls. Station demand and corrective maintenance
work must be carried out in a timely manner in order to minimize the risks to customer

reliability and safety.

3.1.2 Investment Plan

The Stations Demand and Corrective Maintenance program covers the OM&A

component of emergency work required to:

respond to component failures at distribution and regulating stations,

correct situations where there is a likelihood of failure that could cause a power

interruption or present a safety hazard,

e complete high priority corrective work discovered during planned maintenance
activities that cannot be deferred until the next planned maintenance, and

e address security issues (i.e. copper theft) that pose safety risks to the public as well as

Hydro One Distribution personnel.

In most cases, smaller components such as insulators, connectors, switches, etc. will be
repaired, temporarily bypassed, or replaced on site. The failure of a large component,
such as a transformer, may require moving the equipment off site and repairing it at a
central location or replacing it. If a prolonged service interruption is anticipated, service

is typically restored through the temporary use of a mobile unit substation.

The station demand and corrective maintenance program also includes the corrective
maintenance requirements for the strategic spare inventory including: leak repair on
transformers, underload tap changer testing and repair, transformer painting and cleaning
and repair of the cabinet that houses all of the control equipment for the transformer
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control compartment; to ensure the equipment is in operable condition for deployment

into service in case of a failure.

When the resolution of the emergency work involves the repair of a component, such
work is charged to this program. If the resolution involves the replacement of damaged or
defective equipment, this replacement is typically charged to the Sustaining Capital
program discussed in Exhibit D1, Tab 3, Schedule 2.

3.1.3 Summary of Expenditures

The planned expenditure for 2015 is $9.4 million with the proposed spending increasing
over the five year period on average by 3% annually. The proposed spending in the test
years is based on historical spending with adjustments to incorporate recent trending,
such as the declining condition of the transformer fleet.

3.2 Planned Station Maintenance

3.2.1 Introduction

The Planned Station Maintenance program is required to reduce the risk of equipment
failure, which can impact service reliability to the large number of customers supplied
from a distribution station. Planned station maintenance is also critical to minimizing life
cycle costs and limiting the amount of unplanned corrective maintenance and capital

replacement in future years.

3.2.2 Investment Plan

The planned station maintenance program is divided into three categories: power

equipment maintenance, grounds and site maintenance, and PCB testing and retro-filling.
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1 Table 3
2 Planned Station Maintenance
3 ($ Millions)
L. Historical Years Bridge Test Years
Description Year
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Power Equipment 119 (11397 | 66 | 94 | 96 | 98 | 100 | 102 | 9.9
Maintenance
Grounds and Site 00 | 14 | 18 | 20 | 23 | 24 | 19 | 19 | 20 | 20
Maintenance
EﬁﬁJeS“”ga”dRetm' 02 | 01lo0o1] 01| 05 |05 ]| 05| 05 |05/ 05
Total | 13.0 | 128 | 11.6 | 87 | 122 | 125 | 122 | 124 | 12.7 | 124

4

5  Power Equipment Maintenance

7 The power equipment maintenance program includes station inspections and planned

8 maintenance of the power equipment, strategic spares, and mobile unit substations.

10 e Station inspections are required by Appendix C — Minimum Inspection Requirements

11 of the Distribution System Code. The inspections are undertaken to identify obvious
12 structural problems, safety hazards, equipment defects and signs of vandalism prior to
13 initiating planned maintenance work. Hydro One Distribution’s stations are inspected
14 two times per year.

15

16 e Planned maintenance of power equipment includes condition-based maintenance on

17 reclosers, transformers and underload tap changers. Maintenance for reclosers is
18 based on the number of operations as suggested by the manufacturer; whereas
19 maintenance for transformers and tap changers is largely based on the analysis of the

20 insulating oil and diagnostic tests.

21
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e Planned maintenance of strategic spares includes inspection and maintenance of spare
distribution transformers in order to ensure reliable, deployable spare units. The
strategic spares are critical to support the transformer replacements required under

demand circumstances.

¢ Planned maintenance of mobile unit substations is required to ensure these assets are
available in good working condition when required. The fleet of 28 mobile unit
substations play a key role in providing reliable service to Hydro One Distribution’s
customers as they provide emergency backup, should a distribution station fail, and
facilitate planned maintenance programs at distribution stations. The mobile unit
substations also provide load relief during heavy load periods in the summer or

winter.

The maintenance of power equipment ensures the continued operation of the distribution
system which plays an important role in maintaining the level of reliability to customers.

Grounds and Site Maintenance

The grounds and site maintenance program includes weed control, grass cutting, fence
repair, access road maintenance, site drainage, foundation repairs and inspections.
Inspections are required to verify that all fire extinguishers are in working order on a
monthly basis, as per the Ontario Fire Protection and Prevention Act. Inspections of the
spill containment systems are also required on a quarterly basis as stipulated by the

Ministry of Environment.
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PCB Testing and Retro-filling

The PCB testing and retro-filling program includes testing of the oil filled power
equipment and eliminating Polychlorinated Biphenyl (“PCB”) contaminated oil by retro-
filling the equipment. Hydro One Distribution is required to eliminate all insulating oil in
station equipment with PCB contamination levels above 500 ppm by year end 2014, in
accordance with Environment Canada regulations. Hydro One Distribution has applied
for an extension, requesting that the 2014 deadline be extended to 2025. The extension
was requested due to the fact that PCB tests on transformer bushings within a station is a
very time consuming process that requires a planned transformer outage and the usage of
a mobile unit substation to mitigate customer power interruptions in order to obtain the
oil sample required for lab testing. On April 23, 2014 the regulations were amended and
passed through legislation, allowing the extension of oil filled equipment with PCB

contamination levels above 500 ppm to be eliminated by 2025.

Also, according to the regulations, any contamination equal to and above 50 ppm must be
removed by 2025. Hydro One Distribution will test all outstanding station equipment by
2024,

The PCB testing and retro-filling will ensure that Hydro One Distribution operates in an
environmentally responsible manner that minimizes the risk to human health and the

environment and remains in compliance with applicable regulations.

3.2.3 Summary of Expenditures

The planned expenditure for station maintenance in 2015 is $12.5 million with an average
proposed spending of approximately $12.4 million annually over the five year period.

The planned expenditures are in line with the average historical spending.
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3.3 Land Assessment and Remediation

3.3.1 Introduction

Soil contamination has occurred over time within some of the distribution station
properties as a result of application of certain long lasting chemicals; such as wood
preservatives and arsenic-based herbicides; storage and use of mineral insulating oil, fuel,
PCBs, and miscellaneous other materials. The historical use and storage of these
materials and chemicals met all applicable environment regulations and guidelines at the
time they were first used; however, environmental regulations have changed. This has
resulted in Hydro One Distribution now having properties which do not meet the new

regulatory requirements.

3.3.2 Investment Plan

There are a number of distribution stations properties that have some level of on-site soil
contamination, exceeding applicable Ministry of Environment land-use criterion.
Because contaminated properties have the potential to cause adverse effects on human
health and the environment, Hydro One Distribution has undertaken to assess its

properties and carry out remedial work where environmental risks are significant.

The primary focus of the Land Assessment and Remediation program is to reduce the
human and ecological risk of off-property impacts. This is achieved by either the
implementation of remedial measures to treat, remove or otherwise manage the
contamination found off-site or the implementation of on-site management controls to

mitigate future off-property impacts.
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The Land Assessment and Remediation program consists of sample testing to determine
contamination levels, installation of monitoring wells, capping sites in order to stop off-
site contamination and site remediation. This program will ensure that Hydro One
Distribution operates in an environmentally responsible manner that minimizes the risk to
human health and the environment and remains in compliance with applicable Ministry

of Environment regulations.

3.3.3 Summary of Expenditures

The planned expenditure for 2015 is $5.7 million with an average proposed spending of
approximately $5.9 million annually over the five year period. =~ The variations in
remediation spending year-over-year, is due to the complexity and volume of work
needed to address the particular sites being assessed and remediated. The planned
expenditures are in line with average historical spending.

4.0 LINES

Distribution lines total approximately 120,000 circuit kilometres province-wide and are
used to deliver power to Hydro One Distribution customers. Lines are constructed on
road allowances where possible, or on rights-of-way that Hydro One Distribution can
legally access and occupy. Line components include poles, conductor, insulators,
transformers, switches, fuses, surge arresters, voltage regulators, reclosers, capacitors,

and grounding devices.

Lines Sustaining OM&A expenditures are required to maintain the integrity of the
distribution lines system. Hydro One Distribution manages its Lines Sustaining OM&A

program by dividing the program into four categories:
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1 1. Demand Work, which funds the OM&A investments to respond to trouble calls,

2 locate underground cables and connect and reconnect customers on request;

3 2. Line Maintenance, which funds the OM&A investments to maintain distribution line

4 equipment and patrol the distribution system;

5 3. PCB Equipment and Waste Management, which funds the OM&A investments to

6 inspect and test equipment for PCB contamination and to manage both PCB and non-

7 PCB waste; and

8 4. Other Services, which funds the OM&A investments to respond to customer

9 inquiries, rent idle transmission lines, track service quality indicators, fund specific

10 community events, and complete joint use audits.

11

12 Required funding for the test years 2015 to 2019, along with the spending levels for the

13 bridge and historical years are provided in Table 4 for each category.

14

15 Table 4
16 Lines Sustaining OM&A
17 ($ Millions)
. Bridge
Description Historical Years Yea? Test Years
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Demand Work 80.6 | 100.9 | 96.8 | 121.1 | 95.9 924 | 932 | 94.7 | 95.6 | 97.4
Line Maintenance 29.0 | 234 | 18.7 | 21.2 16.8 235 | 239 | 244 | 249 | 254
PCB Equipmentand | o | 44 | 50 | 46 | 74 | 113 | 183 | 187 | 191 | 19.4
Waste Management
Other Services 9.8 9.1 | 104 | 144 13.8 141 | 143 | 147 | 15.0 | 153
Total | 124.4 | 137.4 | 130.9 | 161.3 | 134.0 | 141.3 | 149.7 | 152.4 | 154.6 | 157.5

18

19 The Lines Sustaining OM&A expenditures in 2013 are higher than initially forecasted,

20  largely due to unusually intense storms during the months of November and December.

22 The overall Lines Sustaining OM&A expenditures for the test year 2015 are

23 approximately 5% greater than the 2014 bridge year. The Lines OM&A expenditures
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continue to grow on average 3% annually over the five year period. The primary driver
for the OM&A increase is the PCB inspection and testing requirements of oil-filled line
equipment set out by Environment Canada regulations as referred to on page 19 of this
exhibit.

4.1 Demand Work: Trouble Calls, Underground Cable Locates,
Disconnects/Reconnects

4.1.1 Introduction
The demand work programs (Trouble Calls, Underground Cable Locates, and
Disconnects/Reconnects) are required to respond to customer service interruptions, power

quality concerns, and customer-driven service responses.

4.1.2 Investment Plan

This demand work program is divided into three categories, as described below. The
externally driven nature of this work requires Hydro One Distribution to forecast costs
based on historical averages, with adjustments made to reflect anticipated changes in

expenditure patterns or work requirements.

22 Table 5
23 Demand Work
24 ($ Millions)
L. Historical Years Bridge Test Years
Description Year
2010 | 2011 | 2012 | 2013 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Trouble Calls 578 | 76.3 | 65.5 | 87.7 67.9 64.8 | 65.9 | 67.7 | 69.0 | 70.0
Underground Cable Locates | 13.9 | 155 | 22.0 | 23.2 18.5 179 | 174 | 169 | 16.3 | 16.8
Disconnects/Reconnects 8.9 9.1 9.3 10.2 9.5 9.7 9.9 10.1 | 10.3 | 10.5
Total | 80.6 | 100.9 | 96.8 | 121.1 95.9 924 | 93.2 | 947 | 956 | 97.4

25
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Trouble Calls

Trouble Calls typically involve the restoration of service to customers impacted by an
unplanned power interruption. Unplanned power interruptions on the distribution system
are largely due to line component failures or contact with right-of-way vegetation caused
by severe weather conditions. Depending on the specific circumstances, these
interruptions can vary in size, from impacting single customers for brief periods of time
to impacting thousands of customers for several hours. Trouble calls may also be used to
respond to customer complaints or to correct defects on the distribution system that

present a safety concern or could result in an imminent service interruption.

When the resolution of a trouble call involves the repair of an affected component or the
clearing of fallen vegetation, such work is charged to this program. If the resolution
involves the replacement of damaged or defective equipment, this replacement is charged

to the Sustaining Capital program discussed in Exhibit D1, Tab 3, Schedule 2.

Hydro One Distribution must address trouble calls in order to comply with legal and
regulatory requirements, to correct known hazards and to maintain reliable service in
accordance with good utility practice. Hydro One Distribution’s performance in
responding to trouble calls is reflected by service quality indicators specified in the
OEB’s Distribution System Code, Section 7, and in the Electricity Distribution Rate
Handbook, Sections 15.2.1 and 15.2.3.  The Distribution System Code states that
“emergency calls must be responded to within 120 minutes in rural areas...and must be
met at least 80% of the time on a yearly basis”. Hydro One Distribution’s targets for

these measures are discussed in Exhibit A, Tab 18, Schedule 1.

The trouble call program is reactive in nature and as such its volume of work varies based

on a number of external factors. These factors include weather, equipment failure, and
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the volume of customer power quality complaints. The proposed spending for the test

years is forecasted based on an expected volume of 45,000 calls per year.

Underground Cable Locates

The Underground Cable Locates program provides the service of locating and marking
Hydro One Distribution underground plant for customers and contractors who request
this information. Responding to these requests is in everyone’s best interest as anyone
excavating near a cable may cause damage to these costly assets and cause harm to
members of the public. This service is provided in accordance with the Electrical Safety
Authority’s “Guidelines for Excavating in the Vicinity of Distribution Lines” and is
intended to minimize utility equipment damage while providing worker safety to those
excavating in proximity to buried utility plant. In order to encourage the use of this
service, the program costs are not recovered through end user charges. This approach is
consistent with the practice followed by other regulated utilities, including cable TV,
telephone service and natural gas utilities. Hydro One Distribution must address cable

locates in order to comply with legal requirements set out in Ontario Regulation 22/04.

This program is driven by external demand for underground cable locates. Hydro One
Distribution has seen an increasing number of requests, attributed to a continued
emphasis on the “call before you dig” program. This increased emphasis is intended to
reduce the number of “dig in” events that can have worker safety risks and impact service
reliability. The proposed spending for the test years is based on a forecast of 170,000

locate requests per year.
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Service Disconnects and Reconnects

The Service Disconnects and Reconnects program responds to customer requests for
isolation of customer owned assets from the distribution system. This isolation may be
requested by the customer to allow for safe conditions to facilitate working on customer
owned equipment. Responding to these requests is in everyone’s best interest as anyone
working without isolation may cause harm to themselves or members of the public. This
service is provided to each customer once per year at no cost, as specified in Hydro One
Distribution’s Conditions of Service, in order to encourage customers to maintain their

facilities and to work safely.

Hydro One Distribution must address these customer requests in order to comply with
legal requirements set out in Hydro One Distribution’s Conditions of Service which is
required in accordance with the Distribution System Code. Hydro One Distribution’s
performance in responding to service disconnects and reconnects is reflected by service
quality indicators specified in the OEB’s Distribution System Code, Section 7. Hydro
One Distribution’s targets for these measures are discussed in Exhibit A, Tab 18,
Schedule 1.

The number of service disconnections and reconnections requests have been increasing
over the past several years. The proposed spending for the test years is based on a
forecast of 13,300 disconnect and reconnect requests per year.

4.1.3 Summary of Expenditures

The planned expenditure for demand work in 2015 is $92.4 million with the proposed
spending increasing over the five year period on average by 1% annually. Since these
programs are demand driven, costs vary from year over year. The planned expenditures
are in line with the average historical spending.
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1 4.2 Line Maintenance

3 4.2.1 Introduction

5 The line maintenance program is required to provide ongoing preventive and corrective

6  maintenance on line assets. This maintenance may include the repair or replacement of

7 minor equipment components. This program also includes line patrols used to identify

8 defects and collect asset information which is a key component in the assessment of line

9 assets.

10

11 4.2.2 Investment Plan

12

13 The line maintenance program is divided into three categories, as described in Table 6.

14

15 Table 6
16 Line Maintenance
17 ($ Millions)
. Historical Years Bridge Test Years
Description Year
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Preventive and Corrective | 1> | 135 | 91 | 102 | 102 | 167 | 17.0 | 173 | 17.7 | 180
Maintenance
Line Patrols 14.0 9.0 8.7 10.3 5.6 5.7 59 6.0 6.1 6.2
Sentinel Lights 0.8 0.9 0.9 0.7 1.0 1.0 1.1 1.1 1.1 1.1
Total | 29.0 | 234 | 18.7 | 21.2 16.8 235 [ 239 | 244 | 249 | 254

18

19

20  Preventive and Corrective Maintenance

21

22 Hydro One Distribution’s preventive maintenance of line equipment is undertaken on a

23 planned basis and includes maintenance on line reclosers, regulators, insulators, and
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three-phase air break and load break switches. There are approximately 12,000 reclosers,

2,300 line regulators, and 2,600 three phase switches in the distribution lines system.

Hydro One Distribution’s corrective line maintenance activities are focused on the repair
and replacement of minor defective components. These may include broken guy wires,
damaged insulators, and faulty lightning arresters. The maintenance of these line assets
ensures the continued operation of the distribution system which plays an important role

in maintaining the level of reliability to customers.

Defects typically occur due to normal deterioration brought on by age and component
usage, but in some cases system wide problems with particular components also drive
corrective action. All defects are identified and logged during line patrols. The defects
are categorized based on the requirements of the Distribution System Code and corrected
in an appropriate time frame. Where possible, defects corrections are combined with
other work to improve operational efficiency. The proposed spending for the test years is

based on a forecast of approximately 20,000 defect corrections per year.

Line Patrols

The patrol of distribution lines is required by Appendix C — Minimum Inspection
Requirements of the Distribution System Code. These line patrols are undertaken to
identify public safety hazards, damaged equipment, or any other defects that may impact
the safe and reliable operation of the distribution system. Line patrols are also a key
component in the assessment of condition of distribution assets. Hydro One Distribution
patrols one-sixth of all rural feeders and one-third of all urban feeders each year to
identify defects for corrective action. Identified defects requiring immediate attention are
corrected under the trouble call programs as discussed in Section 4.1 of this Schedule and
Section 4.1 of Exhibit D1, Tab 3, Schedule 2. Less serious defects are addressed on a
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planned basis. This approach meets the requirements of the Distribution System Code.
Overhead, underground, and submarine assets are all inspected during a distribution line
patrol. While these inspections are typically visual in nature, other techniques, including
sounding and boring test for poles and time domain reflectometry tests for submarine

cables, are employed when necessary.

Sentinel Lights

The sentinel light program provides outdoor lighting for rural customers and has been in
existence in Ontario for over 20 years. Hydro One Distribution has a contractual
obligation to honour commitments made by the former Ontario Hydro for existing

installations, but no longer accepts requests for new sentinel light installations.

There are currently approximately 31,000 sentinel lights managed by Hydro One
Distribution, generating approximately 2,000 maintenance responses per year.

4.2.3 Summary of Expenditures

The planned expenditure for line maintenance in 2015 is $23.5 million, with the proposed
spending increasing over the five year period on average by 2% annually. The preventive
and corrective maintenance program is forecasted to exceed its historical spending levels
due to increased efforts to remove defects from the distribution system. However,

improvements to the distribution patrol program are expected to have an offsetting effect.
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4.3  PCB Equipment and Waste Management

4.3.1 Introduction

The PCB Equipment and Waste Management program includes the inspection and testing
of line equipment potentially contaminated with PCBs, along with the management of
waste generated during the course of maintaining distribution assets. These activities
ensure that Hydro One Distribution operates in an environmentally responsible manner
that minimizes the risk to human health and the environment and remains in compliance |

with applicable regulations.

4.3.2 Investment Plan

This program is divided into two categories, as described in Table 7.

Table 7
PCB Equipment and Waste Management
($ Millions)

Description Year

Bridge

Historical Years Test Years

2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019

PCB Lines Equipment
Inspection and Testing

1.0 | 0.0 | 0.0 0.0 2.2 6.0 | 129 | 132 | 134 | 13.7

Waste Management 3.9 40 | 5.0 4.6 5.2 5.3 5.4 5.5 5.6 | 5.7

Total | 49 | 40 | 50 4.6 7.4 113 | 183 | 18.7 | 19.1 | 194

19

20

21

22

23

24

25

PCB Lines Equipment Inspection and Testing

This program includes the inspection and testing of oil filled distribution line equipment
to determine their PCB contamination level. Equipment manufactured prior to 1985 may
contain insulating oil contaminated with PCBs. Environment Canada has issued



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Updated: 2014-05-30
EB-2013-0416
Exhibit C1

Tab 2

Schedule 2

Page 24 of 42

regulations that require the removal of pad mounted equipment with insulating oil that
contains PCB contamination levels above 500 ppm by 2009 and the removal of all pole
mounted line equipment with insulating oil that contains PCB contamination levels above
50 ppm by 2025.

Hydro One Distribution initially focused on the inspection and testing of pad-mounted
transformers. Testing of these transformers was completed in 2010. Beginning in 2014,
pole mounted line equipment will be inspected and tested. From past experience with
PCB testing, Hydro One Distribution projects that approximately 8% of all transformers
will exceed the 50 ppm threshold and will need to be retired as part of the Lines PCB
Equipment Replacements Program discussed in Section 4.3 of Exhibit D1, Tab 3,
Schedule 2. In order to satisfy the PCB regulations by 2025, Hydro One Distribution will
perform approximately 44,000 inspections and approximately 26,000 tests annually. Oil
filled equipment inspected and found to contain PCB contamination levels above the
approved threshold are replaced under Sustaining Capital program discussed in Exhibit
D1, Tab 3, Schedule 2. Hydro One Distribution’s targets for these replacements are
discussed in Exhibit A, Tab 4, Schedule 4.

Waste Management

Hydro One Distribution’s daily activities also generate regulated waste, such as lead,
cadmium, mercury, etc. that are required to be managed and disposed of in accordance
with Provincial and Federal Environmental regulations. Once transformers and other
distribution equipment are removed from service, there is a requirement to manage the

resulting solid and liquid waste materials in an environmentally approved manner.
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This management includes reporting of PCB inventories to regulatory authorities,
disposal and destruction of these inventories, disposal of non-contaminated oils, and

management and disposal of other wastes.

4.3.3 Summary of Expenditures

The planned expenditure for 2015 is $11.3 million with an increase to $18.3 million in
2016. The proposed spending continues to increase over the 2017 to 2019 period by 2%
annually. This represents an increase over the historical spending which is required to
address the PCB regulations set out by Environment Canada.

Reduced funding would result in the deferral of a large amount of PCB inspection and
testing work until closer to the 2025 deadline and would require even larger annual
expenditures in later years, along with significant labour resources to meet the
requirements. Failure to complete the mandated PCB removal by the deadline would
result in Hydro One Distribution being non-compliant with the PCB regulations and
incurring financial penalities. It would also impact Hydro One Distribution’s
environmental stewardship commitment for responsible waste management and hamper

the ability to comply with waste management regulations.

4.4 Other Services

4.4.1 Introduction

The Other Services program is required to address a number of miscellaneous services,

including response to customer inquiries, idle transmission line rental, tracking of service

quality indicators, funding of specific community events, and completing joint use audits.
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4.4.2 Investment Plan

The Other Services program is divided into four categories as described in Table 8.

5 Table 8
6 Other Services
7 ($ Millions)
. Historical Years Bridge Test Years
Description Year
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019

Customer Inquiries 5.2 54 | 64 8.8 55 5.6 5.6 5.8 59 | 6.0
Investigationsand Data |y 5 | 59 | 10 | 12 | 20 | 20 | 20 | 21 | 21 | 22
Collection
Miscellaneous Services 3.1 2.8 3.0 2.1 25 25 2.6 2.6 2.7 2.7
Transmission ldle Line -\ 1|1 53 | 39 | 40 | 41 | 42 | 43 | 43
Rental

Total | 9.8 9.1 | 104 | 144 13.8 141 | 143 | 147 | 150 | 153

10

11

12

13

14

15

16

17

18

19

20

21

22

Customer Inquiries

This is a customer focused program that includes the work required to respond to
inquiries concerning customer services, bills, location of Hydro One Distribution assets
on customer properties, planned and unplanned outages, power quality complaints, and
clarifications on policies. The number of inquiries can vary from one year to the next.
The proposed spending forecast is based on the historic volume of approximately 8,000

inquiries per year.

Investigations and Data Collection

This program includes the work required to respond to requests for detailed information
on distribution station and line assets. It addresses information requirements related to

specific requests for the condition of selected assets, public and employee safety hazards,
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unacceptable system performance, and audits of joint use facilities and data required to
support responses to customer reliability concerns.

Miscellaneous Services

This program includes a number of activities; pole rental payments to Local Distribution
Companies (“LDCs”) where Hydro One Distribution wires are supported by these poles,
LDC switching requests, collection and reporting service quality indicators to the Ontario
Energy Board on an annual basis, and miscellaneous engineering and environmental

support.

Transmission Idle Lines Rental

This expenditure is for the annual rental payments to Hydro One Transmission for Hydro
One Distribution’s use of transmission facilities to supply power to customers at

distribution voltages.

4.4.3 Summary of Expenditures

The planned expenditure for 2015 is $14.1 million with the proposed spending increases
over the five year period on average by 2% annually. The majority of these expenditures
are ‘demand’ driven and are based on historic customer demands and forecast workload.
These planned expenditures are greater than the historic average spending as a result of

the addition of the Transmission Idle Line Rental commitments.
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5.0 METERING

Hydro One Distribution currently owns and maintains revenue meters of two main types:
Retail Revenue Meters and Wholesale Revenue Meters. The retail revenue meters are
used to measure energy consumption for retail customers. Whereas the wholesale
revenue meters are used to settle the purchase of energy where the point of supply is

directly connected to the IESO-controlled grid.

Metering Sustaining OM&A expenditures are required to operate and maintain the
existing metering assets. Hydro One Distribution manages its Metering Sustaining

OM&A program by dividing the program into three categories:

1. Retail Revenue Meters, which funds the OM&A investments to perform routine and
corrective maintenance;

2. Wholesale Revenue Meters, which funds the OM&A investments to perform routine
and corrective maintenance, and to support IESO registration or inspection processes;
and

3. Telecom, Monitoring & Control, which funds the OM&A investments to enable
collection of energy consumption data, and to control and operate sectionalizing
switches and electronic reclosers installed on distribution system.

Required funding for the test years 2015 to 2019, along with spending levels for the

bridge and historic years are provided in Table 9 for each category.
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1 Table 9
2 Metering Sustaining OM&A
3 ($ Millions)
Historical Years Bridge Test Years
Description Year
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Retail Revenue Meters* 21.7 | 221 | 9.1 104 13.6 126 | 12.7 | 123 | 12.6 | 13.0
Wholesale Revenue Meters | 1.3 1.8 1.8 1.9 2.3 2.4 2.4 25 2.6 2.6
Telecom, Monitoringand | 4 4 | 57 | 33 | 35 | 35 | 35 | 36 | 37 | 37 | 38
Control
Total | 24.1 | 26.6 | 14.2 | 15.8 19.4 185 | 187 | 185 | 189 | 194

4
5
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* Includes the OM&A expenditures associated with the implementation of the Smart Meter project for
historical years 2010 and 2011 in the amount of $14.5 million and $15.4 million respectively.

The overall Metering Sustaining OM&A expenditures for the test year 2015 is in line
with the 2014 bridge year and continues to remain relatively constant over the five year

period.

5.1 Retail Revenue Meters

5.1.1 |Introduction

There are three types of retail revenue meters utilized on the Hydro One distribution

system based on average monthly demand. The types include:

e Approximately 1.2 million smart meters measuring energy consumption for
residential and other customers whose average monthly demand is 50 kW or less
under the Time of Use (“TOU”) pricing scheme;

e About 7,300 electronic demand meters for small business customers with an average
monthly electricity demand greater than 50 kW; and

e About 1,300 interval meters for existing business customers whose demand exceeds
1,000 kw, recently connected customers whose demand exceeds 200 kW and

customers below the threshold who have requested interval meters.
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Retail revenue meters are required to be operated, maintained and verified in accordance
with requirements of the Electricity and Gas Inspection Act, Measurement Canada, and

the market rules.

5.1.2 Investment Plan

The retail revenue meter program is required to carry out meter sampling, which includes
verification of the accuracy by an accredited meter verifier. The program also addresses
the replacement of faulty meters and other components (such as elements of the

communication network which support the meters).

Based on recent operational experience approximately 18,000 out of the existing 1.2
million retail meters are required to be removed and replaced each year due to random

failures, damage or obsolescence.

Meter verifications are required every 6 or 10 years depending on meter classification,
typical residential type meters are on a 10 year frequency. Typical meter verifications
involve the testing of a statistically derived sample group of meters, according to a
sampling program monitored and regulated by Measurement Canada. If the sample
passes, then all meters in that sample group are deemed verified; however, if the sample
fails, then all meters in that sample group are required to be replaced. For meters that do
not qualify to be sampled, such as commercial or industrial meters, then each meter seal

must be individually verified.

Hydro One Distribution has implemented the deployment of smart meters to all
residential customers as directed by the Ministry of Energy. Hydro One Distribution
continues to examine smart meter options with appropriate communication platforms for

its demand and interval-metered customers. If there is a viable smart meter option, Hydro
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One Distribution will develop and implement smart metering plans for these types of

retail revenue meters.

5.1.3 Summary of Expenditures

The planned expenditure for 2015 is $12.6 million with the proposed spending increasing
over the five year period on average by 1% annually. The test years proposed spending
represents an average increase of 60% over the historical spending, with the exclusion of
the 2010 and 2011 Smart Meter project OM&A costs. This increase is a result of meter
verification sampling quantities returning to normal levels. Hydro One Distribution
received a dispensation from Measurement Canada which allowed meters coming due for
verification to remain in place without verification to avoid inefficiencies which would
result from verifying meters that were planned for imminent replacement by smart
meters. As a result of this dispensation, costs associated with maintaining retail revenue

meters have been lower during the years leading up to 2013.

5.2 Wholesale Revenue Meters

5.2.1 Introduction

Since 2003, in accordance with market rules, accountability for legacy wholesale revenue
meters (“WRMSs”) owned by Hydro One Transmission, but used to settle Hydro One
Distribution energy purchases from the IESO-administered market, have been
transitioning to Hydro One Distribution ownership. By the end of 2013, Hydro One
Distribution has assumed accountability for 387 WRMs.

Wholesale revenue meters are required to be operated, maintained and verified in

accordance with the IESO wholesale market rules.
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5.2.2 Investment Plan

The wholesale revenue meter program is required to provide preventative and corrective
maintenance, meter re-sealing and verification, trouble call response, IESO registration,

and routine maintenance as required by the IESO market rules.

Wholesale revenue meters are subject to IESO inspections to verify compliance of
metering installations with technical specifications contained in the market rules. Any
identified deficiencies must be corrected within the prescribed time limits. In general,

wholesale meters are re-verified or re-sealed every 6 years.
As Hydro One Distribution is an IESO-registered meter service provider, it will provide
all servicing for its WRMs to ensure accurate wholesale billing by the IESO, and to

comply with the market rules and Measurement Canada regulations.

5.2.3 Summary of Expenditures

The planned expenditure for 2015 is $2.4 million with the proposed spending increasing
over the five year period on average by 2% annually. The test years proposed spending
represents an average increase of 40% over the historical spending. This increase is a
result of the gradual increase in the number of WRMs, due to new transformer stations
and new wholesale meter points as a result of LDC acquisitions, which Hydro One

Distribution has assumed accountability to maintain.
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5.3  Telecom, Monitoring and Control

5.3.1 Introduction

A telecommunication link to retail smart meters is required for the remote interrogation
of the meters in order to obtain energy consumption data for billing processes. Hydro
One Distribution also has telecommunication requirements associated with some
sectionalizing switches which remotely control feeders, and provide monitoring and

control of some distribution stations from the Distribution Management System (DMS).

5.3.2 Investment Plan

The telecom, monitoring and control program is required to:

e maintain and troubleshoot the telecommunication infrastructure which collects energy
consumption data from the retail smart meters, and

e maintain telecommunication infrastructure in order to facilitate the upgrade of
demand metered customers with electronic demand meters. Note: Hydro One
Distribution is looking to leverage its existing network for these meters to minimize
3" party telecom charges. However, where this option is not available, telecom leased

circuits will be used to provide remote interrogation.

The maintenance of telecommunication infrastructure ensures the continued operation of
the distribution system which plays an important role in maintaining the level of
reliability to customers and ensuring collection of energy consumption data required for

customer billing.

As Hydro One Distribution continues to modernize its distribution network, there will be

a need for further telecommunication capability to control the new intelligent devices
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(such as sectionalizing switches, electronic reclosers, etc.) to provide sufficient network

coverage.

5.3.3 Summary of Expenditures

The planned expenditure for 2015 is $3.5 million with the proposed increasing over the
five year period on average by 2% annually. The test years proposed represents an
average increase of 30% over the historical spending. This increase is a result of the
gradual increase in telecommunication requirements resulting from the smart meters and

the modernization of the distribution network.

6.0 VEGETATION MANAGEMENT

Hydro One Distribution has approximately 102,000 km of distribution rights-of-way,
which traverse three forest regions in the Province of Ontario. The predominant region,
the Great Lakes - St. Lawrence forest region, consists of mixed conifer and deciduous
forests stretching from the edges of the Great Lakes and the St. Lawrence River west to
the Manitoba boarder. The other two regions include the deciduous forests of

southwestern Ontario and the boreal forests of northern Ontario.

The vegetation management program manages clearances to energized equipment to
maintain an acceptable and sustainable level of reliability, manages safety hazards posed
by trees in proximity to energized lines, manages plant species on the right-of-way floor
to permit worker access for maintenance and restoration of power, and minimizes
environmental, ecological and social impacts. Strategically, this program aims to
improve customer satisfaction through managing the largest contributor to system
outages, vegetation. The vegetation management program has been created to address

operational effectiveness by continuing to pursue a stable clearing cycle on an average 8-
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year cycle that will result in improving system reliability and reducing the life-cycle cost
of managing vegetation over time. Hydro One Distribution’s targets for vegetation related

interruptions are discussed in Exhibit A, Tab 4, Schedule 4.

Hydro One Distribution manages its vegetation management OM&A program through
five activities:

1. landowner notification,

2. line clearing,

3. brush control,

4. demand vegetation management, and

5

hazard tree removal

These annual programs are managed using a risk based approach (outlined in Exhibit A,
Tab 17, Schedule 7) that considers vegetation condition data, right-of-way age, reliability
data, and issues identified by Hydro One Distribution personnel and the general public.
Activities are planned to optimize impacts to the distribution system and are audited to

ensure continuous improvement.

Required funding for the test years 2015 to 2019, along with the spending levels for the

bridge and historical years are provided in Table 10 for each category.



Updated: 2014-05-30
EB-2013-0416

Exhibit C1

Tab 2

Schedule 2

Page 36 of 42
1 Table 10
2 Vegetation Management OM&A
3 ($ Millions)

Historical Years Bridge

Description Year Test Years

2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Landowner 75 | 73 | 71 | 77 71 73 10.1 | 10.0 8.8 8.8
Notification

Line Clearing | 79.8 | 815 | 87.4 | 832 | 92.3 954 | 117.6 | 1203 | 107.0 | 99.9
Brush Control | 34.8 | 31.2 | 347 | 356 | 314 316 | 428 | 428 | 382 | 37.0
Demand

Vegetation 81 | 73 | 70 | 82 8.1 7.4 6.8 6.9 6.8 6.9
Management

Hazard Tree i - lo2 | 02| o3 03 | 03 | 03 0.3 0.3
Removal

Total 130.2 | 127.3 | 136.4 | 134.9 | 1391 | 1420 | 177.6 | 1803 | 161.1 | 152.9

4
5  The overall Vegetation Management OM&A expenditures for the test year 2015 are
6  approximately 2% greater than the 2014 bridge year. Vegetation Management OM&A
7 continues to grow on average 25% annually over the 2016 and 2017 period. These
8 expenditures allow for a concentrated effort to bring all rights-of-way to an efficient
9 cycle duration of eight years. Unit cost increases reflect the increased tree densities and

10 work complexities resulting from clearing overgrown rights-of-way. The use of

11 herbicide, which is a best practice in vegetation management, is also contributing factor

12 to the unit cost increase, however this upfront investment is expected to reduce future

13 vegetation manangement workload in the next planned cycle clearing through reducing

14 the regrowth of vegetation.

15

16 While line clearing and brush control programs are growing through the test years to

17 reflect the sustaining of an average 8-year cycle (as mentioned above), a number of

18 initiatives are being undertaken to contain increases in vegetation maintenance costs.

19

20  These savings are being realized through:
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e Eliminating the asset condition assessment program and sourcing the data
collection from the line patrols;
e Leveraging mechanization (i.e. feller bunchers and mechanical brush control) to
improve operational effectiveness in high density vegetation areas; and
e Utilizing cost effective external labour to resource the ramp up in the brush

control and line clearing programs.

By 2018 and 2019, the crest of the backlog wave will have been addressed and Hydro
One Distribution will begin to realize the cost benefits of returning feeders on cycle. This
is reflected in the declining spending levels for those years and will drive the overall cost

of the work program down to a level that is cost efficient and sustainable for the long run.

6.1 Landowner Notification

6.1.1 Introduction
Prior to starting line clearing and brush control, property owners are consulted to review
the work plan for their property and to resolve issues concerning tree removal, tree

pruning, brush control, property related restrictions and environment concerns.

6.1.2 Investment Plan

The customer notification program includes the consultation process with the property
owner, job planning, and the acquiring of approvals from other groups, including
Municipalities and the Ministry of Natural Resources, as required. These planning and
project management activities are essential for Hydro One Distribution to complete its
annual planned vegetation management work programs with minimal disruption, and to

manage customer and property owner concerns in a responsible and proactive manner.
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6.1.3 Summary of Expenditures

The planned expenditure for 2015 is $7.3 million with the proposed spending increasing
over the five year period. The unit costs for landowner notifications remain stable over
the period. The increase is a result of a higher volume of landowner notifications required
in conjunction with increases in the line clearing and brush control programs over the

same period.

6.2 Line Clearing

6.2.1 Introduction

The distribution line clearing program manages the right-of-way edge to meet clearance
and reliability expectations, ensure public and employee safety, and minimize

environmental, ecological and social impacts.

6.2.2 Investment Plan

The line clearing program manages vegetation along the right-of-way edge by:
1) Removing damaged or diseased trees that pose a threat of falling into a line; and

2) Pruning trees to maintain clearances to energized facilities.

A high proportion of this program has been focused on older, overgrown rights-of way
over the historic years; however as outlined in Exhibit D1, Tab 2, Schedule 1, Hydro One
Distribution has approximately 23% of right-of-way kilometers beyond the 8-year cycle
target. In order to improve the life cycle costs of the vegetation management program and
the reliability of the distribution system under both normal conditions and during storm

events, Hydro One Distribution is proposing a short term increase in the line clearing
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work program in 2016 and 2017 to 14,250 km annually. This increase was based on the
age, forest conditions, reliability performance, resourcing, operational costs and
maintenance histories of the backlog of rights-of-way beyond the 8-year cycle target.
After these two years, the line clearing work program will return to 12,750 km annually,
which will sustain the 8-year cycle target. By 2019 program costs will better align with
historical spending and reflect the reliability and life-cycle cost benefits of maintaining

the system on the 8-year cycle targets.

6.2.3 Summary of Expenditures

The planned expenditure for 2015 is $95.4 million with proposed spending increasing
over the five year period. The increase in spending represents a five year plan to bring all
rights-of-way to an efficient 8-year line clearing cycle.

6.3  Brush Control

6.3.1 Introduction

The brush control program manages the vegetation on the right-of-way floor to minimize
the presence of trees that can grow tall enough to contact the overhead lines and prevent

access to our assets.

6.3.2 Investment Plan

Hydro One Distribution uses an Integrated Pest Management approach to the brush
control program. This approach is a provincially mandated pest management approach
that uses an adaptive strategy to managing non-compatible plant species on the rights-of-

way. The approach uses a combination of mechanical, chemical and motor manual
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methods to lower the life cycle maintenance costs of the right-of-way. Through effective
management of non-compatible vegetation, Hydro One Distribution is able to facilitate
access to equipment for inspection and maintenance activities as well as emergency
response. It will also reduce the safety risks from vegetation growing into electrical
equipment. As brush control is performed in conjunction with line clearing, the proposed
spending for the test years is forecasted based on the same accomplishment levels as the

line clearing program.

6.3.3 Summary of Expenditures

The planned expenditure for 2015 is $31.6 million with the proposed spending increasing
over the five year period. Mirroring the line clearing program, the brush control program
has increased spending through 2017 to address the maintenance backlog. After older,
overgrown feeders have been cleared, the 2018 program and beyond will focus on
sustaining and managing compatible vegetation on the right-of-way floor. Therefore

program expenditures will stabilize and keep pace with the rate of vegetation growth.

6.4  Demand Vegetation Management

6.4.1 Introduction

All of the 102,000 km of rights-of-way are situated in the public domain and the
management of vegetation on and adjacent to these rights-of-way is of interest to many of
Hydro One Distribution customers, property owners, municipalities, and government
ministries. Each year these groups identify emergent vegetation issues that are addressed
outside of the planned programs described above. This is a critical component of the

vegetation risk management to ensure customer reliability and public safety.
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6.4.2 Investment Plan

Demand vegetation management work initiated by the public includes the removal of
trees that may fall into a line, restoring clearances to energized equipment and removing
healthy trees as required by property owners at locations that are not within the current

year’s planned program.

In addition to issues raised by external stakeholders, a number of the reliability and safety
issues are identified by Hydro One Distribution personnel each year. These issues may
be identified through line patrol observations, routine trouble call response, or reliability

monitoring. Once identified, issues are addressed in an off-cycle manner.

6.4.3 Summary of Expenditures

The planned expenditure for 2015 is $7.4 million with the proposed spending decreasing
in 2016, before stabilizing over the remainder of the period. This decrease reflects the
relationship between the expected success of the planned line clearing and brush control

programs reducing the volume of demand vegetation management activities.

6.5 Hazard Tree Removal

6.5.1 Introduction

The hazard tree removal program is a new mid-cycle maintenance program that targets

emergent hazard trees on high priority distribution feeder sections.
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6.5.2 Investment Plan

Industry benchmarking has identified a hazard tree removal program as a best practice
management approach for mitigating the risk of trees falling onto assets. This new
program to the vegetation management portfolio is employed to mitigate some of the
risks associated with having a longer than average maintenance cycle. The objective of
the hazard tree removal program is to decrease asset liability and reduce tree related

outages on high priority line sections outside of our regular line clearing program.

6.5.3 Summary of Expenditures

The planned expenditure for 2015 is $0.3 million with the proposed spending remaining
constant over the five year period. As a new program, spending for the hazard tree
program is relatively small compared to other programs. The program is being rolled out
gradually to allow the concept to be operationally proven and to allow for efficient

processes to be established.
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DEVELOPMENT OM&A

1.0 INTRODUCTION

Development OM&A expenditures are required to ensure safe, reliable and efficient
operation and development of the distribution system. Data collection and analysis
activities are undertaken that ensure existing and forecast customer load and generation
demands are met, to maintain distribution system reliability and to ensure the impact of
distributed generation that is connected to the system are effectively monitored. These
expenditures also ensure that standards are in place to meet distribution construction and

planning needs, as well as legal and regulatory requirements.

20 DEVELOPMENT OM&A SUMMARY

Development OM&A expenditures are broken down into four main functional areas:
(1) Data Collection, Engineering and Technical Studies;

(2) Distributed Generation Connections;

(3) Standards & Technology; and

(4) Smart Grid Standards and Technology.

The table below provides a summary of how each of the program areas aligns to the four

key outcomes in the OEB’s Renewed Regulatory Framework for Electricity Distributors.
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OEB Outcome Relevant References

Customer Focus Section 2.2 | Distributed Generation Connections

Section 2.4 | Smart Grid Standards and Technology

Operational Section 2.1 | Data Collection, Engineering and Technical Studies
Effectiveness Section 2.3 | Standards and Technology
Public Policy | Section 2.2 | Distributed Generation Connections

Responsiveness Section 2.3 | Standards and Technology

Section 2.4 | Smart Grid Standards and Technology

Financial Section 2.1 | Data Collection, Engineering and Technical Studies

Performance

Data Collection, Engineering and Technical Studies include activities such as collection
and analysis of loading information, feeder balancing, protection review studies, short
circuit studies and power quality investigations that are required to support investment

decisions.

Distributed Generation Connection studies are undertaken to evaluate the impact of
connecting new or modified generation projects to the Hydro One distribution system as
per the requirements of the Distribution System Code (“DSC”). Expenditures in this area
include program oversight costs, monitoring connection process effectiveness and
monitoring and managing impacts of Distributed Generation connections on the

distribution system.

The Standards and Technology function covers the development of new and the review
of existing technical distribution standards. These are undertaken in response to internal

business requirements as well as compliance requirements set by authorities outside
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Hydro One Distribution, such as the Electrical Safety Authority (“ESA”). The

technology portion of the program encompasses research and development projects.

The Smart Grid Studies function is a critical component of Hydro One’s Smart Grid
Deployment Plan. This provides research to support grid modernization activities such as
the safe and reliable integration of distributed generators, energy storage and electric
vehicles into the distribution system and to address issues that arise in the Smart Grid

Program.

The funding for 2015 through 2019, along with the spending levels for the bridge and

historic years are provided in Table 1.

13 Table 1

14 Summary of Development OM&A

15 ($ Million)
Description Historic Bridge Test

2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Data Collection, Engineering
Distribution Generation
Connections 00 | 28 | 29 [ 25 | 20 | 22 | 20 | 20 | 20 | 21
Standards and Technology 54 | 61 | 42 | 40 | 56 | 56 | 58 | 60 | 61 | 63
. - 7

Smart Grid Studies 03 | 27 | 37 | 05 | 61 29 | 52 | 43 | 43 | 44
TOTAL 12.3 | 15.8 147 | 111 18.4 15.4 17.7 17.0 17.3 | 17.8

! Distribution Generation connections costs have been tracked in a deferral account as approved in
proceeding EB-2009-0096, the planned disposition of this account is outlined in Exhibit F1, Tab 1,
Schedule 3.

% The costs associated with Smart Grid Studies from January 1, 2010 to December 31, 2012 have been
tracked in a deferral account as approved in proceeding EB-2009-0096, the planned disposition of this
account is outlined in Exhibit F1, Tab 1, Schedule 3.
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The increase in overall spending in the test years relative to historical expenditures is

largely attributed to the following:

e Data Collection, Engineering and Technical Studies spending was significantly higher
in 2010 as Distribution Generation Connections OM&A expenditures were originally
included in this funding. Distribution Generation Connections expenditures have been
tracked separately since 2011.

e The combined total of Data Collection, Engineering and Technical Studies and
Generation Connections OM&A expenditures in the test years are consistent with
historical actuals.

e Standards and Technology spending is relatively flat over the test years compared to
the bridge and historic years.

e Smart Grid Studies expenditures have ramped up with the industry focus on new
technology implementation and expenditure variations in the bridge and test years are

largely due to the timing of project studies.

Details on the line items presented in Table 1 are provided in the sections below.

2.1  Data Collection, Engineering and Technical Studies

Activities performed under Data Collection, Engineering and Technical Studies involve
the gathering and analysis of system data to identify capability and reinforcement needs.
Most of Hydro One’s distribution system does not contain real time monitoring
equipment. Data is routinely collected through a series of studies and measurements from
annual feeder loading surveys to ensure that up-to-date and accurate information on the
operating characteristics of the distribution system is available to make investment
decisions. This data is used to assess the adequacy of the distribution system to meet

system requirements and customer demand, and to identify investments to System
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Capability Reinforcement for lines and stations to ensure reliable operation of the
electrical system. The System Capability Reinforcement investments are detailed in
Exhibit D1, Tab 3, Schedule 3.

The distribution system data collected is also used to create models and conduct various
studies. These studies include load flow analysis; over-current protection studies; minor
impact studies on components of the system; and short circuit studies to facilitate
customer connections or upgrades. Load flow analyses and over-current protection
studies are conducted on a six-year cycle to ensure that the Hydro One Distribution
system is compliant with the DSC and associated supply standards (e.g. voltages
maintained within acceptable limits). Furthermore, these studies are effective for
minimizing line losses and mitigating safety risks on the system. Minor impact and short

circuit studies are performed on an as-needed basis.

Included in this area are expenditures required to sustain and support customized tools
which are used to perform various technical studies. The overall Data Collection,
Engineering and Technical Study program includes ongoing work that is required to
avoid service quality deterioration. The annual expenditures required for this program
are $4.7 million for 2015 through 2017; $4.9 million in 2018; and $5.0 million in 2019.

These expenditures are critical to effective management of the distribution system and the
assets. If these activities were not performed, there would be a lack of data available on
which to base investment decisions, and an inability to properly analyze the needs of the
system to meet customer requirements. In addition, there would be an increased risk of
electrically overloading system assets, possibly resulting in equipment damage, and
allowing system performance to deteriorate. This would lead to higher line losses,
declining reliability for customers and service quality degradation (e.g. voltage

degradation, increased frequency of outages, and increased outage duration).
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2.2 Distributed Generation Connections

Hydro One’s investment plans are based on Ministry of Energy (“MOE”) directives on
distributed generation (“DG”) facilities and the Ontario Power Authority (“OPA”) Feed-
in Tariff (“FIT”) programs for DGs of different sizes. On May 30, 2013, the MOE issued

a directive (http://news.ontario.ca/mei/en/2013/05/ontario-working-with-communities-to-

secure-clean-energy-future.html) regarding the OPA’s Small FIT and MicroFIT

procurement for small Capacity Allocation Exempt (“CAE”) DGs and micro-embedded
DGs, respectively. The first procurement for fall 2013 was announced to be 70 MW of
Small FIT and 30 MW of MicroFIT DGs. Thereafter, the annual CAE and micro-
embedded generation procurement for the years 2014 - 2018 is 150 MW and 50 MW,
respectively. Combining the new procurements for CAE and micro-embedded projects
with the previously contracted projects provides the connection forecast for 2014 — 20109.
For the CAR projects, there are no new procurement targets at this time but existing
contracted projects will continue to be connected in the 2014 — 2019 period. The

connection forecast for all three categories is presented in Table 2.

Table 2
2014-19 Distributed Generation Connections Forecast
Program Type 2014 2015 2016 2017 2018 | 2019
Capacity Allocation Required (“CAR”) Projects
- Greater than 500 kW on 15 kV and
above
39 38 38 14 1 1

or
Greater than 250 kW on 15 kV and

below



http://news.ontario.ca/mei/en/2013/05/ontario-working-with-communities-to-secure-clean-energy-future.html
http://news.ontario.ca/mei/en/2013/05/ontario-working-with-communities-to-secure-clean-energy-future.html
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Program Type 2014 | 2015 | 2016 | 2017 | 2018 | 2019

Capacity Allocation Exempt (“CAE”) Projects
- No greater than 500 kW on 15 kV and
above
262 262 262 188 188 188
or
- No greater than 250 kW on 15 kV and

below

Micro-embedded Projects
- No greater than 10 kW

1600 1400 1200 1000 800 600

The OM&A expenditures include costs associated with field coordination of connections,
CAE and CAR Preliminary Cost Estimates, Power Quality (“PQ”) Investigation and
Monitoring, and System Impact Assessment (“SIA”) applications to the Independent
Electricity System Operator (“IESO”).

The field coordination of connections expenditures are incurred by field staff while
completing distribution generation work related to Connection, Expansion and
Renewable Enabling Investments (“REI”).

The CAR preliminary cost estimates expenditures are associated with producing an
itemized estimate for the overall connection of a CAR DG. The itemized estimates

identify cost allocations into Connection, Expansion and REI assets.

The CAE preliminary cost estimates expenditures are associated with assessing CAE DG
connection applications, performing a Connection Impact Assessment (“CIA”) once an
application is accepted and providing an itemized preliminary cost estimate based on the
CIA.

The PQ Investigation expenditures are related to investigations carried out for selected

DGs at the point of connection and along the Hydro One distribution system surrounding




10

11

12

13
14

15

16
17
18
19

20

Filed: 2014-01-31
EB-2013-0416
Exhibit C1

Tab 2

Schedule 3

Page 8 of 13

the DG. These investigations are completed on a demand basis and include expenditures

associated with data collection and analysis.

The PQ Monitoring expenditures are related to ongoing collection and storage of PQ data
for all DGs larger than 250 kW. The purpose of the ongoing PQ data collection is to
proactively monitor system performance to aid in identifying potential issues and
problems early on in order to maintain power quality on the Hydro One distribution

system.

The SIA applications expenditures are 100% recoverable and thus Hydro One’s net

expenditures are $0. Further, there are no SIAs forecast for the test years as there is no

procurement announced for DGs greater than 500 KW.

Table 3 shows the breakdown of the Generation Connection OM&A expenditures into

the categories described above.

Table 3
Summary of Generation Connection OM&A
($M)

2014 2015 2016 2017 2018 2019 Total
Coordination of 11 11 12 12 12 12 7.0
Connections
CAE
Preliminary Cost 0.2 0.3 0.2 0.1 0.1 0.1 0.8
Estimate
CAR
Preliminary Cost 0.1 0.1 0.0 0.0 0.0 0.0 0.1
Estimate
PQ Investigation 0.2 0.2 0.2 0.2 0.2 0.2 1.3
PQ Monitoring 0.5 0.5 0.5 0.5 0.5 0.6 3.1
SIA Applications 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total 2.0 2.2 2.0 2.0 2.0 2.1 12.3
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Direct Benefits

Consistent with the requirements of Regulation 330/09, a portion of the expenses
associated with the connection of renewable generators are allocated to Hydro One
ratepayers and a portion of the costs are allocated to all Provincial ratepayers. These

allocations are explained in Exhibit F, Tab 1, Schedule 3, Attachment 3.

Table 4 shows the expense allocation between Hydro One ratepayers and Provincial

ratepayers for the historic, bridge, and test years.

Table 4
Historic and Forecast OM&A Expense Allocation
(M)
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Hydro One | 5 | 03 | 903 | 03 | 02 | 02 | 02 | 02 | 02 | 02
Ratepayer
Provincial 155 | 55 | 26 | 22 | 1.8 | 19 | 18 | 1.8 | 1.8 | 19
Ratepayer
Total 00 | 28 | 29 | 25 | 20 | 22 | 20 | 20 | 20 | 21

2.3  Standards and Technology

The Standards and Technology Program provides funding to develop and maintain Hydro
One distribution standards, which are driven by public and worker safety, equipment
obsolescence, evolving regulatory requirements, technological advancements and chanes
in work methods. Technical standards form a collection of comprehensive references
used as templates and productivity tools to efficiently and effectively carry out operating,
maintenance, and capital programs. Standards also incorporate company policies and
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requirements to ensure compliance with regulations such as the Electrical Safety Code.
Hydro One Distribution monitors and influences emerging industry standards and
requirements for new standards mainly through participation in Canadian Standards
Association working groups. The collection of standards includes over 350 planning,
design and maintenance specifications, 500 material specifications and 800 standards-

related drawings.

Reduced funding would result in the unavailability of necessary standards to meet
regulatory requirements, construction and planning needs and to effectively deal with
technical issues associated with generation connections.  Opportunities to utilize
emerging technologies would be missed with the potential for increased longer term costs

as a result.

2.4  Smart Grid Standards and Technology

The Smart Grid Studies Program provides necessary and critical support to grid

modernization efforts and the integration of renewable and variable generators.

As stated in the Report on Renewed Regulatory Framework for Electricity Distributors
and reiterated in the Board’s Supplemental Report on Smart Grid, smart grid
development and implementation will be a central focus of the effort to incent innovation,
given the importance of grid-enhancing advanced technology systems and equipment to

network modernization.

The Smart Grid Studies Program supports the larger smart grid initiative. The
deployment schedule for the smart grid is integrated with, and relies on, the schedule of
activities that comprise the Smart Grid Studies Program. The program is also necessary
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to address issues that arise when deploying smart grid technologies across the Hydro One

Distribution system.

As part of the program, Hydro One Distribution has undertaken multi-year studies with
various industry, academic and government partners. These partners include the
Canadian Electrical Association, Sustainable Development Technology Canada, Electric
Power Research Institute, Electrovaya, Temporal Power, the University of Waterloo, the
University of Western, Ryerson University, the Centre of Urban Energy, the Ontario
Centres of Excellence and the Ontario Power Authority. The studies being undertaken
involve identifying, monitoring, evaluating and validating new grid technologies -
including laboratory and field demonstrations — and sharing associated information and
findings. These partnership arrangements allow Hydro One Distribution to increase its

return on the program expenditures.

The Board concluded in its Supplemental Report on Smart Grid (February 2013) that the
objectives set out in the Minister’s Directive (November 2010) are aligned with the
objectives of the Board’s Renewed Regulatory Framework. The Board further outlined
guidance and expectations for distributors on implementing the smart grid to meet the
three objectives set out in the Minister’s Directive, namely, (1) customer control, (2)

power system flexibility and (3) adaptive infrastructure.

(1) Enabling Customer Control

This Smart Grid Studies Program will address the objective of customer control by
educating customers with demonstration projects such as the Energy Hub Management
System, which assists customers with energy conservation and utilities with optimizing

their feeder operation.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Filed: 2014-01-31
EB-2013-0416
Exhibit C1

Tab 2

Schedule 3

Page 12 of 13

Hydro One Distribution’s power quality studies will further the customer control
objective.  With the introduction of inverter technology into various industrial,
commercial and residential customers’ loads and inverter technology with solar and wind
renewable generation, there are potential power quality issues, such as harmonics, which
can potentially damage customers’ and distributors’ facilities. Power quality studies will

be conducted with university partners.

(2) Improving Power System Flexibility

Hydro One Distribution’s planned trials of energy storage systems will improve power
system flexibility, which facilitates the integration of distributed renewable generation
and complex loads. Hydro One Distribution is investigating the use of energy storage to
smooth the variable electrical output of distributed renewable generation through
counterpoising absorption or release of electrical energy. Hydro One Distribution is
planning a trial application of a 5 MW flywheel in the Tillsonburg area. If the trial is
successful, the flywheel will be integrated and controlled by the distribution management
system (DMS) at Hydro One’s Ontario Grid Control Centre (OGCC). Hydro One
Distribution also intends to test a 300 kW lithium-ion battery system.

Microgrids could form with the distributed renewable generation being connected to
Hydro One Distribution’s grid. Pockets of generation and load could operate
independently from the grid and, when needed, reconnect to the grid. This poses possible
hazards to worker and public safety as well as customer and utility equipment. To enable
the power system’s flexibility to safely incorporate distributed renewable generation,
Hydro One Distribution intends to study and conduct trials on microgrids and their
impact on their host grids. With its partners, Hydro One Distribution also intends to

study and test advanced system control devices (Volt/Var Controls) to address specific
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grid conditions raised by distributed renewable generation and improve overall

infrastructure efficiency.

(3) Building Adaptive Infrastructure

Like other distributors, Hydro One Distribution faces challenges in accommodating
electric vehicles (EV) on its existing system. Level 2 charging of a single EV can cause
electric load almost equivalent to a house. With academic and other research partners,
Hydro One Distribution intends to study and prototype control systems that enable EV
recharging on distribution feeders without comprising the health of existing

infrastructure.

With its smart grid improvements, Hydro One Distribution has developed a wealth of
data that it can now use to improve planning and operations. Together with its partners,
Hydro One Distribution wants to investigate additional ways it can use this newfound
data to capture even greater efficiencies and improve the quality of service it provides its

customers.
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OPERATIONS OM&A

1.0 INTRODUCTION

The Operations function coordinates and dispatches crews as required, plans for and
reacts to system contingencies, schedules and coordinates planned outages, provides
customer notifications and monitors and reports on the performance of the distribution
electric system. Under the current operating environment, the Control Room at the
Ontario Grid Control Centre (OGCC) monitors the distribution system at the Transformer
Station for correct voltage levels, power quality, equipment loading, and equipment

alarms. Operations OM&A investments are required to support these functions.

Operations OM&A also includes initiatives to support environmental, health and safety
activities that are required to meet legal obligations, due diligence and aligns with Hydro

One’s strategic objectives.

Lastly, Operations OM&A includes funding for Smart Grid initiatives corresponding to
the Ontario government’s renewable generation and conservation initiatives and

addresses their impact on distribution operations.

This summary table illustrates the alignment of Operations OM&A investments to the
outcome measures outlined in the OEB’s Renewed Regulatory Framework for Electricity

Distributors.
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OEB Outcome

Relevant References

Customer Focus | Section 3.1.1 Management and Implementation of Planned
Outages
Section 3.1.2 Response and Management of Unplanned Outages
Section 3.1.3 Emergency Response Coordination
Section 3.1.4 System Performance Monitoring and Reporting
Section 3.2.2 Integrated Voice System Support (IVS)
Section 3.2.3 OGCC Data Collection & Information Updates
Operational Section 3.1.1 Management and Implementation of Planned
Effectiveness Outages
Section 3.1.2 Response and Management of Unplanned Outages
Section 3.1.3 Emergency Response Coordination
Section 3.1.4 System Performance Monitoring and Reporting
Section 3.2.1 Operating Power system IT Support
Section 3.2.3 OGCC Data Collection & Information Updates
Section 3.2.4 Operating Emergency Preparedness - Lines
Section 3.2.5 Field Verification of Distribution Station (DS)
Operating Diagrams
Section 3.2.6 Distribution Operating Mpas (DOM) Maintenance
& DS Operating Diagrams
Section 3.3 Environmental, Health and Safety Programs
Section 3.4 Smart Grid
Public Policy Section 3.1.3 Emergency Response Coordination
Responsiveness Section 3.2.4 Operating Emergency Preparedness - Lines
Section 3.3 Environmental, Health and Safety Programs
Section 3.4 Smart Grid
Financial Section 3.2.2 Integrated VVoice System Support (IVS)
Performance
Section 3.3 Environmental, Health and Safety Programs




10

11

12

13

14

15

16

18

19

20

21

22

23

24

25

26

27

Filed: 2014-01-31
EB-2013-0416
Exhibit C1

Tab 2

Schedule 4

Page 3 of 18

20 DISCUSSION

The Distribution System Operations activities are carried out centrally at the OGCC. The
OGCC is a shared facility which allows central operations of the distribution and
transmission systems. Back-Up operating facilities are provided at a separate site in the
event the OGCC or its computer systems are rendered unavailable. This centralized
approach has been in place since 2003 when the Distribution Operations Management
Centre (DOMC) was consolidated with Hydro One Transmission’s real-time operations.
The cost assigned to Hydro One Distribution for Distribution Operations at the OGCC is
based on the “Review of Allocation of Common Corporate Costs” discussed in Exhibit
C1, Tab 5, Schedule 1.

Information Technology (IT) tools, systems and infrastructure are required to facilitate
distribution system operations. The primary systems supported by Operations OM&A

are:

e The Outage Response Management System (ORMS) is the distribution outage
management tool that automatically analyzes trouble calls received at the Customer
Call Centre and predicts the location of faulted equipment, extent of an area
experiencing an outage, identifies all affected customers and facilitates optimal
dispatch of field crews.

e The Interactive Voice Response (IVR) system is the tool used to advise customers
of the status of an outage affecting them. The IVR is set automatically by ORMS after
it has determined all affected customers for an outage location. This significantly

reduces the call volumes that agents need to handle at the Customer Call Centre.
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The OGCC Integrated Voice System (1VS) is designed to allow OGCC Operations
to effectively manage voice communications with major customers and field staff.
This system provides the interface to the public telephone network and Hydro One’s

provincial mobile radio system.

The Provincial Mobile Radio System is the medium used by the OGCC and the
field operations centres to maintain continuous contact with field crews. It is designed
to be reliable in the event of widespread distribution outages and capable of accessing
remote locations where field crews would be dispatched.

The Wireless Broadband System (WiMAX) is the means by which the OGCC wiill
send and receive Supervisory, Control and Data Acquisition (SCADA) signals with
smart grid devices. This will include signals to operate remote devices being installed
on the distribution system as well as receive telemetry and information (i.e. fault
location) from sensors being deployed on the distribution system. Hydro One is
leveraging the wireless spectrum (1.80-1.83Ghz) granted to utilities, specifically for

protection of critical infrastructure.

The Network Management System (NMS) is the network tool which performs data
acquisition and supervisory control of the transmission system and a portion of the
distribution system where OGCC Controllers are the operating authority. It provides
monitoring of real-time voltages, frequency, loading, equipment status and
annunciates alarms for the change in status of equipment or for equipment in an
abnormal operating condition. The NMS also provides control of Hydro One assets in
order to switch equipment in and out of service for outages, react to contingencies
and change system configurations to provide reliable service to customers. The NMS
is continuously being updated to provide additional visibility to the distribution

system in unison with smart grid initiatives and distributed generation connections.
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The Distribution Management System (DMS) will monitor and control the

distribution system assets. This system will communicate with the new remote

controllable and telemetered devices to be installed on the distribution system through

grid modernization activities. It will provide a series of power applications focused on

the distribution system. These applications include:

o

(0]

State Estimation of the distribution system which factors in the effects of
renewable generation, providing Controllers with information on the real-time
direction of power flows;

A Fault Location application which allows field crews to find faults on the
distribution system faster and decreases the restoration time to restore power; and
A Load Flow application that allows the OGCC to conduct studies of the
distribution system for planned and forced outages.

Operations Support Tools provide network outage management, Utility Work

Protection Code (UWPC) and electronic logging (EL) functions:

(0]

o

Network Outage Management System (NOMS) is the transmission and
distribution outage management tool that is used for planning, scheduling,
assessing and executing outages. In addition, this system is used for transmitting
outage requests via a direct communication link to the IESO (Independent

Electricity System Operator) for approval.

The Utility Work Protection Code (UWPC) is used by most distributors in
Ontario including Hydro One, when equipment is required to be in a guaranteed
condition or status for personnel protection during the performance of work. This
program contains the necessary information and tools to support the development

of Work Protection packages.
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o0 Electronic Logging is the system of record for control room activities such as,
but not limited to; system outages (planned and unplanned), work protections,
location of crews and the change in status or condition of equipment. Electronic
logging provides system data for distribution asset management and system

planning.

The Distribution Operating Maps and Station Diagrams are used by field crews
and by the OGCC to provide detailed information on the normal operating
configuration of the distribution system along with the connectivity of the distribution
station and generation equipment. This information is essential for ensuring safe and

reliable operations.

The OGCC Weather System provides real-time weather information regarding
storm systems, icing and flashover conditions and lightning activity that is critical to
managing the distribution system. The information is used to predict and anticipate
outage conditions and to notify field crews of impending bad weather. It is displayed

on the control room workstations as well as the Control Room Wallboard Display.

The Emergency Services Information System (ESIS) provides verified up-to-date
contact numbers for all emergency service providers (i.e. Police, Fire, Ambulance,
Ministry of Environment, gas utilities, etc.) across the Province. This system is
designed to enable OGCC and field staff to efficiently contact emergency personnel.

Access to ESIS is provided across Hydro One.

The Control Room Wallboards and Displays are capable of displaying real-time
information provided by OGCC systems and tools. The Wallboard Display, which
spans the length of the Control Room, provides enhanced situational awareness and

an overview of system conditions
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Media Notifications provide local media and civic authorities with electronic
notifications regarding unplanned outage events and restoration efforts, especially
during storms. Media notifications can be distributed according to various local
Hydro One geographical areas. This system is considered critical to maintain Hydro
One’s customer satisfaction rating.

PROGRAMS

Distribution Operations OM&A programs are divided into four categories, Operations,

Operations Support, Environmental, Health and Safety and Smart Grid.

Distribution Operations funds the staff required for the real-time distribution
operating functions.

Distribution Operations Support funding ensures the various systems and tools are
kept current and functioning as required. Specifically, this program provides for the
maintenance of the computer tools and systems for the Operating function.
Environmental, Health and Safety funds initiatives required to support environmental,
health and safety activities and corporate health and safety objectives.

Smart Grid funds the maintenance and support of the smart grid-related computer

tools as well as additional staff to leverage the new smart grid business capabilities.
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Funding levels are illustrated in Table 1.

Table 1
Operations OM&A
($ Millions)
o Historic Bridge | Test
Description
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Operations 123 | 130| 148| 157| 16.7| 169 | 17.1| 171 | 174 | 176
Operations
44 4.2 4.8 4.7 5.2 5.4 5.4 5.5 5.5 5.6
Support
Environmental,
Health & 19| 09| 14| 16 24| 27| 28| 26| 26| 27
Safety
Smart Grid* N/A| N/A| N/A| NA 61| 53| 91| 96| 16.8| 15.1
Total 18.6| 18.1| 21.0| 220| 304 | 30.3| 34.4| 348 | 423 | 410

*Smart Grid OM&A costs prior to 2014/2015 were part of the Smart Grid Pilot project and outlined in
Exhibit C1, Tab 1, Schedule 1 in application EB-2013-0141.

e The increase in Operations expenditures from 2010 to 2011 is attributed to an

organizational realignment. Customer Operation Support (COS), formerly part of the

Large Customer and Generator Relations group was moved under Operations.

e Increases in Operations expenditures from 2015 to 2019 are related to collective

agreement obligations regarding the compensation of staff.

e Environmental, health and safety increases from historic to bridge and test years are
due to the additional audit requirements to maintain OHSAS 18001 (Health & Safety

Management System) certification and the costs to prepare for and to certify under

ISO 14001 (Environment Management System).
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Smart Grid expenditures from 2015 to 2019 are related to the support of the
Distribution Management System and other smart grid systems as well as staff to
monitor and operate through the test years. The expenditures increase over the period

as new systems are being commissioned over the test years.

Operations

Specific Operations functions include managing planned and unplanned outages,

coordinating emergency response and monitoring system performance. These activities

are described in greater detail below:

3.1.1 Management and Implementation of Planned Outages

Planned outages on the distribution system are managed by the Control Room, and

typically account for between 5% and 15% of the duration of all Hydro One distribution

customer outages. Applications for planned outages are coordinated to capture

efficiencies and mitigate impacts on customers. This involves:

Assessing all equipment involved in the outage to determine appropriate limits and
control actions;

Identifying and notifying customers of upcoming outages using means such as auto-
dialer, phone, fax, newspapers, flyers, radio and door-to-door visits;

Addressing customer concerns regarding outages by moving, where possible, the
outage times and dates, transferring customers to other distribution sources, or
providing a back-up supply source to ensure reliability; and

Establishing UWPC conditions as required for all outages to ensure the safety of

Hydro One staff and others.
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3.1.2 Response and Management of Unplanned Outages

Equipment failures, tree and vegetation contact, road accidents, severe weather and
lightning result in interruptions to the distribution system and cause unplanned outages.
Unplanned outages typically account for 85% to 95% of Hydro One Distribution total
customer outage durations. Restoration efforts depend on field crews locating the cause
of the outage. Once the location of the faulted equipment is determined, the OGCC
dispatches repair crews. The OGCC tracks the progress of the crews effecting repairs and
communicates to customers. Affected customers are kept advised of the interruption
status through the use of the IVR system, which informs customers that the problem is

known, crews have been dispatched and the estimated time of power restoration.

Hydro One now offers a popular free, downloadable outage tracking mobile application
(app) compatible with Android, BlackBerry and iPhone, smartphone and tablet devices.
The app allows customers to identify the affected areas, check the status of
unplanned/planned power outages, crew status, estimated time of power restoration,
cause (if known) and the number of customers affected anywhere within Hydro One’s

service area.

3.1.3 Emergency Response Coordination

When the Hydro One distribution system experiences widespread interruptions due to
weather impacts, an emergency response system is implemented. The level of response
varies according to the area(s) and number of customers affected and the expected
duration of the interruption. The DOMC will dispatch crews normally until a decision is
made based on volume of power-off calls, to move to Field Operations Centre Dispatch
mode. In this mode, customer power-off calls are spread out over the field operations
centres to allow supervisors to dispatch crews at a more local level and manage their
resources more efficiently. If the emergency is significantly widespread, Incident

Command Centres (ICCs) and Forward Command Posts (FCPs) are established to
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centralize a local area command structure to address resources, material requirements and
restoration activities. These efforts are coordinated through periodic conference calls
initiated by the DOMC. The DOMC provides media notifications to keep Hydro One
Distribution customers, municipalities and other agencies advised of outage progress

updates.

3.1.4 System Performance Monitoring and Reporting

Reliability information used to identify emerging issues is needed to support sustainment
and development decisions and to report on system performance to the Ontario Energy
Board (OEB), customers and other stakeholders. Data required to calculate the standard
reliability indices such as System Average Interruption Duration Index (SAIDI), System
Average Interruption Frequency Index (SAIFI) and Customer Average Interruption
Duration Index (CAIDI) is acquired at the OGCC. Outage inquiries from customers are
reviewed and the data extracted from the various systems to further trend emerging
performance issues and establish any additional plans that may be required.

3.1.5 Operations Summary

All of the aforementioned Operations functions continue to be impacted by smart grid
and distributed generation activities. These activities are necessitating greater operational
visibility and control of the distribution system. Existing processes and systems continue
to be leveraged and an increasing number of OGCC staff focusing on distribution

elements will continue to be used to manage these requirements.

This funding will ensure that distribution Operations will continue to deliver its core
functions which includes managing and operating the distribution system, scheduling and
overseeing planned outages, reacting to unplanned outages, coordinating emergency
response, communicating with customers and monitoring system performance. Over the

five year test period, Operations costs increase by a total of $0.7 million dollars which is
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approximately a 4.0% increase. Cost variability from year-to-year can be affected by

factors such as storm activity and planned outages.

3.2  Operating Support

As highlighted in section 2.0 of this exhibit, Operations relies on a number of systems
and tools to manage and operate the distribution system, as well as the redundant Back-
Up Control Centre (BUCC). Operating Support funding is related to these systems and
tools and includes expenditures for ongoing updates to the NMS and DMS to provide
additional monitoring and control, support costs for ORMS, updates to the distribution
operating maps and station diagrams, emergency preparedness, and the allocated portion
of the maintenance and upkeep of operating facilities at the OGCC and the BUCC.
Greater numbers of distributed generation connections have significantly influence the
requirements for support (e.g. changes to station and operating diagrams, updates to the
DMS network model and NMS extensions).

Distribution Operations Support is organized into investment programs. These programs
include Operating Power Systems IT Support, Integrated Voice System Support, OGCC
Data Collection and Information Updates, Operating Emergency Preparedness — Lines,
Field Verification of DS Operating Diagrams, and Distribution Operating Maps (DOMSs)

maintenance.

3.2.1 Operating Power System IT Support

This investment provides funding to maintain support for operating computer tools and
systems related to the operation of Hydro One Distribution’s assets to ensure safe,
reliable, efficient and cost effective delivery of power to Hydro One customers.
Investment categories include ORMS, DMS, NOMS and other system applications, data

services, architecture and infrastructure management, voice communication systems, 1T
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building facilities, system control support and program management. Typical services
include power restoration, system operating, capacity planning, lifecycle management,
performance management, change management, configuration management, release

management, and minor modifications.

3.2.2 Integrated VVoice System Support (IVS)

This investment funds the maintenance program for the control room voice
communication system and provides for essential expert telecommunications support.
The integrated voice system is Operating’s method of communicating with Customers
and Field Crews involved in the management and operation of the distribution electricity
system. The IVS provides integrated access and intelligent call routing via multiple
communication methods (i.e. Provincial Mobile Radio System, and Public Switched
Telephone Network) by incorporating multiple technologies (i.e. VR technology,
Rolodex, Intercom, Voice Messaging, and conference bridge functions) to provide
efficient management of hundreds of control room calls each day.

3.2.3 OGCC Data Collection & Information Updates
This investment funds the demand category work required to update the Distribution

System Connectivity Information and to gather accurate field information describing
equipment additions and changes on the Distribution Electric System. Accurate and
timely data collection is required to ensure safe and reliable operation and management.
Field data updates ensure that the ORMS and DMS accurately represent the Distribution
System. Accurate information is also required to communicate the most up to date
information to customers regarding any planned or unplanned interruptions through the
IVR.
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3.2.4 Operating Emergency Preparedness — Lines

This investment funds the annual work required of Provincial Lines to perform
emergency generator testing, emergency communications testing, annual reviews of
emergency preparedness procedures and the execution of emergency drills and exercises

to ensure the appropriate level of preparedness.

3.2.5 Field Verification of Distribution Station (DS) Operating Diagrams

This investment funds the verification of the accuracy of DS operating diagrams. The
initial field verification of DS operating diagrams was completed in 2007. An annual
work program is required to verify the continued accuracy of the operating diagrams and
to create diagrams for any newly installed DSs. Approximately 10% of the distribution
station facility diagrams are re-verified annually. Over a 10-year period all DS and
Regulating Station (RS) operating diagrams will be field verified for a second time.
Network Operating requires the ability to request an emergency verification of operating
information under this program or to request an increase in the number of stations
verified annually. These diagrams are used by Control Room and field staff to create
UWPC Work Protections and Supporting Guarantees for external staff to create a safe

work area.

3.2.6 Distribution Operating Maps (DOM) Maintenance & DS Operating Diagrams

This investment funds the demand category work required to maintain, update and print
Distribution Operating Diagrams and Maps. Demand work is defined as work where the
volume of work is not fixed. Often this work is completed on a priority basis or to

facilitate up-coming planned outages.

3.2.7 Operations Support Summary

This funding will ensure the required maintenance and support of the distribution

Operations systems and tools required to execute core functions. Over the five year test
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period, Operations Support costs increase by a total of $0.2 million dollars which is

approximately a 3.7% increase.

Distribution Operations are essential activities for the safe and reliable supply of power.
Any funding reductions in these programs will negatively impact customer reliability,
efficiency of power restoration and the safe operation of the Hydro One distribution

system.

3.3  Environmental, Health and Safety Programs

Programs that are funded through “Greener Choices” and “Environmental, Health and
Safety” span both transmission and distribution; therefore the following information will
apply to both. These drivers support environmental, health and safety programs that are
required to meet legal obligations and ensure a level of due diligence commensurate with
the size and scale of Hydro One Networks. In addition, that program funds activities to

assist in meeting the corporation’s Environmental and Safety performance targets.

Greener Choices activities funded by this investment include support of the Corporate
Environment Policy by promoting employee awareness on environmental impact
reduction, creating a culture of conservation within Hydro One, helping to make Hydro
One facilities more energy efficient and reducing emissions from Hydro One fleet

vehicles.

Environmental, health and safety activities funded by this investment include:

e Occupational and non-occupational injury/illness support which includes medical

assessments of workplace injuries and illnesses (occupational); the Care Management

Program which provides the right care at the right time for Hydro One employees
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who suffer a major medical absence of five days or more (non-occupational); and
Pandemic planning (occupational and non-occupational);

Hazardous Materials Management which identifies hazardous materials and
establishes a protocol for on-going management of these materials in the workplace
as per the Occupational Health and Safety Act (i.e., designated substances such as
asbestos, lead, mercury);

Public safety which includes school presentations, community events, fall fairs,
media campaigns and the development and production of educational material to
inform and educate members of the public about the hazards associated with Hydro
One’s assets;

Proactive forums to assist the health and safety of employees by raising awareness
and providing education about health, wellness and lifestyle issues;

E-learning modules continue to be developed and or refreshed to enable employees to
be trained remotely and to allow for timely and immediate delivery of required
training. E-learning contributes to employee competence and reduces delivery costs;
Development and implementation of new training media to improve the effectiveness
of trades training. Web casting, video streaming, mobile learning, simulation and
knowledge transfer technologies are being considered. This is used in trades and
technical training;

The Journey to Zero initiative which supports the objective to eliminate workplace
injuries and illnesses through the use of cross-functional teams carrying out review of
specific functional areas impacting on safety performance and providing
opportunities for improvement;

Maintenance of Hydro One’s OHSAS 18001 Registration including ongoing system
and field audits to ensure Hydro One’s Health and Safety Management System is
meeting the OHSAS standard and closing of any identified gaps;

Obtaining I1SO 14001 certification for Hydro One’s Environment Management

System. Certification requires a complete review of Hydro One’s current environment
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management system compared to standards, field auditing of execution and closing of
any identified gaps; and
e Ice and Water rescue training for staff who work on and around water and ice so that

they are prepared to meet the hazards in these environments.

3.3.1 Environmental Health and Safety Summary

Environmental, health and safety increases from historic to bridge and test years due to
the additional audit requirements to maintain OHSAS 18001 (Health and Safety
Management System) certification and the costs to prepare for and to certify under 1SO

14001 (Environment Management System).

3.4 Smart Grid

As part of its Green Energy Plan filed in EB-2009-0096, Hydro One detailed its plan to
pilot smart grid technologies in a trial area and then deploy those technologies on a wider
basis once validated. In its EB-2012-0136 and EB-2013-0141 filings, Hydro One
specified funding for operating, supporting and maintaining deployed smart grid assets.
As Hydro One begins the process of modernizing its distribution system, Hydro One will
continue to operate, support and maintain an increasing set of smart grid assets as part of

its normal utility operations.

3.4.1 Operations for Smart Grid

This investment funds the staff, and training in new tools and procedures, to support

proactive smart grid-enabled operations. In the past, Hydro One has had little real-time
situational awareness of the distribution system and has been dependent on customer calls
to notify Hydro One of issues. Through grid modernization and the installation of smart

grid devices on the distribution system, Hydro One will be able to remotely monitor and
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control parts of the distribution system and respond to operational issues that arise in real-

time, before customers call.

3.4.2 Operations Support for Smart Grid

This investment funds the maintenance, support and software upgrade of smart grid
systems. Hydro One has already installed a base of new smart grid assets including a
Distribution Management System. Through the releases of the smart grid project,
additional systems will be commissioned and in-serviced. These systems will also require
support and maintenance. The investment will provide:

e staff to support the computer infrastructure and software systems;

e staff to maintain the distribution network model;

e software maintenance; and

e licensing fees amongst other costs.

3.4.3 Telecommunications Support

This investment funds the monitoring and maintenance of the telecommunication
infrastructure required to support the smart grid assets to be deployed on the distribution
system. This infrastructure will enable Supervisory Control and Data Acquisition

(SCADA) for Operations to control and monitor smart grid assets.

3.4.4 Smart Grid Summary

As per the Board’s direction in the Renewed Regulatory Framework (October 2012),
Hydro One has integrated its smart grid investment as part of its normal investment plans
for the first time. In prior years, smart grid expenditures were detailed in Hydro One’s
Green Energy Plan (EB-2009-0096) or in its request for specific Smart Grid Rate Riders
(EB-2012-0136 and EB-2013-0141). The expenditures increase over the period as new
smart grid systems are commissioned and an increasing proportion of the Hydro One

distribution system is modernized.
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CUSTOMER SERVICE OM&A

1.0 INTRODUCTION

Hydro One’s Corporate Strategy is fully committed to customer satisfaction and an
improved customer experience. In its dialogue with customers, Hydro One focuses on
understanding customer needs and their definition of value. It communicates to customers
the value provided through its focus on productivity. It pursues growth opportunities that
produce efficiencies and provide economic and improved service benefits to its
customers. It develops and delivers targeted customer segment strategies, products and
delivery channels that will respond to their unique needs. This includes benefits from our
new Customer Information System (CIS), continuously improving our process to meet
customer commitments on outages, and continuing to focus on delivering conservation

and demand management programs that help its customers better manage their bills.

Hydro One’s Customer Service OM&A represents the set of customer-focused work
activities required to develop, implement and monitor the Corporation’s plans to
positively influence the relationship, affordability and overall value proposition for the
products and services offered to customers. These work activites will enable Hydro One
to foster a relationship based on transparency and trust, while ensuring customers
understand the value Hydro One provides in their communities. These investments help
improve customers’ experience with Hydro One and assist the operational effectiveness

and financial viability of Hydro One in a manner that is sensitive to customer needs.

The work activities include: improving customer experience when dealing with Hydro
One, overseeing meter to bank operations, management of key relationships with large
customers including distributed generators, and continued development of Hydro One’s

Smart Grid in accordance with legislation and OEB policy.
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1
2 Table 1: Customer Services Costs by Function ($ Million)

o Bridge Test Years
o Historical Years
Description Year
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Customer Operations 1055 | 101.3 | 105.2 | 1285 | 109.2 | 96.8 | 96.2 | 96.6 | 98.0 | 99.6
Distributed Generation 5.0 9.5 9.0 6.9 1.7 7.9 8.1 8.3 8.5 8.7
Conservation &
1.7 2.0 1.6 1.8 3.1 3.1 2.7 2.7 2.8 2.8

Demand Management
Customer Experience 0.0 0.0 0.0 1.6 4.2 4.3 4.3 4.3 4.2 4.3
Smart Grid Pilot 2.5 0.4 0.8 9.8 9.5 5.7 49 2.8 0.0 0.0
Total Customer

) 1147 | 113.3 | 116.7 | 148.6 | 133.7 | 117.8 | 116.2 | 1147 | 1135 | 1154
Services

10

11

12

13

14

15

16

17

18

During 2013 and 2014 costs are higher than the historical baseline due to the increased
costs associated with the implementation of the new Customer Information System (CIS).
As the system stabilizes, overall customer services costs are reduced through the test
years due to the realization of the numerous productivity benefits of the new system.
These benefits include; a new billing application for easier customer interaction regarding
billing questions and improved tracking of collection issues. The introduction of
Customer Experience work activities in 2013 will continue to shape the company’s vision
for the ideal customer experience and assist in moving Hydro One toward a 90%
transactional customer satisfaction target and an 85% overall customer satisfaction

(perception) target in 5 years.

Table 1.1 is a summary table detailing how the investments set out in this exhibit promote
the four key outcomes outlined in the OEB’s Renewed Regulatory Framework for

Electricity Distributors.
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Table 1.1: Customer Service OM&A and RRFE Outcomes

OEB Outcome

Relevant References

Customer Focus | Section 2.1 | Customer Service Operations
Section 2.4 | Service Support
Section 2.5 | Customer Service Management
Section 2.9 | Customer Business Relations
Section 4.0 | Conservation and Demand Management
Section 5.0 | Customer Experience
Operational Section 2.1 | Customer Service Operations
Effectiveness Section 2.2 | Meter Reading
Section 2.3 | Field Support
Section 2.4 | Service Support
Section 2.6 | Bad Debt
Section 2.8 | Service Enhancements
Public Policy Section 2.7 | Regulatory Compliance
Responsiveness Section 3.0 | Distributed Generation
Section 4.0 | Conservation and Demand Management
Section 6.0 | Smart Grid Pilot
Financial Section 2.1 | Customer Service Operations
Performance

Section 2.6

Bad Debt
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20 CUSTOMER OPERATIONS

Customer Operations OM&A represents the set of work activities required to provide
services to customers connected to the Hydro One Distribution system in accordance with
regulation, improve customer satisfaction, and to meet the relevant service levels
stipulated in the Electricity Distribution Rate Handbook, Chapter 15, Service Quality
Regulation and the Distribution Service Code. Services are provided in accordance with

Hydro One’s Conditions of Service, relevant Codes and legislative direction.

The Customer Operations Work Program includes service programs and projects,
including: meter reading, billing, settlements, customer contact handling and collections.

Project work includes regulatory compliance initiatives and service enhancements.

Customer Operation programs are provided to approximately 1.3 million customers who
are connected to Hydro One Distribution’s system. These customers are in residential,
seasonal, farm and general service customers segments, as well as sub-transmission
(“ST”) and distributed generation classifications. The services are provided to customers

purchasing electricity through Standard Supply Service or under Retailer contracts.
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o Bridge

.. Historical Years Test Years

Description Year
2010 | 2011 | 2012 2013 2014 2015 2016 2017 2018 2019

Customer
Service 421 | 416 | 417 45.6 40.9 334 334 344 35.3 36.4
Operations
Meter Reading 12.7 8.8 15.9 19.1 20.0 14.9 14.3 14.0 14.0 14.1
Field Support 9.9 8.5 9.2 6.7 7.4 7.1 7.3 75 7.5 7.6
Service Support 10.3 10.2 9.9 10.8 11.3 11.9 12.2 125 13.0 134
Customer
Services 6.8 6.5 7.4 11.4* 11.4 11.3 11.0 111 11.3 115
Management
Bad Debt 17.7 | 188 | 1838 32.8 15.1 15,5 15.4 14.4 14.1 13.7
Regulatory

) 49 55 1.7 15 1.6 1.6 1.6 1.6 1.6 1.6
Compliance
Service

0.4 0.7 0.2 0.1 0.8 0.3 0.3 0.4 0.4 0.4

Enhancements
Customer
Business 0.8 0.7 0.5 0.5 0.8 0.8 0.8 0.8 0.8 0.8
Relations
Total Customer

) 105.5 | 101.3 | 105.2 | 1285 109.2 96.8 96.2 96.6 98.0 99.6
Operations

*The dollar increase is largely due to historic costs being reflected in the Asset Management and

Operations Lines of Business.

2.1

Customer Service Operations

Customer Service Operations costs include: the delivery of bills, contact handling,

collections, settlement services and customer business relations, which are included in the

contract with Inergi LP (Inergi). Although these services are delivered by Inergi, Hydro

One retains direct accountability for customer policy, planning, work program budgeting
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and service performance management. The focus of this work is to translate corporate
customer objectives into Inergi service delivery results, and to build a healthy buyer-
vendor relationship that allows Hydro One to benefit from the specialized expertise of the

outsourcing partners.

During this five year test period, the existing outsource agreement will expire and Hydro
One will establish a new agreement. The current expectation is Hydro One will establish
new agreements with one or more vendors with similar scope as the existing agreement
with Inergi. More details are provided in Exhibit C1, Tab 2, Schedule 7. Hydro One’s
role with the new agreement(s) is expected to remain consistent with translating the
corporate strategies and objectives into the vendor’s performance results. As described in
Exhibit A, Tab 19, Schedule 1, Customer Service Operation costs are planned to initially
decrease with the negotiation of the new outsource agreement and the realization of CIS
benefits as compared to the bridge and the historic years. The outsource contract is

expected to remain flat except for the effects of inflation over the test year period.

Customer Service Operations also manages customer research and surveying, the
resolution of escalated customer complaints, management of retail and wholesale
settlements, as well as policy planning and account management for distributed

generation customers.

2.1.1 Billing

This program covers delivery of the billing process, including validation and editing of
meter reading data, bill calculation, exception handling, accuracy management, retailer
transactions, bill creation, bill insertion and issuance, and receivables processing.

Customers are issued monthly bills except seasonal customers who are billed quarterly.
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Hydro One is implementing a number of initiatives to improve billing services for
customers and help reduce operational costs. New initiatives include: reviewing the bill
format to improve information provided to customers and increasing the number of

customers enrolled with electronic billing (via ePost or Hydro One’s self-serve website).

The new CIS will provide billing and back office savings through the use of a new
exception handling tool. The Meter To Cash Composite Application (MTCCA) provides
an integrated end to end view of all exceptions affecting a customer’s account and

presents them in a hierarchal logical order so that the right exceptions are addressed first.

2.1.2 Collections

This program includes collection processes and events associated with recovering
electricity revenues for both active and final-billed accounts. This work includes issuing
collection letters and notices and, if required, disconnection orders, running automated
telephone call campaigns of arrears reminders, and managing performance of third-party
collection agencies that follow up on outstanding final-billed accounts. The program’s
focus is to reduce arrears and bad debt while working with customers on a variety of
payment options. In addition, the program responds to powers of sale, foreclosures,
bankruptcies and receiverships, debt reviews, consumer and business proposals, and theft

of power cases.

Hydro One has added processes and initiatives to manage collections costs, increase
flexibility of collection actions, provide more notice and improve ease of making
payments of past due amounts. Hydro One has recently added Canada Post Money Gram
and Western Union Quick Collect as new payment channels to increase customer choice
and payment flexibility.
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The new CIS will provide collection benefits through: improved tracking of delinquent
customers, more robust collection campaigns, and the enenablement of remote

disconnections and reconnections.

2.1.3 Contact Handling

Hydro One's Distribution customers contact the Company in several ways including
telephone, letters, faxes, email, self-service features via the Interactive Voice Response
(IVR) technology and the Company's website. This program covers the management of
customer contacts at Hydro One’s contact centres in Markham and London. The contact
centres handle approximately 2.5 million calls a year from Hydro One customers and
manage all areas of customer call activity, including bill and account enquiries,

collections, outages and emergencies, and service requests.

In addition to responding to customer calls, the contact centres respond to inquiries
received via other methods, including: customer letters; lawyer letters for move-in and
move-out requests; customer and contractor faxes; and customer email. In addition, the
contact centres issue pamphlets, letters, copies of bills, welcome packages, or a summary
of Hydro One Distribution's Terms and Conditions of Service.

Recent and upcoming initiatives continue to contribute to an improved contact experience
for customers. Recent initiatives include a quality monitoring program, an automated call
back service for periods when wait times are longer than two minutes to reach an agent,
the introduction of specialized energy conservation information, and enhancements to the

IVR system.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Filed: 2014-01-31
EB-2013-0416
Exhibit C1

Tab 2

Schedule 5

Page 9 of 20

2.1.4 Settlements

The Settlements program ensures the integrity of financial transactions between Hydro
One, the Independent Electricity System Operator (IESO), and applicable customers,
both load customers and distributed generators. The program includes reconciling
purchases of energy and transmission service from the IESO as a distributor, reconciling
transmission revenues received from the IESO as a transmitter, billing the approved
distribution tariffs (including retail transmission, commodity and others) and energy
prices for all complex customers, and settlements for short and long-term load transfers.
The Settlements program provides the appropriate level of due diligence to ensure that
billing and payment transactions are reconciled accurately for parties involved, and

ensure that affected customers receive timely and accurate bills.

2.2 Meter Reading

This program includes work to support automated reading of smart meters, specific
manual meter readings, and remote reading of interval meters. Hydro One has

approximately 1.3 million smart meters deployed to its customers.

Smart Meter & Network Operations (SMNO) provides accurate measurement and
delivery of “bill ready” consumption data as well as the sustainment of Life Cycle
Management including hardware and data integrity. This includes using approved
Advanced Metering Infrastructure (AMI) components such as meters, repeaters,
collectors, instrument transformers, and communication networks. In addition, this work
ensures that all software, firmware and head end systems are compliant with Hydro One

and Measurement Canada requirements.
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SMNO operates Hydro One’s AMI network and data collection facilities to ensure smart
meters are communicating, provide meter data investigation services, and ensure
appropriate parties respond to assigned issues to meet performance requirements. The
team responds to technical errors reported by other groups, confirms that meter
configurations are correct and maintains end to end communication and performance of
Hydro One’s AMI Network.

Although the volume of manual meter reads has decreased since the installation of smart
meters, approximately 70,000 meters still require a visit by field staff to the customer
premise due to limits in reach of the Smart Meter Network infrastructure. The remaining
customers that still require a manual meter reading are spread across the province,
thereby increasing the cost per read. Hence, meter reading is still a substantial cost and
Hydro One continues to review available advances in technology to provide cost effective
options towards reaching these meters. Manual meter reading costs also include ancillary
charges required for support activities, such as maintaining meter reading tools and

reviewing demand charges annually.

2.3 Field Support

This work covers the field investigations required to support the billing, collections and
settlements service programs. It includes the execution of service orders to disconnect or
load limit electricity services due to non-payment, reconnect electricity services when
payment issues are resolved, and in certain situations, follow up to ensure the integrity of
a reconnect, disconnect, or load limiter. Field work is also requested to investigate high
bill complaints, develop and revise revenue metering single line diagrams, and validate

wholesale meter data which is required for settlements.
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2.4  Service Support

This work reflects costs for a number of other third-party contracts not within the Inergi
contract that are required for delivery of the services programs. These include postage
and courier services to issue bills, telephone expenses including costs for 1-800 numbers,
third party contracts held by Hydro One Distribution for centralized payment processing,
service to provide electronic billing, and collection agency costs related to final bill

collection activity. Costs are forecast to increase over the test period due to inflation.

The largest component of the Service Support Costs is related to the delivery of customer
bills and postage costs. Over the test period, expected increases in the postage rate are
the main driver for the increases in this category. Hydro One is actively promoting e-bill

options to customers to help mitigate increase in such postage costs.

2.5  Customer Service Management

These work activities include the management to run the customer care programs
including the resolution of escalated customer complaints, execution of critical settlement
functions of local distribution companies and large accounts, performance management,
contract management with outsourced companies, customer research and surveying, and

project planning, delivery and implementation.
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2.6 Bad Debt

This cost category reflects bad debt expenses, net of recoveries. Bad debt expense is
expected to decline each year from 2015 to 2019 due to the benefits of the CIS project.
The implementation of the new CIS allowed for the redesign of the business processes
which are expected to improve the bad debt expense through the improved ability to track
delinquent customers and eliminate final bills on move outs where the customer is

moving back into Hydro One’s service territory.

To help manage bad debt costs, additional collection methods have been introduced as
well as being planned for the test years. Examples of these and other collection methods
are noted in the description of the collection services program, Section 2.1.1 Customer

Service Operations.

2.7 Regulatory Compliance

Regulatory compliance includes the administration of ongoing programs as well as one-
time projects with non-system impacting changes, as directed by the Ontario Energy
Board or the Ministry of Energy. The funding is required to remain in compliance with
the terms and conditions of Hydro One’s operating licence. The main project included in
this area is the Low Energy Assistance Program (LEAP). Hydro One administers and
funds $1.2M annually to the OEB Low Energy Assistance Program (LEAP), which
provides emergency relief to eligible low-income customers. The United Way Greater

Simcoe manages this Fund as Hydro One's Lead Agency.
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2.8 Service Enhancements

Service enhancements represent investment in service or productivity improvements to
customer service programs. The planned projects over the test period include the
following: meter reading route optimization for those customers beyond the reach of the
Smart Meter Network infrastructure; marketing campaigns and promotions to encourage
Hydro One customers to subscribe to e-Post, thereby reducing costs for postage;
marketing campaigns to support Hydro One’s electronic billing platform, also known as
Biller Direct; and enhancements for self-serve options via Hydro One’s web site and the

IVR, to address changing customer needs and expectations.

29 Customer Business Relations

Improving the level of service that the Company provides to customers is a key objective
of Hydro One. Customer Business Relations (CBR) focuses its efforts on managing the
relationship with large customers, including embedded Local Distribution Companies
(LDCs) and Distribution Connected Large Accounts (> 2MW).

Core work programs include contract development, management, program
implementation, customer communications, operational and business support, and
customer connection project coordination. Planned long-term initiatives include power
quality initiatives to define power quality events and mitigating actions, improving
customer communications through enhanced Web self-service, skills training and new
database functionality to increase customer knowledge, and improving commitment
tracking and reporting. In addition, as new Conservation and Demand Management
(CDM) programs are developed in this customer segment, the CBR group will become

accountable for delivery and will work to ensure that all targets are achieved.
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3.0 DISTRIBUTED GENERATION

The Distributed Generation program manages and maintains the relationship with the
distributed generators pre and post connection while ensuring OEB mandated timelines
are met. In order to meet customer expectations and OEB mandated timelines,
Distributed Generation projects are monitored and managed within a Customer
Relationship Management Database (CRM). The Distributed Generation team is
accountable to manage the end to end connection process and ensure the process is
continually improved and streamlined. Core work activities for the Distributed
Generation Team include customer capacity availability consultations, customer
application support, contract development, execution and management, customer
communications and relationship management. This work is obligatory in that it
responds to legislation and regulatory requirements.

Table 3: Distributed Generation Costs by Category ($ Million)

o Bridge
L Historical Years Test Years
Description Year

2010 | 2011 | 2012 | 2013 2014 2015 | 2016 | 2017 | 2018 | 2019

Customer Operations 2.6 5.8 4.7 3.3 3.6 3.7 3.9 4.0 4.1 4.2
Settlements 0.1 0.7 0.9 1.0 1.4 1.4 15 1.5 1.6 1.6
Customer Care

2.3 3.1 3.5 2.6 2.7 2.8 2.8 2.8 2.8 2.9
Management
Total 5.0 9.5 9.0 6.9 7.7 7.9 8.1 8.3 8.5 8.7

Costs have increased over the test period primarily due to the increased cost associated
with the increase and complexity of the Distributed Generation projects. The number of
distributed generators connected to Hydro Ones network has increased from 166 (Non
MicroFIT) in 2009 to 11,117 (Non MicroFIT and MicroFIT) in 2013. It is expected that
approximetly 6,000 micro-embedded generation facilities will be connected over the 5

year test period along with approximately 1,200 generation facilities ( >10 kW). The
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team is required to support the full life of these contracts and the customer relationships.
They manage the ongoing customer relationship; the completion of work to ensure
achievement of OEB mandated requirements, the timelines and reporting requirements;
and the settlements and payments to generators. In addition, generators are
demonstrating a high rate of change of ownership which inceases the contract
management activities with respect to both the associated Distribution Connection
Agreement and OPA contract.

40 CONSERVATION AND DEMAND MANAGEMENT

Since 2005 Hydro One has delivered Conservation and Demand Management (CDM)
programs aimed at reducing customers’ individual consumption and the overall
consumption on the electricity grid. Hydro One participates in OPA sponsored CDM
initiatives such as Residential and Small Commercial Demand Response; Electricity
Retrofit Incentive Program; and the Fridge and Freezer Pickup as well as Hydro One

specific programs which will increase over the 5 year test period.

Table 4: Conservation and Demand Management Costs by Category ($ Million)

o Bridge
_ Historical Years Test Years
Description Year

2010 | 2011 | 2012 | 2013 2014 2015 | 2016 | 2017 | 2018 | 2019

Total Conservation &
1.7 2.0 1.6 1.8 3.1 3.1 2.7 2.7 2.8 2.8

Demand Management

Under the Green Energy Act (GEA), CDM targets for the period of 2011-2014 are a
condition of the Distribution License Agreement. On September 16, 2010, the Board
issued a CDM Code that required LDCs to meet the four year targets through the delivery

of OPA-Contracted programs and Board-approved programs until 2014. As a result,
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Hydro One has been participating in current OPA-administered CDM programs and has
looked for opportunities to expand this program portfolio as appropriate. Since funding
for these OPA-contracted programs have been recovered through the Global Adjustment
Mechanism (GAM) from the OPA, it is not included in this Application.

Currently, Hydro One is working with the government and the sector to develop the next
CDM framework, expected to cover the period of 2015-2020. Hydro One is seeking
funding to support programs in the market to continue research and development, to
collaborate with the sector and maintain a base level of CDM capability required to
participate in industry activities, including testing of new technologies and delivery of
pilot programs.

An example of a pilot program is the Green Button initiative. It enables customers to
securely download their own easy-to-understand energy usage information online.
Consumers can then use new web and smartphone tools to make more informed energy
decisions, optimize the size and cost-effectiveness of solar panels for their home, or

verify that energy-efficiency retrofit investments are performing as promised.

5.0 CUSTOMER EXPERIENCE

Table 5 — Customer Experience (Costs by Category ($ Million)

o Bridge
.. Historical Years Test Years
Description Year

2010 | 2011 | 2012 | 2013 2014 2015 | 2016 | 2017 | 2018 | 2019

Total Customer
. 0.0 0.0 0.0 1.6 4.2 4.3 4.3 4.3 4.2 4.3
Experience

Customer Experience (CE) OM&A reflects the set of work activities required to continue

to shape the company’s vision for the ideal customer experience, allowing Hydro One to
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more effectively respond to evolving customer needs and expectations as described in the
Introduction of this Exhibit as well as in Exhibit A, Tab 5, Schedule 1.

The Customer Experience work activities includes conducting a comprehensive analysis
to better understand its current customer experience in comparison to external customer
focused companies. Efforts are being made to meet the requirements of the Renewed
Regulatory Framework and develop a strong understanding of Hydro One’s customers:
who they are, what they want and need, and how they perceive their interactions with our
company.

This work has lead to the following set of guiding principles that are being implemented

across the Company.
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hyd N

Customer Experience Guiding Principles: CORE one

Connecting with our customers by:
« Anticipating their needs and preferences
« Engaging them in a more targeted and

meaningful way

Offer them “choice

and control” by:

+ Giving them choices on
how they interact with us

« Offering solutions that
are relevant and meaningful
to customers

with choice
our customers and control

Reduce customer effort by: Develop a trusted advisor

* Making it easy to do relationship by:
business with us « Delivering tailored services
« Making our processes simple, and advice

straightforward and efficient with
the customer's point of view
in mind

« Providing a positive customer
experience every time

REDUCE

ENABLED BY AN ENGAGED WORKFORCE

6.0 SMART GRID PILOT

Hydro One’s smart grid pilot project is a multi-year initiative to identify, deploy, and
analyze applications, equipment, and business processes in response to legislation, OEB
policy and in support of the following five business objectives:
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Distribution Generator (DG) Enablement: Ensure the ongoing, efficient operation
of the system while facilitating the addition of a significant amount of new distributed

generation capacity to Hydro One’s distribution system.

Distribution Reliability/Operations Improvements: Automate Hydro One’s
distribution system in varying degrees to provide further real-time monitoring,
control, automatic restoration and optimized operations, thereby improving reliability,

reducing overall utility costs and improving customer satisfaction.

Outage Restoration Optimization: Take advantage of real-time capabilities and
enhanced workforce mobilization to minimize customer outage duration through

quicker and more efficient fault restoration.

Distribution Network Asset Planning and Tools: Provide improved tools for
assessing and planning changes to the distribution network, including the installation

of distributed generation facilities.
Customer Enablement: Provide customers with tools for managing and
understanding their electricity usage, including the installation of in-home displays

and energy management systems.

Table 6: Smart Grid Pilot ($ Million)

o Bridge
. Historical Years Test Years
Description Year

2010 | 2011 | 2012 | 2013 2014 2015 | 2016 | 2017 | 2018 | 2019

Total Smart Grid Pilot 2.5 0.4 0.8 4.0 9.5 5.7 4.9 2.8 0.0 0.0
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Hydro One continues to execute its smart grid pilot project through 2017. Incremental
OM&A is required to complete the smart grid pilot. It includes costs associated with
software development, process development and training. Details of the history of this
project as well as the pilot project that this OM&A will fund can be found in Section 2.0
of Exhibit D1, Tab 3, Schedule 5.
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SUMMARY OF COMMON CORPORATE COSTS OM&A

Hydro One Common Corporate Costs OM&A is comprised of Common Corporate
Functions and Services (“CCFS”), Asset Management Services, Information Technology
(“IT”), Cornerstone, Cost of Sales to external parties and Other OM&A.

CCFS includes Corporate Management, Finance, Human Resources, Corporate
Communications, Legal, Regulatory Affairs, Corporate Security, Internal Audit and Real
Estate. Common Asset Management services include System Investment and Asset
Stewardship and Strategies. IT and Cornerstone activities include providing and
managing computer systems and installing enterprise IT systems. Other OM&A includes
the capitalized overhead credit, the environmental provision credit, indirect depreciation

and other costs.

Hydro One utilizes a centralized shared services model to deliver its common services to
the Transmission and Distribution businesses within Hydro One Networks Inc., and to the
legal entities Hydro One Inc., Hydro One Telecom Inc., Hydro One Networks Brampton
Inc., and Hydro One Remote Communities Inc. Many organizations have adopted a
common corporate cost model as an effective method of delivering common services to
multiple subsidiaries and/or multiple business units. Hydro One adopted this model when
it was established in 1999. The additional cost to establish the common functions in each

of its subsidiaries would be cost prohibitive.

Table 1 summarizes the Distribution portion of the Common Corporate Cost and Other

OMG&A Costs over the Historic, Bridge and Test years.
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1 Table 1
2 Allocated Distribution Corporate common costs and Other OM&A Costs
3 ($ Millions)

. Historic Bridge Test
Description

2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019

Common Corporate 69.7 | 685 | 715 | 763 | 791 | 772 | 768 | 767 | 786 | 79.9
Functions and Services
Asset Management 30.6 34.6 25.1 19.9 18.4 18.4 17.8 17.6 175 17.8
Information 712 | 726 | 806 | 1001 | 860 | 857 | 86.4 | 861 | 865 | 87.6
Technology
Cost of Sales 5.4 5.8 18.5 5.9 2.0 2.1 2.1 2.1 2.2 2.2
Other OM&A -82.0 | -96.0 [-107.1 | -113.5 | -111.7 | -116.7 | -120.6 | -120.1 | -122.4 | -125.2
Total 949 | 855 | 88.6 | 888 73.8 66.7 | 625 | 624 | 624 | 623

4

5 Inthe 2009-2014 period, Hydro One applied a cost allocation methodology developed by

6 Black and Veatch Corporation (B&V) which utilizes a breakdown of activities and

7 drivers. In 2013, the Company commissioned B&V to update the methodology to allocate

8 common costs among the business entities using the common services, as discussed in

9 Exhibit C1, Tab 5, Schedule 1. The approach utilizes a further breakdown of activities

10 and drivers and is used in this application.

11

12 The reduction in OM&A spending in the test years 2015 through 2019 as compared to the

13 historical years is primarily related to:

14

15 e CCFS costs increase slightly over the test years due to increased HR support for

16 expanded field work programs and succession planning, long-term relationship
17 building with First Nations and Métis communities and funding for the corporate
18 records management project. See Exhibit C1, Tab 2, Schedule 8 for details.

19 e Lower Asset Management costs result from productivity initiatives underway that are

20 expected to impact the resourcing and demographic management strategy for the
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1 organization, although the work undertaken by Asset Management is expected to
2 increase. See Exhibit C1, Tab 2, Schedule 9 for details.

3 e |T costs are lower after 2013 due to the completion of the new CIS system and costs

4 remain stable from 2015 to 2019. See Exhibit C1, Tab 2, Schedule 10 for details.

5 o Lower Other OM&A program cost is related to the increase in cost of remediation of
6 environmental contamination. When these OM&A work program costs are incurred,
7 there is a corresponding credit to OM&A for the environmental expenditures to
8 reflect the fact that the cost is reflected in revenue requirement as amortization
9 expense and not as OM&A, thus reducing overall OM&A costs.

10
11 Exhibit A, Tab 19, Schedule 1 further describes the productive efforts responsible for the

12 cost efficiencies reflected in these forecasts.
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OUTSOURCING

1.0 BACKGROUND

Hydro One Networks Inc. (“Networks”) entered into a 10-year master services agreement
with Inergi LP (“Inergi””) on December 28, 2001 for services commencing on March 1,
2002 (the “Original Agreement”). Inergi is a limited partnership, a wholly-owned
subsidiary of Capgemini Canada (formerly known as Cap Gemini Ernst & Young Canada
Inc.) held by Capgemini SA. Under the Original Agreement, Hydro One outsourced its
information technology services, customer service operations, settlements, source-to-pay,

payroll, and finance and accounting services.

The Original Agreement provided for an optional 3-year extension to the original 10-year

term.

Before the initial term of the Original Agreement expired, the parties agreed to amend the
underlying business terms, effective as of May 1, 2010, to make them consistent with
then current market practices and business requirements. The scope of work remained
largely unchanged. Networks and Inergi both agreed to extend the Original Agreement
by 3 years. The renewal permitted Networks to benefit from updated business terms
earlier, including a 12% average annual reduction in fees over the remaining term of

extended Original Agreement (“Current Agreement”).

Leading up to the negotiations, Networks retained EquaTerra Inc. to develop and
document expectations for the extended agreement to reflect market comparators, and
provide negotiation support. In EquaTerra Inc.’s professional judgment the Current
Agreement, taken as a whole, is market competitive. Inergi’s affiliate, Capgemini US

LLC, has provided a financial guarantee for payment upon demand of all guaranteed
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financial obligations, as well as a performance guarantee for the performance of all

obligations under the Current Agreement.

The Current Agreement is subject to a Declaration of the Sole Shareholder regarding the
power of the Hydro One Inc.’s Board of Directors to enforce, including any and all other
powers related to the Transfer ("Offshoring”) of jobs out of the Province of Ontario
under the Outsourcing Agreement entered into by Hydro One Inc. with Inergi LP
("Inergi™) on or about December, 2001 (the "Outsourcing Agreement™) issued on
September 24, 2008. The Current Agreement and the above Declaration will expire on
February 28, 2015.

20 THE CURRENT AGREEMENT

2.1  Scope of Work

The scope of work under the Current Agreement is comprised of services (“Base
Services”) and project services performed over a finite period to produce a project
deliverable, solution or result (“Project Services”). Base Services are divided into the
following six areas (individually, a “statement of work” or a “SOW?), each of which
relates to a line of business within Networks: (1) information technology services; (2)
customer service operations; (3) settlements; (4) source-to-pay; (5) payroll; and (6)
finance and accounting services. Appendix A contains the descriptions of Base Services
contracted for each SOW.

2.2 Fees

Under the Current Agreement, Inergi provides Base Services based on a declining fee

structure, except for the Settlements SOW for which the parties settled on a “cost-plus”
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pricing model due to the complex nature of the work. The fees for Base Services will
decline over time so long as transaction volumes remain within normal volume ranges as
defined in the Current Agreement while meeting or exceeding prevailing service levels.
Additional charges apply if there are higher transaction volumes than the prescribed
volumes. (For example, an increase in the number of Networks’ customers may cause
Networks to exceed certain volumes in the customer service operations SOW.)
Conversely, Networks is entitled to fee credits if transaction volumes are lower than

prescribed volumes.

For Project Services, Networks pays time-and-material rates. Networks receives an
annual volume discount of up to 15% based on qualifying annual expenditures for Project

Services.

All fees are subject to cost-of-living adjustments, using Statistics Canada indices of
compensation for employees in Ontario and of the total number of employees in Ontario.

Hydro One expects to continue outsourcing back office services beyond 2015 through a
new competitively bid contract that will result in further savings described in Exhibit A1,
Tab 19, Schedule 1.

Appendix B to this exhibit sets out the outsourcing fees spent in the historical period
2010 to 2013 and the forecasted outsourcing expenditures for bridge year 2014 and test
years 2015 to 2019.

2.3  Benchmarking Review of Fees

The Current Agreement provides for optional benchmarking reviews of fees by an

independent third party, the costs of which are borne equally by Networks and Inergi.
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The third party analyst (“Analyst”) is selected from a predetermined list included in the
Current Agreement. Fees for the Settlements SOW are excluded from the review due to

the unique and complex nature of the services and the absence of comparable suppliers.

The sample group in the benchmarking review consists of companies comparable to
Inergi, meaning companies with the same line(s) of business and a comparable ratio of
unionized and non-unionized resources. Where the proportion of unionized and non-
unionized differs between companies, the Analyst shall normalize this difference. The
Analyst will compare Inergi’s fees with those of the sample group, adjusted for
differences in volumes, scope of services, service levels, cost components and applicable

cost of living increases with the market price.

In the fourth quarter of 2013, Networks exercised its right to a benchmarking review of
Inergi’s fees under the Current Agreement. The report was completed in February 2014
by TPI Sourcing Consultants Canada Corp, an affiliate of Information Services Group
Inc. In regards to all Base Services excluding Settlements, the report concluded that the
adjusted fees charged by Inergi do not exceed the “benchmark price” as defined in
Current Agreement. As a result, there were no changes to the fees charged by Inergi as
of March 1, 2014.

24 Royalty Payment and Provision of Facilities

Under the Current Agreement, Inergi makes annual payments to Networks in

consideration of Networks’ support of Inergi’s broader marketing efforts.

Where Inergi staff are located in Networks’ facilities, the cost of those facilities and
facility overhead costs (communication services, heating, lighting, consumable goods,

etc.) are borne by Networks.
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2.5  Service Quality Assurances and Continuous Improvement

The Current Agreement sets out a methodology to measure Inergi’s performance, which
includes defined service levels or performance indicators (“PIs”) and client satisfaction
surveys. Inergi’s services are measured regularly (monthly, quarterly, and yearly) for
achievement of PIs. The Pls vary based on the nature of the service in question and set
both minimum and targeted service levels. When Inergi fails to meet certain PIs,
Networks is entitled to either: (a) a service credit(s) calculated in accordance with
predetermined formuli, (b) at Inergi’s cost, remediation action based on a remediation
plan that Networks has approved, or (c) both, depending on the level of criticality and
frequency of such failures.> The Pls are adjusted upwards annually, where applicable, to
drive continuous improvement. In the contract year ending February 2013, Inergi met or
exceeded 97% of all Pls.

Inergi performs client satisfaction surveys of Networks’ relevant business managers and
internal users. Inergi must address dissatisfaction revealed by the surveys. Together, the
parties are to identify opportunities and strategies for responding to any issues the
surveys reveal. The scores of these surveys have recently been 3.9 out of 5 for Base
Services and 4.0 out of 5 for Project Services.

The Current Agreement also prescribes a process whereby Inergi continually introduces
global best practices from Capgemini to Networks. As of mid-2013, Inergi has generated

initiatives which have resulted in cost savings, primarily across strategic sourcing and

! Termination of individual statements of work or any part thereof is allowed under defined circumstances
without payment of any penalties or termination charges.
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infrastructure storage reductions. The initiatives are presented to and reviewed by

Networks.

The Current Agreement sets out a governing structure to manage the parties’ relationship,
which includes the Joint Executive Committee, the Joint Governance Committee, the
Joint SOW Oversight Committee, and the Joint Service Leadership Committee. These
committees meet regularly, at different intervals, to ensure strategic alignment between
the parties, oversee relationship, review Inergi’s global business strategies, review
operational performance, change management, business planning, continuous

improvement, and manage and resolve any risks and issues.

2.6  Protecting against business interruption

There are multiple safeguards against business interruption in the Current Agreement.
Inergi is required to develop, maintain, test and execute business continuity and disaster
recovery plans. Inergi must maintain and exercise these plans in a state of readiness for
execution at all times. If there is a change in the services which impacts the plans, Inergi
must modify the plans and, where necessary, retest them to maintain the state of

readiness.

2.7 Transition at the end of the Current Agreement

To prepare for the expiration or full or partial termination of the Current Agreement,
Inergi must: (a) provide and maintain a comprehensive termination transition plan at its
own cost, and (b) for additional compensation, provide termination transition services
described therein. The transition plan must lay out all the information required to enable
Networks or a third party to take over provision of the services on a partial or full

termination of the Current Agreement in an orderly, cost-efficient, and timely manner.
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This is expected to reduce the risks of transition and operational problems by facilitating

knowledge transfer to the successful supplier(s).

The termination transition plan was activated on September 1, 2013 (the “Transition
Plan”), 18 months before the expiry date of the Current Agreement. The plan includes a
number of preparatory activities in the first stage which Inergi is to undertake. Inergi is
required to provide termination transition services until such time as Networks no longer
requires such services up to a maximum of 18 months following the expiry date of the
Current Agreement. The latest end date for transition services is September 1, 2016.
Base Services will continue at the agreed upon rates, and “transition services” will be

provided, in parallel, on a time-and-materials basis.

3.0 RETURNING TO MARKET

To prepare for the Current Agreement’s expiry on February 28, 2015, a project to re-
tender the services in scope for the Current Agreement commenced in late 2012. The
project is referred to internally as the Outsourcing Agreement Re-tendering (OAR)
project. Networks has retained Information Services Group Inc. as an external advisor to
assist the company through the process. Osler, Hoskin and Harcout LLP have been

retained as external counsel.

Multiple factors are shaping Networks’ foray back into the marketplace. The outsourcing
market has changed significantly since services under the Original Agreement
commenced in 2002; shorter term contracts and multi-supplier environments are the
norm. Networks anticipates that its next outsourcing arrangement will reflect this new
commercial reality. Overall Networks seeks a new contract(s) which reflects market-
based pricing, an improved service delivery model, flexibility for Networks, support of

and access to new technologies and delivery of value to its customers and shareholder.
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A governance structure has been established to monitor the OAR project and execute
decisions throughout the process. The OAR project team is comprised of representatives
from lines of business, the Outsourcing Services Department, Information Services
Group, Inc. and internal and external legal counsel. The OAR project team meets on a
weekly basis to review status of the project. The project team is governed by a Steering
Committee which includes senior management from the affected lines of business, the
Executive Committee and the Board of Directors. On a quarterly basis, the project
director reports on the OAR project’s progress to all of the committees noted above. The
procurement process for the OAR project is being monitored by Internal Audit to ensure
that the process is fair and transparent. To date, Internal Audit has determined that the

process has been compliant.

Networks has structured its OAR project into three phases: Phase 1 (Development of
Strategy and Commercial Documents); Phase 2 (Supplier Selection and Contract); and

Phase 3 (Transition). These phases are detailed below.

3.1 Phase 1 — Development of Strategy and Commercial Documents

Any outsourcing arrangement must allow Networks to focus on its core businesses and
meet its strategic objectives. Networks is considering all market options and risks
associated with contract length and number of suppliers. Senior management explored the
risks associated with the outsourcing strategy at two workshops, one held in December
2012 and another held in April 2013. The key risks discussed at these workshops were (a)
the possibility of an inadequate response from the market, (b) the complexity of
managing a multi-supplier environment, (c) challenges in transitioning to the successful
supplier(s), and (d) possible claims by unsuccessful proponents that the procurement

process was not fair and transparent. Key mitigation strategies that Networks has
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employed to minimize these risks are actions such as engaging outsourcing advisors,
communicating openly and frequently with potential suppliers, requiring potential
suppliers to address transition challenges, and having Internal Audit conduct an
independent review of the procurement process. The risks are reviewed at the various
committees within the governance structure on an ongoing basis to ensure that mitigation

is occurring and is effective.

With the results of the workshops and guidance from external advisors and lines of
businesses, the outsourcing strategy was developed. The strategy is based on the

following key objectives:

(@) continually improve value received for money spent;

(b) reflect current global best practices in the outsourced services;

(c) ensure effective and robust performance management and governance; and

(d) maximize Networks’ flexibility to adjust volumes and scope of work and the

technology employed to perform it.

All of these objectives reflect Networks’ commitment to continuous improvement in
productivity which should drive its overall operational and cost effectiveness. The last
objective also provides Networks the flexibility to respond to customer preferences,

which may change over time.

This phase involved formulating clear expectations for the next outsourcing contract(s),
including a contract term of 5 years with 2 one-year extensions at Networks’ option.
These expectations have been clearly articulated through the key elements of the

outsourcing strategy:

a) multi-source different service offerings;



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Filed: 2013-12-19

EB-2013-0416

Exhibit C1

Tab 2

Schedule 7

Page 10 of 13

b) issue a Request for Pre-qualification (“RFPQ”) to pre-qualify suppliers and gather
market intelligence over “bundling” of services offerings in preparation for a Request
for Proposal (“RFP”);

c) issue a RFP to pre-qualified suppliers to down select and negotiate terms and
conditions; and

d) request Board of Director approval over new contract(s).

In early 2013, the Board of Directors approved the above outsourcing strategy.

The introduction of a multi-supplier environment would require a new governance
structure to monitor and measure the outcomes of the outsourcing contract(s). In this
phase, the project team developed a working service integration and management model
(“SIAM”).  SIAM would coordinate and oversee the performance of the outsourced
services in a multi-supplier arrangement. This function will specify the processes and
procedures to be implemented across all of the suppliers and as well ensures adherence
by all suppliers. A multi-supplier arrangement may result in some SIAM work being

outsourced under a separate competitive process.

Other considerations in formulating the outsourcing strategy is the Shareholder
Declaration and Resolution (the “2013 Directive”) dated September 30, 2013 issued in
October 2013. The 2013 Directive restricts Hydro One Inc.’s Board of Directors
regarding new procurements for provision of services set out in the Current Agreement
upon expiration of the agreement. The Minister of Energy exercised those powers to
require such services be performed by persons who are employed in Ontario to perform
those services and physically located in Ontario at that time they perform those services.
A copy of the 2013 Directive is attached to this exhibit as Appendix C.
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The strategy was further impacted by the Power Worker’s Union grievance challenging
Networks’ ability to seek another supplier to perform the outsourced services through a
competitive process filed on March 25, 2013. On December 10, 2013 a settlement was
reached between Networks and the Power Worker’s Union. The settlement requires the
RFP to be amended such that, all pre-qualified proponents, as a condition of being
permitted to respond, agree to voluntarily recognize the Power Worker’s Union as the
bargaining agent for the work and to enter into a Memorandum of Agreement prior to
responding to the RFP. A completed collective agreement must be executed before the
work commences. Networks has also extended this settlement to the Society of Energy

Professionals.

The RFPQ was designed to screen possible suppliers based on certain evaluation criteria
and to gather market intelligence on potential bundling options for the outsourced
services. The RFPQ was issued in February 2013. It made no commercial commitments
to any suppliers. As part of the evaluation process, the responses were reviewed and
suppliers were selected to give oral presentations. Upon completion of the evaluation of
the written responses and oral presentations, suppliers were pre-qualified to receive the
RFP.

Networks held a common executive alignment session simultaneously with all pre-
qualified suppliers where Executive Management delivered key common messages.
Executive alignment sessions were also held individually with pre-qualified suppliers to
provide feedback on the responses to the RFPQ and to solicit input on the bundles.
Networks also met individually with the pre-qualified suppliers in discovery sessions to
scope out the terms of reference and the bundles for the RFP. These activities were key in

developing the RFP documents to ensure a competitive market response.
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Based on the responses to the RFPQ, the project team developed a RFP which
provisionally divided the outsourced services into four bundles of work. The proposed
bundles were reviewed with senior management at a third risk workshop held in mid-
2013. In the RFP, Networks’ management has retained the right to re-bundle services
based on market response to the RFP. Through the RFPQ process, the project team also
determined that SIAM could be covered in a subsequent RFP once the supplier landscape

has been determined.

With the Board of Directors’ approval, the RFP was issued in November 2013 to pre-

qualified suppliers.

3.2  Phase 2 — Supplier Selection & Contract Negotiations

In early December 2013, the project team held individual discovery sessions to provide
the pre-qualified suppliers with an opportunity to seek clarification regarding the RFP.
Responses to the RFP were originally anticipated by February 18, 2014. RFP responses
were deferred to April 10, 2014, pending the clarification of certain matters related to the
Power Workers” Union settlement. RFP responses will be evaluated, as will the option of
Networks performing any or all of the services itself. After the written responses are
reviewed, pre-qualified proponents will be short-listed to give oral presentations later in
April 2014. Following these presentations, the pre-qualified supplier submissions and
oral presentations will be evaluated. As Networks deems appropriate, finalists will be
selected to proceed to negotiate business terms. The project team will then make a final
business recommendation. The project team anticipates that Networks will enter into any
final contract negotiations in the summer of 2014, and final contract(s) will be approved
by the Board of Directors in the fall of 2014.
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3.3 Phase 3 — Transition

Once the supplier(s) have been selected, the next step will be to transition to the
successful supplier(s). Networks will establish a project management office that will
govern the overall transition and ensure that all accountable parties are performing the
activities as agreed to in the transition plans of the successful suppliers and the
incumbent’s termination transition plan.  The project management office will also
monitor the transition risks to ensure that they have been mitigated through this phase.

The key elements in this phase include:

a) migration of workload;
b) migration of services;
c) knowledge transfer; and

d) historical data transfer.

There will be costs associated with all of these transition activities for all of the parties in
this phase. As well, the costs related to delivery of services under the Current Agreement

throughout the transition phase will continue to be incurred.

Appendices

Appendix A — Base Services outsourced under the Current Agreement
Appendix B — Fees (Historical, Bridge and Test Years)
Appendix C — 2013 Directive
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Appendix A: Base Services Outsource