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FINANCIAL PLANNING PRO CESS

1" OVERVIE\Y

Currently, financial planning at Toronto Hydro is conducted artrtually and results in a

three-year Plan - a detailed plan for the first year and a directional plan for the next hvo

yearc. Given the requirements of the five-year Custom Incentive Rate ("CIR")

application, the term of the plaming activities for the period be,einning 2015 was

extended to hve years (the "planning activity").

2. APPROACH

Toronto Hydro's corporate plans are informed b¡r a number of operational needs such as

asset investment requirements, maintenance requirements, stafhn,e requirements and

legislative aird regulatory obligations. The plans are also infonned by other important

consideiations such as customer needs and preferences (including sewice levels and

consumption-management tools), rate impacts, value-for-money, prcductivity, and

maintaining the financial health and viability of the utility.

In other worcls, the utility considers a number of input considerations and objectives in

order to generate its plans. No one of these considerations is determinative of the utility's

ultimate plan, but they all inform it. For example, r,vhile Toronto Hydro vier,vs that a

capital investment approach well above $500 million per year over the 2015-2019 period

is optimal from an assets-needs perspective, in light of rate impacts and execution

constraints, it has constrained its actual plan (and corresponding funding request to the

OEB) to approximately 5500 million per year over the 2015-2019 period.

Toronto Hydro synthesizes these input consiclerations into a strategic planning

philosophy called its four pillars, r,vhich are:
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tustomer Servlce

/ To provicle long-terrn value for your nìoney
r' Nlalre it easy tc work wìth us

¡ Help you conserve energy

/ Prcvide you with tools and te':hnclogy

People

'/ Previde a heaitlry anC safe l.¡c'l'kplaçe

r' Dey4icÞr a shilled and kito'.,iedgeaþle worhforce

./ Keep ourv;crkfc.rce engageC and productive
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Gperations

/ Keep the ligltts on

"/ KÊep out'systen.: safe

'/ Br¡ilc! a Eid that supports a nrodern city

r' I¡laintain abave average !.rocluctivity

FirranciaT Strength

./ Frovide a Fair Return To Our ShareholCer

/ Continu* to incrEas¿ Shar:hclder Value

2s Toronto Hydro's plannin,e activiqv is guided by its Strategic Pillars and compliance

29 requirements.

In executing its planning activities, the utility employs a combination of 'top-dolvn' and

'bottom-up' plaruring models r,vith an iterative planning process. That is, the overall

business strategy outlining the general clirection of the organization is communicated

from the 'top' (senior mânagement) 'dor,vn' to the operational teams. Subject matter

experts then incorporate this direction into their different functional areas and operational

realities, neecls and strategies.
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Finally, as operational plans incorporating the sffate-eic direction are formed, they are

proposed to the senior leadership at Toronto Hydro for review, impact assessments and

approval.

In general, the plandng process consists of four stages: 1, Corporate strate-ey

establishment; 2. Operational plan proposals; 3. Proposal revier,vs ancl selection; and 4.

Detailed development of projects and programs.

During the process, multiple planning activities are being concurrently conducted, and

inputs and outcome considerations are being formed, An iterative plaruring approach is

used in orcler to facilitate robust decision-making and prudent planning.
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Regulatory

Financial

lnitiatives Operational

Workforce

The results of the planning activity are reflected in this CIR application ancl include

. A detailed OM&A plan for 2015; ancl

. Detailed annual capital investment plans for 2015 To 2019.

Further details of these results are in Exhibit 28 (DSP) and 4A (OM&A)
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The Finance pro-qrarn also delivers traditional finance functions such as Payroll services,

Accounts Payable, Treasury and Internal Audit that allow Toronto Hydro to meet its

regular and long-term financial and other obligations to its employees, extemal suppliers

and service providers, Toronto Hydro's debt holders, govefilment a-eencies and the

external auditors. In addition, this program oversees a number of operational processes

(i.e., capital services, financial planning and bud-seting, financial reporting and analysis,

and regulatory and revenue mana-qement) that monitor the utility's financial performance

and support management's ability to make informed, strategic decisions.

The Finance function is the backbone of the utility's operational effectiveness and

financial sustaìnability. Absent the requesteC level of ftincling to execute the Finance

Progiam as describecl, Toronto Hydro could be exposed tc-' a number of risks, including:

¡ reporting eÍïors and material misstatements for financial reporthg purposes;

. reduced oversight and management ftinctions that can impact operational

decisions and compiomise the achievement of strategic objectives;

. inability to satisfy fmancial obligations to third party suppliers, employees and the

government,

¡ â cornpromised ability to secure funding to finance the capital programs and/or

risk of violation of the covenants contained in the existing debt issuances.

The Finance program at Toronto Hydro utilizes a centralizecl business model r,vhere all

the resources are part ofone group. Such resources are at times allocated to various

business units to provide on-going supporl for the day-to-day operations. This program is

comprised of th¡ee segments:

1) Controllership rvhich leverages kno,,vledge of operational processes and

internal controls to veriff the accuracy, completeness and relevance of financial

information, and facilitates corporate and operational planning by providing

appropriate ñnancial business unit support and senior management.
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RESPO¡{SES TO CONSUIUERS COUNCN OF CANADA
INTERROGATORIES

INTERROGATORY 29:

Reference(s): Exhibit 44, Tab 1, Schedule 1

Please provide all correspondence provided to intemal staff regarding the development of

the 2015 ONf A bud_eet and budgeting beyond 2015. Toronto Hyclro has presented the

OMcQA e.¿iclence by Pro-eram. Are certain Directors/Managers responsible for each

program or does the Company operate in accorclin-e to another structure? If it cloes please

provide that stnrcture and indicate how, the "programs" are mana-qed within that structure.

If possible please provide an organizational chart that describes r,vho is responsible for

each "program".

RÐSPOI.ISE:

Toronto Hyclro cleveloped the OVI&A plan on the basis of both a top-dor,vn and bottom-

up approach as described in Exhibit 1C, Tab 3, ScheC'ule 2. During the process, multiple

planning activities were concurrently conducted, and inputs and outcome considerations

were being formed. An iterative plannin,e approach lvas used in order to facilitate robust

decision-makin-e ancl pruclent plannin-e.

Over a three-rveek period commencing in 2014Q1, a series of Finance-ínitiated meetings

were held lvith clepartmental senior management regarding their respective OM&A.

These meetings covered planning structure, approach and timing for the development of

the 2015 OìvI&A buclget. Departments were asked to identify their anticipated current

ancl sustained needs for the five-year period in light of the multi-year constrained funding

mechanism. Refer to Appenclix A for the related material.

7
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RESPONSES TO CONSUMERS COTT.{CIL OF CANAÐA
INTERROGATORIES

The organizational chart that describes Toronto Hydro's senior management team and

their respective responsibility for each program is attached as Appendix B.

I
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Cu rre nt State

Pa ra I le I Activities

Numerous activities impacting corporate plan are
u n de rway

- Regulatory strategy and considerations

- Workforce strategy

- F¡nancial considerations

- Productivity activities

- Capital planning

- Other operational requirements

Strategy and inputs not necessarily finalized

- Different stages of completion

Unsynchronized and overlapping activities
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Consequences
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o D iffe re nt d i re ctio n

- Missing or late inputs

- Expectation gap

Delayed or late decisions

- Re-lvork

- Weak evidence

lmproper assessments

- Poor decisions

- lncreased risk

o
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Enhancements

Obiective

lmprove the consolidated financial planning processa

Focus

. Alignment
lntegrated inputs, assessments and outputs

e þecisions
Enable timely (early) and firm decisions

. Pace
- Timely inputs and timely deliverables

Scope
o [/latters impacting financial assessments and decisions

Operational, Regulatory, Finance

6

'14



Frcpased State

.I

Ç

o¡Q

7

15



Financial Planning Components

lnterdependencies

.Strategic Direction

.Regulatory Framework

'Accounting Standards
.Operationa I Constralnts

. Financial Constraints
.Rate & Bill lmpacts
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Ite rative P la n n ing Ap p roa ch
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Regulatory
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Productivity,
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lnter-connectionsa

Where to begin?

Who initiates?
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Iterative, ada ptive approach

lntegrated impact assessment

Operational alignment

Timely, firm Executive decisions
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Approach
I ntegrated, adaptive planning

f, ina nce-initiated OpEx discussion

Blurry
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Corporate Strategy

The Corporation's vision is to "continuously ma:<imize customer and stakeholders' satisfaction by being safe,

reliable and environmentally responsible at optimal costs". The Corporation has an ERNI framelvork that helps
determine whether the Corporation is well positioned to achieve its strategic objectives. The ERr\I f¡amework
provides a consistent, disciplined methodology for controlling risk by identif¡ring, assessin-e, managing, monitoring
and reporling risks for the Corporation.

The Corporation is focused on the follolving four strategic pillars:

People - the Corporation aims to mai¡tain an engaged, healthy, productive, and safe workforce to meet changin-e

business requirements, as it strives to:

Provide a healthy and safe workplace
Develop a skilled and knowledgeable rvorkforce
Keep its wo¡kforce engaged

The Corpolation will continue to strengthen its already strong safety culture thlough various intemal initiatives in
order to achieve world-class results. The Corporation is committed to employee safety and will remain persistent in
its efforts to mitigate the risk of injury to its workforce. This .,vi11 be accomplished t}rrough ongoing safety
inspections, audits, annual policy review and the continuation of the safety programs and standards. The
Corporation will continue to use the intemai responsibility system to reinforce the importance of safety in the

vrorkplace.

Fitnncial - the Corporation aims to meet the financiaì objectives of its shareholder. as it strives to:

Provide a fair retum to the shareholder'

Continue to increase shareholCer value

The Corpolation has prcvidecl its shareholder '"vith an annual increase in economic value over the last <iecade. To
meet financial objectives oîthe shareholder, the Corporation seeks to increase shareholder value and is comtnitted to
provide a fair retum to its shaleholder in tl-re future. Along r,vith excelÌence in ccrporate financing and f,rnancial

management. rhe Corporation will strive to maintain an investment grade credit rating.

Operatìons - the Corporation aims to improve reliabilit¡, thrcugh sustainable system management, as it stiives to:

Keep the lights on
Keep the system safe

Build a grid that supports a modem Toronto

The Corporation is engaging in resource and capital-intensive plograms to improve capacity, reliability and quality.

The capital program will replace aging assets and accommodate next generation technology to suit the regulatory
trends that incent the incleased use ofdistributed generation.

Custonter - the Corporation aims to provide value to customers, as it strives to:

Make it easy to work with
Help conserve energy

Provide innovative tools and technology

The Corporation is looking at ways to improve the level of satisfaction that customers experience, wl.rether it is

through eclucation and alvareness programs, interaction with call centre representatives, their account managers or
over the intemel. The Corporation continues to underlake initiatives and invest in technology and processes to
improve the customer experience. In tum, this focus on customer service lvill provide iong-term value for money.

a

o

a
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Perform¡nce Nleasurement

The Corpolation measures its perfor:mance in relation to the achievement of its strategic objectives by using a

balanced scorecard approach. KPIs are monitored tbroughout the year and appropriate actions are taken as required.
The definitions of the 2013 KPis asscciated with the previously mentioned four stlategic pillars are as follolvs:

Strategic Pillars Performance Ì\Ieasu¡e Definition

People Safety

Employee Engagement

Number of recordable injuries x 200,000 /.
exposure hours.

Average number of employee engagement
sessions per employee per year, including
corporate-rvide, divisional and departmental.

I

Financial Net Income a Net income per the Corporation's consolidated
financial statements.

Operations System Average lntemrption
Duration lndex

System Average Interruption
Frequency Index

Vy'orst Performing Feeders

LDC Regulated Capital

Measure of the annual system average
interruption duration per customers setved, not
including MED.
ìvleasure of the frecluency of service
interruptions per customers served, not
including lvIED.

Total number of feeders experiencing seven or
more sustained outages in a year, lvith outages
Cefined as interruptions greater than one

minute.

Achievement of LDC capital lvork prograrn as

approvecl by the Board of Directors.

a

a

a

I

Customer Conservation Demand Management

Enhanced Customer Engagement

Call Centre Service Response

Annuai summer peak demand savings tluough
year over yeat megawatt reduction.

Inc¡ease in customer self-serve transactions /
engagements using valious self-serve options.

Average of call centre responses lvithin thirt¡r
seconds.

a

ô

Capability to Deliver Resuìts

The Corporation strives to manage its perfomance and deliverresults. In2013, the Corporation exceeded all of its
corporate and divisional objectives represented by its KPIs. The Corporation's ability to deliver ¡esults in each ofits
strategic pillars is limited by risks inherent in its regulatory environment, business, workforce and in the economic

environment. These risks are discussed under the section "Risk lvlanagement and Risk Factors" in this MD.tA.

10
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regulatory obligations. The plans are also informed by other important considerations

such as customer needs (including service levels and consumption-management tools),

rate impacts, value-for-money, productivity, and maintainin-e the financial health and

viability of the utility, etc. These considerations roll up to the four pillars discussed at

Exhibit 1C, Tab 3, Schedule 1 and Schedule 2.

No one of these considerations is determinative of the utility's ultimate financial plan, but

they all inform ultimate funciing recluests. For example, Toronto Hydro believes that

staffing levels beyond the operating costs proposed in this application are optimal based

on the utility's assessment of its operating requirernents, its retirement projections for the

next fi.¡e to 15 years, and the significant lead time for training certif,red and skilled trades

(four to six years). Ho.vever, the utiliry has rnoderatecl its flindin-e request in light of

other considerations, such as rate impacts.

Informed by the considerations describecl above, Toronto Hydro developed the ONI.tA

plan on the basis of both a top-dor,vn and bottom-up approach as described in Exhibit 1C,

Tab 3, Schedule 2. In general, Toronto Hydro's objective r,vas to put fonvarcl a plan that

lar-eely maintained functional recluirements such as safe and reliable grid operations and

system performance, service levels and legal, re-eulatory and statutory compliance in an

efficient marìner.

Toronto Hydro used both general ancl specific cost and economic assumptions in its 2015

forecast of the operatin-e costs. Labour costs have been adjusted to reflect the annual rate

adjustments that Toronto hydro has committed to in its collective agreements. The labour

cost forecast r.vas also adjustecl to reflect market-competitive pay increases for non-

unionizeci employees. For more information, refer to Exhibit 44, Tab 4, Schedule 5.

Othenvise, a general inflation factor of 1.7Yo was appliecl, consistent lvith the OEB's

current infl ation factor.
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4. APPROACH

The planning approach is preclicated on the concept of a top-down, bottom-up process

Senior Managernent establishes the top-dor,vn constraints. Based on those top-dolvn

constraints, the business units exercised discipline and restraint in developing their

bottom-up requests for ONI&A funding.

The planning approach started as a top-dor,vn exercise in r,vhich, as noted above, the

utility decided that it would seek to operate within the incentive-based environment

underlying the iRVI framer,vork for OMc?¿A for the five-year plan term. In this tvay, en

objective of building the financial plan rvas to e;ieicise constraint (top-dor.vn) on the

overall plan, and restraint (bottom-up) in developing funcling requests. Toronto Hydro

rvas aiso minc1flil that an-v const¡a.int and restraint also needecl to be situated in the context

of Toronto Hydro's ability to compl.v r,vith its obii*sations/conditions of licence, its

strate-uic pillars (Exhibit lC, Tab 3, Schedule 1), as rvell as to respond to the resourcin-9

neecls driven b-v ner,v or modified activities tha.t have aisen since the utility's last rebasin-s

in 2011.

To this end, Toronto Hydro's f,inancial planning process for operating expenditures was

informecl by a business planning approach that examined underlying elements of existing

bud-9ets, as r,vell as incremental requests for budget increases. In other wotcls,

departments r,vere asked to outline the allocation of current expenditures, as r,vell as

justifyin_e additional requests for 2015. Part of obtaining the fuI1 picture involved

generally considering expenclitures that r,vere incremental since Toronto Hydro's last

rebasing year (201 1).

The practical application of Toronto Hydro's approach of integratin-e the top-dorvn and

bottom-up needs identification into its OMctA planning process entailecl the utiiity's

departments coming folward lvith plans and requests for ongoing ancl incremental

24
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aotivities, r.vhich v/ere then examined on a top-do\,vn basis for ali-enment with key

considerations, such as the potential rate impact of the ag-ere-sate OM&A request for

20t5.

5. RESULTS

In the result, while Toronto Hydro is puttin,e fonvard in this application a2015 rebasing

plan that includes a number new or materially-expanded OM&A activities that it expects

r,vill be sustained over the period of the plan, these requests are largely driven by

ftinctional recluirements. Examples of these ne\,v or materially-expanded programs

include:

. The Disaster Pieparedness lvlanagement Progtam aimed at enhancing the utility's

capabilities to plan foi and operate during major contin-eency events;

¡ Increased Billin-e, Rernittance and Meter Data lVlanagement expenditures to

enable deployrnent and maintenance of technolog-v up-erade projects to support

meter reading infrastructure renewal, and accommodate signif,rcant Canada Post

service fee increases; and

o Increased Preventative and Predictive Maintenance expenditures to optimize the

asset maintenance cycles, driven, among other factors, by the results of the

Reliability Centered Maintenance (RCM) analysis.

For additional details on the evolution of Toronto Hydro's OM&A cost drivers and

business environment changes, please refer to Exhibit 4,A'. Tab 2, Schedules 1 through 21,

as r,vell as financial schedules provided in Exhibit 44, Tab 1.

By contrast, this also means that Toronto Hyclro did not put fonvard other possible

sustained and reasonable OM&A recluests that woulcl represent r,vhat the utility may

believe is operationally optimal or requirecl. As notecl above, ancl in line with the

25
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OVERYIE\Y OF THE OPERATII{G, ÌVIAI¡{TENAI{CE Al\D

ADMINISTRATION (OÙI&A) EXPENÐITURES

The purpose of this schedule is to provide a brief suTLmary of Toronto Hydro's

Operations, Maintenance and Administration (ON4&A) evidence that describes the

utility's OM&A expenditures as well as the ana$ical lvork, activities and obligations

underlyin-e them. The schedule also details the top-down and bottom-up budgetary

considerations drivin,e the preparation of the 2015 Test Year OMctA forecasts.

1. CONCORDANCE 1YITH CHÀPTER 2 FILING REQUIRENIENTS

As discussed in Exhibit iB, Tab 2, Schedule 2 ("Ali-er,-rnent r,vith The Renewecl

Regulatory Framelvork"), ir preparing its 2015-20i9 Custom IR OVI.tA evidence,

Toronto Hydro consulted the OEB's f,rling requirernents with respect to the ONI&A

guidance provided in Chapter 2 of the Ontario Energy Board's (OEB's) Filin-e

Requirements for Electricity Distribution Rate Applications, as updated on July I7,2013

A key evolution in the OEB's guidance concems the manner of presentation and the

subsequent revier,v of the OM&A evidence on the basis of output / program-based

expencliture presentation - a deparftue from the previous approach r,vhich focusecl on

cliscrete OìvI&A cost inputs.2

Consisteni r,vith the OEB guidance, Toronto Hydro presents its Historical, Bridge and

Test Year OlvI,gA expenclitr"rres as a sum of 19 discrete programs, and a grouping of

utility-lvide costs and adjustments that carurot be readily assignecl to a single pro,qram

and/or presented as a standalone program. The descriptions ancl variance analysis for

these programs and associated expenditures and adjustments can be found in Exhibit 44,

Tab 2, Schedules 1 through 21. In an effort to balance the OEB's guidance on program-

based OMctA cost review r,vith the objective of providing a thorough cost analysis,

r Ontario Energy Board, Application Filing Requirements. Chapter 2, S 2.7 p.27,17 July, 2013

26
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Toronto Hydio has further broken clolvn a number of OM&A Programs into Segments -
i.e., discrete activity-based areas that address different facets of a single program. Each

segment description includes an overvie\,v of the activities comprising the segment, the

requirements driving the work, and a variance analysis.

As notecl by the OEB in the July 2013 update of Chapter 2 Filing Requirements, adoptin-e

a program-based approach to presenting the OlvIctA activities entails a transition period

for the utility. While Toronto H¡rdro submits that the manner of presentation of its 201 5

OìvI&A activities is consistent rvith the OEB guidance, the utility notes that its work in

developing a mealìlgftil progran-i.,'Se-sment ON,'I&A presentation involved a significant

amount of assumptions ancl complex analytic work, given that Toronto Hydro intema.l

OVI&A tiacki:eg pioceduies do not ful1y lenC themselves to the approach contemplated

by the OEB.

At Toronto liydro, OMctA plans are generally presenterl on a operating deparlment or

"Responsibility Centre" (RC) basis, lvhereby each RC is tiecl to the operational

mana-qement of broad, but discrete functional areas such as customer care, ftnance,

regulatory, safefy, IT, HR or legal. That is, on the basis of the a¡eas of discrete

responsibility and type of departmental expenditures, rather than the (often cross-

functional) activities or programs that the utility at lar-se undertakes. In this way, for

areas r,vith multiple activities, financial plans are presentecl at their hi-ehest level on the

basis of the þpe of the expenditure (e.g., payroll), rather than the progmm that those

expendilures correlate to (e.g., i,vork program execution). In a number of cases, althou-eh

a department tracks its financial plan on an RC basis, they may also break dolvn and track

certain iine items on the basis of files or activities. For example, maintenance progmms

that may require resources from several departments to complete the activities have

separate r,vork orclers that field employees use to charge their time. This approach helps

IC
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to track and mana-qe the costs associated \,vith the maintenance programs consistently

across the utility and tÍack year-over-year variances.

This transition from RC to activity-based presentation is particulariy salient with respect

to the OM&A evidence contained \,vithin Exhibit  A,Tab 2, Schedules 6 through 9,

describin-e the programs that in previous filings (e.g., EB-2011-0144) lvere presented as a

single cost item described as Operations Support. Given a number of important and

functionally distinct activities captured rvithin the previous Operations Support definition,

Toronto Hydro has made best efforts to provide dedicated descriptions and variance

analysis for each of the four ensuing pro-qrams and the associatecl se-qments. Holvever,

for the reasons noted above, the utility employed estimates to determine the particular

pro,eram/segment expendifi:res for the Historical and Bridge years.

2. O\IÐRVIEIY OF THT OM&A PROGRÀNIS ANÐ EXPENDITURÐS

Toronto Hydro's total 2015 forecasted OM&A expenditures are $269.5 million - 13 .2%

or $31.5 million above the 2011 expenditures approved by the OEB (S238 million) in

Toronto Hyclro's latest rebasing application (EB-2010-0142), and $30.9 million or l3o/o

above the 2011 actual expenditures ($238.6 miliion).2 Overall, the cost increase from

2011 to 2015 represent an average of 3.3% ayear. Toronto Hydro notes that Section 3

of this scheclule details the process and considerations informin-s Toronto Hydro's

budgeting of the 2015 Test Year OM&A budget, including the constraint and restraint

exercised with deference to several inter-related factors including ratepayer impact, and

the utility's operational needs ancl obligations.

2 Because OM&A lvas settled on an envelope basis in tlie utility's last rebasing application (EB-2010-
0142). and because 2011 OEB-Appi'oved and 2011 actual expenditures were very similar ($238 OEB-
Approved vs. $238.6 actuals expenditures), Toronto Hydro has only reported 201 I actual expenditures in
the OEB appendices f,rled at Exhibit 44, Tab 1, Schedules 2-5.
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RESP O¡{ SE S T O SUSTAII{ABI,E I¡{FRASTRUC TURE ALLIAN CE
OF Oì{TARIO INTERRO GATORIES

INTERROG,.\TORY 31:

Reference(s): Exhibit 4Ä, Tab 1, Schedule 1

THESL notes that it "presents its Historical, Bridge and Test Year OìvI&A expenditures

as a sum of 19 discrete pro-erams", but goes on to say that "OM&A plans are genetally

presented on a operating department orResponsibility Centre' (RC) basis".

a) Please clarifi rvhether THESL tracks and operates its Oìvl&A on a program or

department level? For example, cloes THESL have an acfual "Finance Program" or a

"Legal Services Program", or is this presentation a reflection of THESL's

interpretation of the Filin-s Recluirements?

b) Please explain the ciifferences, if any, betr,veen THESL "programs" as presented in

this application anC the corresponcling departments. For example, are there any

identifiable differences belvveen the functions and costs of the "Finance Ptogtam" and

the functions and costs of the "Finance Department" presented in prior rate

applications?

c) For all ONIctA "programs" identiñed in Table 1, please identify the relevant

department that unclertakes each progmm.

cl) Please provide the OVI&A budgets mapped by operating department (Responsibility

Centre), as referenced above.

RESPONSE:

a) The program-based presentation of OMctA budgets reflects Toronto Hydro's

interpretation of the OEB guiclance provided in Section 2.7 of the Chapter 2 of the

Filing Reclirentents for Electricity Distríbutors (Jtly 17 ,2013) that mandates

Panel: Planning and Strategy
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RESP ONSES TO SUSTAINABLE IT'IFRASTRUC TURE ALLIAN CE
OF ONTARIO II{TERROGATORTES

applicants to present their OM&A vadance analysis on the basis of outcome-based

programs. For intemal purposes, Toronto Hydro tracks its OM&A expenditures at a

departmental level.

b) As explained and produced in response to part (c) be1ow, in a number of instances

Torontc Hydro's OM"tA programs as presented in this application are overseen by

several different departments. For example, Preventative and Predictive lvlaintenance

progrcm encompasses the lvork performed by the Engineerin-e and Constmction and

Electrical Operations and Procurement divisions. In othel cases (e.g., Customer

Care), the program-based presentation corresponds to a singie departmental bud-set.

For a further discussion of program-baseC presentation of OM"tA Costs, please see

Toronto Hydro's responses to interro-eatory 4A-CCC-30 and inten-o-eatory 4A-

oEBStafÊ63.

c) Please see Appendix A to this Scheclule.

d) Please see response to (c) above

Panel: Planr.ring and Strategy
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($M) Prorgram Deparùnen t 201 1 Ac,lual 2012 Àctual 20 13 Aclual 201,1 BridSe 2015 Têst

Preventative & Predictive Maintenancg

Enoineerino & Construction 27 5'1

Electric Ooerations & Procurement 110 12'l 12! 14I
Sub-total Preveniative & Pred¡clive ¡/a¡ntenance 131 16.C 12e 161 20 1

Corrective l\¡âintenance

Enqineering & Construction 13 11 21 26

Electric Coerations & Procurement 245 19 i 15 3 174 19 6

Sub-total Corrective lvlaintenance 258 21 a 11 C 19.0

Emeroenc,/ Resocnse Electric Operat¡ons & Procurement 263 162 '1s 
3

Disasier Preoaredness ñlanaoement Electric Operations & Procurement 09 00 2¿

ionlrol Centre Electric Operations & Procurement B.l 8S 8 -.t

Sustomer-Driven Work

Enoineerino & Cons(ruction 19 '1 3 22 )a 2l
Electric Ooerations & Procurement 41 46 49 59 81

Sub-total CustometrDriven Work 60 59 1A 10 1

rla nn ino

Enqineerinq & Conskuction 9C 90 115 102 12(
Electric Ooerations & Procurement 00 01 0:

Sub-total Plann¡no 9C '115 '10 3 121

¡/ork Prooram Executìon lvlanacement and Suocort Enqineerinq & Construciion 56 53

Wcrk Prooram Execution

=nqineerinq & Construc'.ion 10 e 91 97 10.€ 119

=lectric Operations & Procurement 4( 41 34 32
Sub-total Work Proqrãm Execution 14 g 138 13 0 14.:

Fleet ând Êquipment Services Electric Ooerations & Procurement B' 81 84 89
Fac¡l¡ties l\4anaqemen I Elecfic Ooerat¡ons & Procuremenl 24t 242 272

Suoolv Chain Services Electric Operat¡ons & Procurement 71 10 3 99
Customer Care Customer Care 41 I 397 422 46 1

Human Resources and Safetv Human Resources and Safety 137 't3 2 15 3 '1ô l

Finance Fìna nce 16 1 141 15 7 't7 ( 17 S

lnformation Techncloqy lnformat¡on Technoloqv & R¡sk Manaqement 303 284 3'1 C 349
Rates and Requlatory Affairs Requlatorv Affairs and General Counsel 12 7E 84

Leoal Services Requlatorv Affa¡rs and General Counsel 55 4a 4:
Char¡tab¡e Donat¡ons (LEAP) Customer Care OJ 0t 0i o7 OB

Common Costs and Adiustments Corporate-wide 51 t6 0ì 0t '1 0

Allccations and Recoveries Coroorâte-wide (19 9) l17.rì (13 : ('19 e (20 2\

Restructur¡nq Costs Coroorate-wide 27 1

Tôhl ôM¿A 23E.6 243.1 246.1 2 A.â 269.5

3l
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OEB Appendix 2-JA
Sunrmary of Recoverable OM&A Expenses

5

MIFRS

70.3$

61.2$
't 31.5$

't1 6%

'13 60/¡

4',t 5$

2.7$

86.5$

65$

0.8$

138.0$

7.1to

12 4'/o

269.5$

259.5$

I30/a

2015 Test Year
2014 Bridge

Year

MIFRS

58.5$

59.3$

117 -A$

o Dok

$

2.7$

B't.2$

6.5$

o.7$

128.8$

oo%

246.6$

246-6$

o.o%

2014 Br¡r¡ge
Year

USGAAP

58.5$

s9,3$

117.8$

-6 8ol"

37.9$

2.7$

41.2$

65$

o7$

128_8$

246.6$

246-6$

o1%

2013 Actuals

USGAAP

5S.5$

6ô.8$

126.4$

14.10/"

352$

2Sù

750$

Þ.4$

D.7$

120.1$
't43%

246.4$

246.4$

'l.zvo

2012 Actuals

USGAAP

$

54.8$

110.r$

-4 40/,

36.0$

2.5$

67.8$
(2.3)$

o.7$

1 05.1$

-14 4V"

215.8$

27.7$

243.5$

2.1'/"

Last Rebas¡ng
Year (201 1

Actuals)

CGAAP

59.7$

5ô.1$

115.8$

406$

29$

726$

5.9$

o.7$

122.7$

238.6$

238-6$

SubTotal

l/oChanqe (year over year)

/oChange (Test Year vs
ast Rebasíno Year - Actual)

B¡llinq and Collecting

Cornmunity Relations

Administrative and General

Taxes Olher Than lncome Taxes

Donalions

SubTotal

%Change (year over year)

%Change (Test Yeâr vs

l ast Rebasino Yeâr - Actual)

Total

Total - lncluding Restructur¡ng Cosls

%Chanqe (vear over yeaÍ)

Reporting Basis

Operalions

Maintenance

2015 Test Year

$ 70.3

$ 61 2

41.5

$

$ 865

$ 6.5

$ 0.8

$ 259.5

2014 Br¡dge Year

$ 58.5

$ 59.3

$ 37.9

$ 2.7

$ 8t.2

$ 6.5

$ o-7

246.6$

o ovu

2014 Br¡dge Year

$ 58.5

$ 593

$ 37.9

$ 2-7

$ B't 2

$ 65

$ o.7

$ 246.6

D.1o/o

2013 Actlrals

$ 595

$ 668

$ 35.2

$ 2.9

$ 750

$ 64
$ o.7

246.4$

1.2%

2012 Actuals

$ 55.9

$ 54.8

$ 36.0

$

$ ô7.8

$ (2 3)

$ o.7

$ 27.7

$ 243-5

2.'to/.

Last Rebasing
Year (201 1

Acluals)

$

$ 56 1

$ 40.6

$

$ 72.6

$ 5.9

$ o.7

$ 238.6

Operalions

Maintenance

Bill¡ng and Collect¡ng

Commun¡ty Relat¡ons

Administrative and General

Taxes Other Than lncome Taxes

tfgùt¡on"

tNructuring Costs (OEB Account 6310 -
Extraordinary Deduction)

Total

%Chanoe (year over year)
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Variance 201 5

Test vs.2014
Bridqe

$ 11.8

$ 1.9

$ J-O

$ 01

$ 5.3

$ 0.0

$ D2

$

$ 229

$ D.Z $ 22.9

01 9.3%

2 50/o

2015 Test Year

$ 703

$ 61.2

ù 4',t.5

$ 2.7

$ 86.5

$ 6.5

$ 08

$ 269 5

$ 2ô9.5

Var¡ance 2014
Br¡dge vs. 20'13

Actuals

$ (1 0)

s (7.5)

$ 2.6

$ (0.2)

$ ô2

$ 0.'l

$ o2

$ o2

2014 Br¡dge Year

$ 585

$ 59.3

$ 375

$

$ 81.2

$ 6.5

$ o7

$ 246 6

$ 246 6

Variance 2013
Actuals vs.2012

Actuals

$ 36
$ 't2.o

$ (0 7)

$ (0.1 )

$ 7.2

$ 87

$ (0.0)

$ 30-7

$ 30.7

?013 Actuals

$ 595

$ 668

$

$ ,o

$ 75.0

$ 6-4

$ D.7

$ 246 4

$ 246 4

$ 30.7

14.2%

9.37%

1.1o/.

Var¡ance 2012
Actuals vs.2011

Acluals

$ (3.7,

$ (1 4.

$ (4 7.

$ 0.0

$ (4 8)

$ (.8.2)

$ (0.1 )

$ (22 B)

$ (22 B)

$

-9 6%

201 2 Acluals

$ 55.9

$ 54.8

$ 360

$ 29
$ 678

$ (23)

$ D.7

$ 277

$ 243.5

$

$ 215 A

Var¡ance 2011 BA
201 1 Actuals

Last Rebas¡ng
Year (201 1

Actuals)

$ 59.7

ù 56.1

$ 406

$ z9
$ 726

$ 5.9

$ o.7

$ 238_6

$ 238 6

Operat¡oìs

Ma¡ntenance

Bill¡ng and Collect¡ng

Commun¡ty Relat¡ons

Adm¡n¡strative and General

Taxes Other Than lncome Taxes

Donat¡ons

Restructur¡ng Costs (OEB Account 6310
FYf ¡eñrrl¡nârv f)êdr rcl¡ônl

Total OM&A Expenses
Adjustments for Total non-recoverable ¡[ems
lfrom ADôendicês 2-JA ãîd 2-JB\
Total Recoverable OM&A Expenses

Variance frorn previous year

Percent change (year over year)

Pefcent Change:
f

Simple average of % var¡ance fof all years

Compound Annual Growth Rate for all years

Compund Growth Rate 2013 Actuals vs. 2011

Actuals

Note:

'1 'BA" = Board-Approved

appl¡caiion. lf the appllcant last filed a cost of service application less lhan three years ago, a m¡nimum of ihree years ot acttlal infolmation is requìred

3 Recoverable OM&A that is included on these tables should be identical to the recoverable OlVl&A that ¡s shown for the corresPonding periocls on Appendix 2-JB

(r)
6'
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Notes:
.l 

lf ¡t has been more than three years since the applicant last filed a cost of service application, additional years of historical actuals should be incorporated

intothetable,asnecessary,togobacktothelastcostofserviceappllcation. lftheapplicantlastfiledacostofserviceapplicationlessthanthreeyearsago,

a minimum of three years of actual information is requirecl.

2 the method of calculating the number of cr-¡stomers must be iclentified.

3 The method of calculating the number of FTEs must be identified. See also Appendix 2-K

4 The number of customers ancl the number of FTEs should correspond to mid-year or average of January L and December 3l figures.

5 Toronto Hydro notes that its OM&A per customer metrics cjo not account for an estimated 300,000 behind-the-bulk-meter mult¡-unit dwelling customers.

(¡
Þ

2015 Test Year

MIFRS

749,679.00

$269.5

$ 359.51

I,564
475-45

172,378.66

2014 Bridge Year

MIFRS

736,974.00

$246.6

$ 334.68

1,537

479.62

160,517.12

2014 Briclge Year

USGAAP

736,974.00

$246.6

$ 334.68

1,537

479.62

160,517.12

2013 Actuals

USGAAP

724,144.00

fi246.4

rÈ 340.26

1,527

474.10

1 61 ,31 9.54

2012 Actuals

USGAAP

713,093.00

$215.8

$ 302.63

1,601

445.46

134,806.50

Last Rebasing
Year (2011

Actrtals)

CGAAP

705,756.00

$238.6

$ 338.08

1,820

387.83

131,117.08

Reporting Basis

Number of Customers (mid-year)
Total Recoverable OM&A from Appendix 2JB

OM&A cost per custolner
Number of FTEs

Customers/FTEs
OM&A Cost per FTE
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Throu_shout 2014, Toronto Hydro expects to further reduce the number of manual

readings to 20,000 meters, primarily through enhancements of data collection and

processing capabilities for the commercial customers.

In addition to metered customers, Toronto Hydro has approximately 11,700 Unmetered

Scatterecl Load (':lJ5¡") connections, which includes service to telephone booths, bus

shelters, cable television boosters, traffic and park lighting, ancl signs. These unmetered

devices consume a consistent amount of electricity from month to month and the ensuing

bills are basecl on mutually agreecl-upon load assumptions. The Billing, Remittance and

lyleter Data Mana,eement segment is responsible for keeping an up-to-date list of all

service locations and updating usa-qe calculations r,vhen customers make changes. 'Io

ensure USL billing accuracy, Toronto Hydro periodically conCucts random f,reld audits

and reconciliation exercises i,vith its customers.

3,2. Bilìing and Payment Services

The utility offers its customers several options for billing delivery method, includin*e

standard paper-baseclbills, e-bills ancl ePost billin_e services. For customers with specific

accessibility needs, Toronto Hydro facilitates additional accommodation options,

includin-e bills with an option to increase font size, and audio playback options. To date,

approximately 73,000 of Toronto Hyclro customers receive their bills on line using e-

billing options, lvhich facilitates cost savin-ss for the utility and provides convenience and

accessibility for customers. Given the recent increase of Canada Post rates, Toronto

Hydro is undertaking a proactive outreach campaign encoura-9ing customers to adopt the

electronic modes of receiving their bills as a means of controllin-q costs.

In addition to issuing electricity bills, the segment facilitates preparation and issuance of

other customer bills for non-electricity services, such as customer-driven projects and

costs resulting from certain claims proceecling.
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cofiìmunicating through channels such as direct mail, nelvsletlers, and association

outreach, educational ancl sector specific information;

acting as a single point of contact r,vithin Toronto Hydro to facilitate and

coordinate work related to large C&I customers; and

building and maintainin-e positive relationships with Toronto's business

community.

5.4. CustomerExperience

To deliver timely, effective and comprehensive customer-facing activities and internal

seryice practices, the Customer Experience aree maneges customer research, traditional

and cligital outreach efforls, throu-eh rnedia, collateral (brochures, bill inserts and

newsletiers), Cirect maii, website, social media, mobile and e-mail outreach for

residential and business cnstomers. Customer research activities allow Toronto Hydro to

gain insi,ehts into holv cunent serv'ices, processes ancl communications align with

customer vie,,vs and experiences, and identify opportunities for improvement,

Usin,e the feedback received throu-eh customer research and outreach, Toronto Hydro

launched a customized self-service portal (MyTorontoHydro) in2012,lvhich offers an

automated moye-in/move-out processin-e capability, pre-authorizecl payment enrolment,

the ability to vielv bill and payment history, and individual unit consumption information

for landlords. The adoption of this service r,vas promoted through traditional and digital

outreach campaigns, with approximately 76,000 customers registered as of May 2014.

Toronto Hydro's on-line services were fui1her enhanced in2013 through the introduction

of a mobile r,veb application that provicles customers rvith ener-ey management

information, a bill comparison function, and alerts to help manage electricity costs.

t

a

a

36



1

2

J

4

5

6

7

8

9

10

1l

12

IJ

T4

l5

16

),7

l3

I9

20

2I

22

:J

1.1

25

26

Toronto Hydro-Electric System Limìted
EB-2014-0166

Exhibit 4A
Tab 2

Schedule 13

ORIGI¡{AL
Page 2 I of28

By the end of 2014, Toronto Hydro plans to consolidate all of its on-line serv'ice offerings

(ebi1ls, MyTorontoHydro, TOU portal) into one interface, to provide customers a single

si-en-on experience, thereby improving usability and uptake. Additional offerings will

continue to be incorporated based on customer research ancl identifred opporlunities to

increase efficiency. This includes offering lvlyTorontoHydro account mana-qement

services to commercial customers and a fully automated nelv customer move-in process.

Over time, direct-to-customer communication efforts have increased due to the on-going

changes in the govemment and regulatory policy affecting Ontario's electricity market,

including ner.v rate stmctures. technologies and service offerings. In a similar manner,

the scope and volurne of customer commilnications has -srown to i¡rcrease the adoption of

Toronto H¡zdro's online and paperless ser¿ice offerings, thereby decreasing e;çenditures

associated rvith customer cali handlin-e and increasin-e custorner choice and convenience.

Proactive cornrnunications through bill inserts ner,vsletters and digital messagin-e helps

build customer awareness and understandìng of key aspects of the sector, increases the

uptake of on-line services, ancl reduces the volume of interactions r,vith the Contact

Centre. This improves the efficiency and the effectiveness of maintaining customer

relationships r,vhile also delivering operational gains.

Finally, the Quality Assurance function manages the development and distribution of

issue-specific training materials for internal and extemal resources. It is also engaged in

knor,vledge and service cluality management, analyzing fust call resolution ("FCR")

results, conclucting post-call customer surveys, ancl iclentifying trainin-e gaps as r,vell as

process and technology improvement opporlunities. The function is also responsible for

maintaining an intranet tool that provides staff r,vith information on current policies,

procedures, anci regulatory changes to better service customers.
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The table below (Table 6) illustrates Toronto Hydro's historical and forecast

apprenticeship hiring.

Table 6: Training Programs

The utility's CPLP pro_smin is reco-enizecl ancl accreclited by the Ministry for Training,

Colleges and Universities ("ìvITCU"). The other four apprenticeship programs are

desi_ened r,vith the objective of developing and maintaining the specialized skills and

knor,vled,ee that certif,reC and skilleC trades and designated and technical professionals

require to work on Toronto Hydro's distribution piant safely and effieciently.

The ìvICTU consiclers Toronto Hydro a Training Delivery A-eent ("TDA"), which means

that Toronto Hydro's apprenticeship pro-era.ms must satisfy- certail educational standards

ancl criteria, as outiined in the MTCU's TDA Approval Process Guiclelines. These

reqririements apply to the CPLP program, and these standards are consistently applied to

all other programs. Pursuant to these criteria ancl standarcls, Toronto Hydro must:

. suppofi increasecl apprenticship registrations, participations ancl completions;

r improve the apprenticeship delivery system in at least one of the key comerstones

as determined by MTCU;
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Apprentice

Group
2011 2012 201 3 2014 2015 2016 2017 2018 2019

CPCP 13 0 0 v 18 18 18 '18 27

CPLP 12 U 0 0 aÀ 12 12 12 12

DST 12 0 a q '16 8 0 0 8

PSC 8 À 0 4 6 4 2 2 2

CMfV 0 0 0 0 0 4 tr À

Engineering

Technologist
17 A 2 IE 6 6 8 2 12

Engineer 16 2 6 2 2 2 2 1
'1

Total 78 12 17 JY 77 50 46 40 þo
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I order to secure the specific knowledge and talent that the utility requires to meet

2 opemtional requirements going foiward. The utilily must also balance this need against

¡ the wave of projected retirements over the next five to ten years, and the varying training

+ durations required for new ent¡ants to the workforce to become fully competent.

Capital Expenditures vs. Staffing Levels
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Figure 1: Capital Expenditures vs. Staffing Levels (2007 -2019)5
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To deliver its capital programs, Toronto Hydro relies on a number of key Certified and

Skilled T¡ades and Designated and Technical Professional positions, such as Certified

Por,ver Cable Person ("CPCP"), Certified Polver Line Person ("CPLP"), Distribution

System Technolo-eist ("DST"), Certified ìvleter Mechanic/Tester, Polver System

Controller ("PSC"), Engineering Technologist ("ETL"), ancl Engineers. The utility

forecasts a large number of retirements in these positions over the next five to ten years,

and must continue to invest in training and clevelopment in order to facilitate the transfer

of critical kno'',vledge ancl key skills that employees in these positions require to safely

ancl eff,rcientiy plan and execute the utility's r,vork pro-9rams.
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2.5. SeniorNlanagement

Senior management employees, includin-e the e;<ecutive team, represent approximately

four percqnt of the utility's workforce. These individuals provide the leadership and

strategic guidance that a utility of Toronto Hydro's size and complexity recluires in order

to perform effectively and responsibly il a complex regulatory business environment.

Their accountabilities a¡e extensive, with many senior mânagement positions providing

oversight to multiple subject portfolios.

3. \YORKFORCE COMPLEÌVIENT: PÀST, PRTSENT ¡\NÐ FUTURÐ

In 1998, after Toronto Hydro '',vas formed through the amalgamation of six former

utilities, the utiiiiy-'s lvorkforce was comprised of approximately 2,400 employees. Over

a period of four years (i.e., 1993-2001), the workforce was reduced to appro;rimately

1,550 employees. This reduction in heaclcount r,vas achieved as a result of voluntary

retirement program ancl a voluntary separation prograrn in 2001 that resulted in the loss

of critical positions for the utility (such as those in the certiÍied and skilled trades).

Over time, Toronto Hydro has been i,vorking towards staff,rrg up its workforce in these

critical positions in preparation for the r,vave of retirements expected over the next five to

ten years, to support capital infrastnrcture rene',val, and to allow for the lead-time

required to safely train ner,v r,vorkforce entrants.

From 2011 to 2013, Toronto Hydro experienced another notable recluction in the size of

its workforce, from approximately 1,820 full time ecluivalent ("FTE") employees in 2011

to 1,527 FTEs in 2013. The lvorkforce reduction that Toronto Hydro sustainecl between

2011 anci 2013 r,vas a result of: (1) rebalancing of the critical lvorkforce (such as certihed

and skilled trades and designatecl ancl technical professional) through a voluntary exit
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programl and workforce downsizin,e; and (2) organizational and job design, follor,ving

the Ontario Energy Board's ("OEB") decision in EB-201 I-01442.

In April 2013, the OEB substantially approved the investments proposed in Toronto

Hydro's Incremental Capital Module ("IClvI") application.s The capital work in that

application represented a continuation ofthe elevated level ofcapital spending (and

speciflrcally system renewal spendin-e) that the utility has been engaged in for several

years. While it represented a significant management challenge, Toronto Hydro was able

to safely execute the ICIvI plan using the funding available to it in that period. The utility

accomplished this through vaious means, includin,s the eff,rcient planning and hiring

decisions, as well as the prudeni use of external resources.

In the 2015-2019 rate period, Toronto H¡rdro plans to €rrecìrte the lar-eest capital r,vork

pro-qram in utility's history (refer to the DSP in Exhibit 2B), usin-e approximately the

same number of internal resouices as it dicl in the 2012-2013 period. One of the -ereatest

risks to the safe and responsible execution of this r,vork prograrn is the increasing wave of

retirements projected in the next five to ten years.

As discussed in more detail in the Agin-e Workforce Challenge section belor.v, Toronto

Hyclro expects a large r,vave of retirements in the next five to ten years and must invest in

developing and maintaining a clepenclable, adaptable and highly-skilled workforce. To

prudently manage costs during the upcoming rate period, Toronto Hydro proposes a

conservative stafhng plan, clespite challenges that it faces over the nex't f,rve years (i.e., 25

percent of the r.vorktbrce is expect to retire in the next five years, and the size of capital

progrum is expected to increase by approximahely 22 percent, relative to 2013).

' The plogram targeted adr¡inistrative and clerical positions, and focused on the reduction of non-certified
tladesjobs in areas lvhere automation increased and outsourcing opporlunities at a lorver operating cost

presented itself.
2 ¡g-Z0lt-0t+4, Decision with Reasons (January 5,2012).
t E¡-ZOtZ-0064, Parlial Decision and Order (ApLil 2,2013).
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To limit the rate increases for the upcoming tate period, Toronto Hydro ploposes to

continue to replace employees as they retire on a'Just in time" basis. This is not the

optimal approach to workforce renewal, given the time that is required to safely ancl

effectively train ner,v workforce entmnts to work on Toronto Hydro's distribution system.

It r,vas adopted, horvever, to constrain costs over the 2015 to 2019 period. As a long-term

strategy, this approach is not preferred because it may cornpromise Toronto Hydro's

ability to satisfy its commitments.

Toronto Hydro has implemented a multi-faceteC staffin-s strategy to maintain quality

service and value to rate payers, and to plan for upcoming retirements. Toronto Hydro's

Workforce Renewal Strategy is discussed in more detaii in section 4 below.

4. AGING WORKFORCE CIIALLENGÐ

The Canadian utility industry faces a major workforce renewal chalienge over the next

decacle, as the r,vave of baby-boomera retirements intensifies (refer to the Conference

Board of Canada Report on Labour Market and Human Resource Trends for the

Canadian Utility Sector, r,vhich is filed at Exhibit 44, Tab 4, Schedule 4).

To illustrate the effect of this challenge on Toronto Hydro's r,vorkforce, the charl below

(Table 2) compares, by age group, the Ca.nadian population to Toronto Hydro's

workforce. The average age at Toronto Hydro currently is 46.

u The term "baby boomers" refers to those individuals that lvele born betrveen 1947 md 1965
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Table 2: Population by Age Group (Canada and Toronto Hydro)
Demographic Statistics Canada Toronto Hydro

Cohorts o/o of Workforcè o/o of Workforce

Age <25 14.87o/o 1.75o/o

Age 3544 21.24% 14.411o

)

3

4

5

6

7

8

9

10

11

12

13

14

15

t6

t7

l8

19

Age 55-64 15.35% 18.03o/o

The 45 to 54 age group, which include the youngest baby boomers, is the focus of the

aging r,vorkforce challen-qe, as these employees represent approximately 42 percent of

Toronto Hydro's'ù/orkforce. IVIore specificaliy, the challenge is that the 35 to 44 age-

group that immediately follows the youngest boomers, is relatively small (14.41%) n
comparison to the percentage of the workforce that is over 45. The immediate

consequenoe of this challenge is that as young boomers step in to fill the roles of senior

boomers who, by 2015, will be in their mid to late 60s, the employees in the 35 to 44 age

group wi1l be called on to fiIl their positions. To ensure the workforce is prepared to

safely and effectively perform these senior roles, the workers in the 35 to 44 age group

must undergo the recluired training and development before they are called on to fill more

senior positions.

To manage the challenge of the large wave of retirements that are expected to place in the

next five to ten years, Toronto Hydro requires funding to invest in hiring nelv entrants

and facilitating apprenticeships, co-op p¡ograms and in-house training. Toronto Hydro

must pursue these investments nor,v to account for the time it takes to train new

employees and to transfer corporate and technical knowledge to them f¡om senior

employees.
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Appenrj¡x to Undertaking No. TC J2.4 - Revised to be per FTE
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,Siønrn'try; Toronto Hydro Corp.

The stable outlcokrellects Standard & Poor's Ratings Services'expectalion that Toronto Hydro Corp. will

continue to lbcus on the regulated utÍlity business, which provides a stable and predictable stea¡r of cash flow

during our two-yeü outlook horjzon. In addition, we believe the company will manage its capital erpenditure cost

to be wjthin the approved a¡nount set tbrth by the Ontario Energy Board (OEB) and maintajn the deemed capital

structure.

Downside scenario

We corild downgrade tle rating as å result of a material adverse regulatory decjsion, severe operâtionâl

inefficiencies, or other changes that we believe might lead to long-term financial deterioration resuldng in adjusted

tunds from operations [AFFO]-to-debt fâlling below 13%.

Upside scenario

We cculd upgrade the rating if we e;<pect Toronlo Hydro to demonstate sustejnable long-term financial growtl or

to inrprove its financial position that results in AFFO-to-debl aî230/o-25%, This could require the utiliry to deviate

fro¡n iæ fina¡cjal policy, which we beüe.¿e js highly unìikely. As a result, the prcspecf of an upgrade is limited,

during cur two-year outlook horizon.

Stendaid & Pocr's Base-Case Scenario

The key drivers in our anaJysis confinue to be tle reg:ìatoric framework and Lhe pert'onnance of the utilÍty operator

v¡ithin the regulatory tametvork.

. The reguJatory systetll l*ill be stable and Toronto

Hydro will not expedence any material, adverse

regulatory decieions

¡ The utility.will earn a siandard retum on equity of
approximately 9.58ùr'0, operate within the deemed

capital structrre with 609/o debt, and not spend any

unapproved capital
. The company will have its rate base reset in 2015

under the new custom incentjve rate-making (lR)

¡:rethod

2013,å' 20L4E 2015E

AFFO,/debt 76,70/" l3Ô/c!6o/" lif/o-|1o/o

AFFO/interest 3.682 3.3x-4.0x 3,3x-4.0x

AFFO--Adjust e d funds from operati ons. A-Actual.

E-Estimate.

Business Risk: Excellent

In our view, Toronto Hydro's business rÌskprofìle is "excellent." The main positive driver continues to be the OEB. The

1¡¡T¡W. STÀilDARDÀ!¡DPOO RS.CÐM/ n¡lT¡l{GS ÞlRE CT MAY ¡1. 20!{ 3
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reguJator contt'nues io provide â transparent reguìaiory framework thaï su.Dporis a stabìe and predictable cash flow

model, ¡,r'hich we vie-,r as a key credit streng'rb Hìstoricalìy, electricity rates are establishecl under a cost-of-service

framework wilh rates lbr zubsequent three years unCer an incentit e-rate rnechanisn:" In 201 2, the OEB proposed

additional altematives to electricity rate settings. l!'e believe Tcronto H,vdro wìlì adapt the custom IR method to reflect

ttre revenue requirement based on the large multiyear capitaì prograrls the company js co:nmjtted to in the nexi few

years. Torcnto Hydro most recently had its ccst-oì'-servìce hearing in 20 1 1 and is scheduled fcr a rate reset jn 2015.

The regulatory framework also ìimits lhe utility's e;çosure to con:modjty risk and associated cash flow volatility

because price fluctuations in the commodity flolv through directly to susto¡ners.

Fuither supporting the excellent business risk profile is Toronto HyCro's lerge and diverse custonler base with no

meaningfùl concentraticn risk Residential and sraall businesses account formore than 909á of the total. In our vjew this

custonter profile is less sensitjve to macrceccnon:ic stress and busjness cydes. Itlevef.heless, the residential cus'romer

base has sone sensjtivity tc voìume tluctuations, prirnarily weatler-drjven, aJt'\ougb we do not believe tàe fluctuadons

.lvould pressr,:re credit meincs al the rating. We do not expeci Toronto Hydro's customer composition to change

materlaììy over the ne:fi two-yeer horizcn.

Vie believe the utility cornes relatively low operatíng rjsk because it has no obligaticn to ensure an aCequate zupply ol

electricit;,t and is not burCe.-:eC ritb the procurerrent process or power purchase agreen, ent, ¡,vhich reduces operating

risks. !Vè e;çect operaticnal efÍicìency and reliabìliiy tc renain lvìthin prcr,'incial iniusty norrns to avoiC reg,rla"ucry

rjsk linked to pocr sustaìne d pert'onnance.

Fi:ranciai Risk: Intern"recliate

trYhen evajuating the "inier-n:eCíaTe" tinmcjeì risk prolile for Toronto Hydre we take into the consideratjcn of the

colrpany's ìower-dsk regulated business madel and appìy the lcw-volatìÌity tal¡le. V/e e;çect ihe utilÍty wjll continue

genera'rjng stable cash fiow, a key creCit strength. The company has large capital prcgiams in the nexi lèlv years and

reìies on the combination of intemal FFO a¡d extemal debt'ro fund these capital açendih:res. As a result, tNs has a

downwarC press'Jre on the credii metrics, especiaìly the AFFO-to-Cebt metric. However '¡re believe the con:pany will

be abìe to mainLain the AFFO-io-debt meiric above the 13% threshcìd.

Tc further suppoti the intermedÍate financjaÌ prolile risk is that we eryect Toronto Hydro to maintain jts deemed

capiral s.,i-rrcture establisheC by the reguìator, whicb indudes about 60% debt. Furthennc're, the company has a C$40C'

nillion ccmmerciai paper (CP) progrem r,vitb C$150 million outstanding. Supporting the CP program are liquidity

facilities available under the unlity's C9600 miìlìc,n revolving credit facility; hence, available borrowìng under the credit

facJlity ís reduced by the amount of CP outstanding. In our opinion, the creCit faciìity prwides suflicient backup

liquiCity to protect Torcirto HyCro in the event the company is unabie to rcll ol-er the maturing paper with new notes.

Liquirlìty: Âd eqr.r at*

I¡ ou¡ vie-¡¿ Toronto Hydro's liquidÍty "adequate". The cornpany has sufïcient liquidity sources to cover more tha¡

1. 1;< its uses. l,.f oreovet in the event of a 1 0% EBITDA decline, Toronto Hydro's sources of funds would still e--<ceed its

MAYVJ'dI1tr.sT-ållDìln ÞAfr DFOORS.CoM./n A,TII{GSÐ!RECT



Sutnmtry: Toronlo Hyilro Cc.:rp.

uses. In ow opinion, the cornpany has sound relationshþs with its banks, generally satistàctory standing in credÍt

markets and generally prudent finançial risk nranagement.

. FFO of approximately C$290 miìlion

. Undrawn com¡nitted credit facility of C$45 0 million

e:piring in October 2018, and two s¡¡aller facilities

with total capacity of C$95 million, of which C$26

million is avaiÌable

. Abroadrange of capital spendingin 20l4thatis
estimated in the range of C$280 million to C$540

million
. CP of C$ 1 5 0 million that matures in 2014

. Cash dividends of approximately C$61 million

MAY

I :ì { i';(ì 1

Covenants

We e;<pect Toronto Hydro to maintain sizable ìreadroom below its 75% debt-to-capitaì covenant.

Cther Mcdifieis

The modifying täctors had no impact on the ra*ing.

Raiíngs $core Snapshot

Corporate Credit Rating

A/Siable/--

Business risk: Excellent

¿ Country risk: Very lo',v

r Industly riskVerylow
. Competitive position: Strong

Financial risk: Intermediate

r Cash flow/Leverage: Inten:rediate

Anchor: a

Modifiers

o Diversification/Forffolio effect: Neuiral (no impacl)

. Capital structure: Neutral (no impact)

. Liquidity: Adequate (no impact)

r Financial policy: Neutraì (no impact)

. iVlanagement and goveinance: Satisfactory (nr: impact)

. Comparable rating analysis: Neutral (no impact)

WWT',ST.{}TD¡4RDAI{DPÔORE,COM/ N.ATTl{GSDIRECT 8,2014 5
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Related Criterìa AnC Research

Related Criteria
. il/ethodology Ànd Assumptions: Liquidity Descriptors For Global Corporate Issuers, Jan.2,2014
. Corporate Methodolog.v, Nov, 19, 2013

. Corporate Methodology: Ratios And Adjusha ents, Nov. 1 9, 2 01 3

. Key Credit Factors For The Regulated Utilities Industry, Nov. 1 9, 2013

. 2008 Corpcrate CriterÍa: CommercialPape¡April 15,2008

Financial Risk Prolile

Business Risk Profiìe

Srrong

Satisfactory

\ ieak

Vulnerable bb- bb- bb-/b+ b+

S tçnmrtrnl :'I'o ronto Hy drc Corp,

Highly leveraged

MÁ:¿

bbù-/bb+

b

b/b-

b-b

bb

b+

Fair

lnte¡mediatelVlorlest Significant Ag¡¡ressû;eIVlinimal

a+/ aExcellent aa a- bbbaaa/aa+

aa/aa- a+/a a-lbbb+ bbb bb+

bbb+ bbb/bbb- bbb-.rbb+ bba/a-

bbÞ bb+ bb bbbbb/bbb-

bb+ bb bb- b+bb+
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The Company
Toronto Hydro

Corporation (THC) is a

holding company w¡th the

following subsidiaries:
Toronto Hydro-Electric

System Limited, which

d¡stributes electrjcìty and

engages in Conser\/at¡on
and Demand

Nlanagemen t aci¡vities;

and Toronto Hydro

Energy Services Inc.,
wh¡ch provides sireet
lighting services. THC's

sole shareholder is the
C¡ty of Torcnto (rated

AA)

Recent Actions
November 25t 2O!3
Commercial Paper Rat¡ng

Assigned; Short-Term
Rating Discontinued

Debt

Issuer Rating
Senior Unsecured Debentures & MTNS
Commercial Paper

Rating Update

Rat¡n9

A (hish)
A (hish)
R-1 (low)

Rating Action

Confirmed
Conflrmed
Confirmed

Trend

Stab¡e
Sta ble
Sta ble

DBRS has confirmed the ratings of Toronto Hydro Coçoration (THC or the Company), as listed above. The rating

confìrmation reflects THC's low business risk profile and reasonable financial risk profile. However, THC faces

hnancial challenges due to its aging infi'astructwe replacement program that could pressure its balance sheet. DBRS

views levelage rising abo.¡e the regulatory capital structure as high for the cu¡rent rating cate-eory and could

potentially trigger a negative rating action.

THC's business risk profile is supported by a reasonable legulatory environment in Ontalio and stable earnings from
regulated business accounting for virtually all of the Company's eamings and cash flor.v. The regulatory framervork

for distribution utilities in Ontario is shifting fi'om the cur¡ent tl.rird-generation incentive re-eulatory mechanism (IRNI)

to the reneweC regulatory framework. Under Ontar-io Energy Board's (OEB) renewed regulatory framework, the

Company's eiectricit¡' dishibution business (LDC) is exçecteC to file under custom incentive regulation (CIR) in Q3
2014 for rates effective 2015 to 2019. DBRS viervs CIR as well-suited to distributors such as THC with lar-ee, broad,

multi-year capital investments that require certainty offunding in advance, as capex decisions lvi1l be driven by pre-

approval from the OEB. Civen that CIR is ner,v and the forecasting period is five years (compared to three years

under the earlier frameworþ, THC's cash florv could be affected if the LDC is unable to recover large unforeseen

discrepancies betlveen forecasts and aclual capex and operating ex,penses in a timel;u rnanner. The current rating is

based on DBRS:s expectation that the implementation of the lener.ved re-eulatorl framer,lot'k in Ontalio tvill not have

a matelial impact on the credit profile of THC.

THC's financial mehics are currently commensurate rvith an "4" rating range. However, financial metlics could

weaken and may not be commensurate lvith the current ratings, as significant capital expenditure is needed to replace

the Company's agin-e infrastlucture (approximately $400 million approved by OEB for 2014), resultin-s in higher

free cash flolv deficits. In recent years, THC has funded these deficits rvith a combination of asset sales and debt,

maintaining levera-se close to the regulatory capital structure (60920 debt to 40% equity). DBRS is concemed that the

rising leverage could pressure Company's balance sheet as cash balances have been depleted, and going lonvard it
wili likely depend entirely on debt due to its limited access to equitv markets. DBRS will monitor regulatory

developments subsequent to the Companv's CIR fìlings in Q3 2014 and OEB apploval expected in Q2 2015, with a

vielv to a potential negative rating action should leverage exceed the regulatory capital structure.

Rating Considerations

Strengths
(1) Reasonable regulatory environment
(2) Strong franchise area
(3) Reasonable financial prohle

Financial Information

Challenges
(1) Balance sheet pressule clue to high capex
(2) Eamings sensitive to volume
(3) Limited access to equity markets

Toronto Hydr o Corporati on

(CAS millions rvhere applicable)

EBIT gross interest coverage

Total debt in capital stmcture (1)

Cash floVTotal debt
(Cash flo rv-d ividends )/Capex (times)

Net incon,le l¡efore non-recurring iterns

Cash florv from operations

For the year enCedDecember 31

2013 2072 20ll 2010 2 009

2.50

5T,6%

13.6%

0.62

112

301

2.44

57.2%

\6.3%

0.63

105

239

2.16

59:7%

t9.5%

0.58

93

287

2.10

s8.5%

17.90,6

0.58

61

253

1.73

s5.4%

13.3%

0.19

+J

222

1 Corporales: Energy

( l) leases. (2) 201I to 2013 financials based on USGAAP
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Toronto Hydro
Corporation

Report Date:
May 73,2074

Rating Considerations

Strengths
(i) Reasonable regulatory environment" THC is predominantly a regulated electric distribution company that

operates in a reasonable regulatory environment. The Company's regulated business model provides a high
degree of stability to eamings and cash flow over the long tetm.

(2) Strong franchise area. THC is one of the largest municipally owned local distribution companies (LDCs)
in Canada, serving a custome¡ base of approximately 730,000 customers. Almost all of THC's electricity
throughput is distlibuted to residential and general service customers, lvho account lor 90Yo of the LDC's
revenue (approximately 18% of the market in the Province of Ontario (rated AA (low)). Demand from these

customers is relatively stable year over year, as they are iess sensitive to economic cycles. Toronto is now the

fourth-largest metropolitan area, by population, in Ncrlh America.

(3) Reasonable lìtanc!al profìtre. The Company's key credìt metrics temain reasonable for its rating category.

The confìrmation incorporates DBRS's expectations that the Company remains committed to maintainin-e its

debrto-capital ratio in line with the LDC's regulatory 60% debt-to-4O% equity structure, and that in the event

that debt leverage rises above the regulated capital structure, the Company will take necessary measures to
restore ìts structure to the 60% debt levei in a timelv rìanner.

Challenges
(1)Balance sheet pressure due to high cape-r. Si-enificant capital expenditure is needed to replace the

Compan-u-'s aging inlrastructure (approximately $400 million approved bv OEB for 2014: $.{13 million spent

in 2013), resulting in higher free cash flow deficits. In recent years, THC funded fi'ee crsh flow deficits with a

combination olproceeds f¡orn asset sales and debt, maintaining ieverage close to the regulatory deemed capital
structure (60% debt to 4tJ%o equity). However, as the Compan;r's cash balances have been depleted, going

forward it lvill need to depend entirely on debt to fund its cash florv deficits. DBR.S is concerned that this might
affect the Company's financial flexibility and its abilitl, to maintain levelage in line r,vith the LDC's deemed

capital structure.

(2) Earnings sensitive to volume, Eamings ancl cash flow fol electriciiy distribution companies are partially
dependent on the volume of electricity sold, given that rates typically include a variable charge compc.nent.

Seasonality, economic cyclicality and weather variability have a direct impact on the volume of electricity sold

and, therefore, on revenue earned from electricity sales.

(3) Limited access to equity markets. TFIC's ownership strLrcture (100% owned by the City of Toronto (the

City; rated AA)) limits its ability to access the equity markets. As a result, THC's cash flou' defìcits are being
financed lar-eely through clebt.

2 Corporates: Energy
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Toronto Hydro
Corporation

Earnings and Outlook

Report Date:
May 13, 2014 2013

For the year endedDecember 31

2072 20tt 2010 2009(CA$ rnillions where applicable)

Net Sales

EBITDA
EBIT
Gross interest e)pense

Eaming before taxes

Net incolne before non-recurring iterns

Reported net income

Retum on equity

Rate bas e

578

323

t'79

72

113

r12
121

9.s%
? ,o9

587

325

174

81

98

93

96

8.1%

2,298

549

326

r57

75

86

6l
66

6.0%

2,t41

504

295

132

77

62

43

42

4.3%

2,035

s77

3J:

191

/ò

117

105

86

9A%
, ,oa

(1) 2011 to 2013 t-m¡ncials based on USGAAP

2013 Summary
o THC's eaniings are supporteC by a reasonable regulatorT environment and a strong tì'anchise area r,r'ith a

Civersifi ed customer base.
. Net eamin-ss before recuriing items lvere higher due to lor,ver operating costs resulting from cost reductions

and staff restiucturing in2012, as well as lo,¡er financial charges.
. Reported net income r.vas higher in 2013 Cue to: (1) OEB's January 201;t disposition of the smaft meter

deferral account balances, permitting the recovery ofreturn on assets since 2008 and providing for a one-

time, non-recurring gain of 521 million in 2013, offset by highel operating eì(penses due to storm costs of
$ 10.2 million: and (2) lower net income in20l2, resultin-s from a non-recurring restiucturing charge of $27.8
million related to cost-reduction initiati,¡es. DBRS has adjusted net sales and earnings to ¡eflect these non-

recurring items.

EIectr:citv Throughputs (nrillion k\11) % 2013 2017 2011 2010 2009 2008 2007 2006

Residential

General seruice

210,6

tu/o

t0%

5,0i3

\7,021

5,t74

li2c6

5204

17,143

5.209

17,318

5,037

r6,355

5.2 t6

17,415

2,508

5,3y

1 7,837

2.591

j,352

1 7.583

2.597usets

Total(million kWh) t0096 24,426 24,562 24.708 24,746 24,354 25.139 25.760 25.527

Groç4h in elech'ìcity thloughputs

Custonen

(0.6%) (0.6%) (0.2%) 1.6% (3.1%) (2.4%) 0.e% (3,2%)

% 2013 2012 2011 2010 2009 2008 2007 2006

Residential

Creneral servlce

on0/
ù7 /O

1t%

0%

648,380

8 t,137

5t

63i,910

80.699

52

629,049

80.?22

52

620,50 I

19,836

50

611,357

78.810

41

605.509

78,589

4T

60 t,5li

78,349

49

599,080

78.978

49usels

Total t00% 729,568 it8,66r 709.323 700,387 6902M 684,145 679.913 678,107

Groll,t]r in custonrer lnse

As ofDecember 31,2013

L5% 1.3% r.3% 1.5% 0,9% 0.6% 0.3% 0.2%

201-l Outtook
. 2014 is the final year the LDC will use a thircl-generation IRIVI (2012-2014). Under the IRNÍ. the Company's

eamings and ROE could be negatively affected if it is unable to meet the efficiency targets.

3 Corporates: Energy
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Toronto Hydro
Corporation

Financial Profile and Outlook

Report Date:
lvlay 13,2014 (CA$ rnillions where applicable)

Net incorne bef'ore non-recurring ìtems

Depreciation ct amortization

Defened income taxes and other
Cash t'lorv from operations

Dividends paid

Capital eryenditures

Free cash flow (bef. lvorking cap. changes)

Changes in non-cash work. cap. items

Changes in regulatory assets & liabilities

Net Free Cash Florv

Accluisitions ct long-tenn investments

Short{erm investments

Proceeds on asset sales

Net equity change

Net debt change

Othe¡

Change in cash

For the year endedDecemL-er 31

2072 20tl 201020t3 2009

tt2
t73
l6

10s

t42
(7\

93

151

43

61

169

22

+J

163

16

30r

(43)

(413)

239

(48)

(302)

28',7

(33)
(437ì,

2s3

(2s)

t391)

222

(2s)

(249)

(1s6)

(45)

(20)

(111)

(4)

11

(183)

59
(66\

(163)

27

It6)

(s3)

(31)

t59l

(220)

0

0

2

0

14',7

(5)

(1e1)

0

(34)

5

0

54

(10)

( 151)

0

50

9

0

198

13

(r(103)

0

34

3

0

(2)
(e)

42)

0

0

I

0

3

9

('77) (78) (176) 1 19 (129ì'

Total debt 1,618 1,4i0 1,4i0

Cash and cash equivalent 0 77 154

Total debt in capital structure (1) 57.6% 57.2% 59.7%

Cash flor,v/Total debt 13.6% 16.3% 19.5%

EBI'I'gross intelest coverage (times) 2.50 2.44 2.16

Dividend payout ratio 33.4% 45.6% 35.5o,6

(1) Including operatin-e leases. (2) 2011 to 2013 frnancials based on USG\AP.

1,.i10

JJU

58.5%

r7.9%

2.10

40.8%

1,211

2TT

55.40,/o

18.3%

1.73

59.2%

2013 Summary
. THC's financial plofìle and key credit metrics remained reasonable for the assigned rating category.
. Capex has been steadily rising due to the replacement of aging electricity infrastructure, resulting in free cash

florv deficìts. Capital expenditures for the Copeland project r,vere $43.5 million for 2013 (Total of $60.5

million spent on the project). The deficit in 2013 was financed with debt and cash on hand.

. Dividends are paid as per policy adopted by the City, that THC lvill pay the greater of $25 million per year

(in segments throughout the year) or, if applicable, 50% of its consolidated net income for the year.

201-l Outlook
r In December 2013, the OEB approved a settlement agreement which correlates to the approval of capital

expenditures amounting to $398,8 million for 2014.
. In February 2014, THC commenced tunneling for the Copeland Station project. The total capital expenditure

required for the project is expected to be approximately S195 million.
. DBRS expects the Company to manage its balance sheet prudently, so that it continues to maintain its

leverage in line with the LDC's deemed capital structure. ShorLld levera-se rise above the deemed capital

stluctule (over 60%) or if key cledit metrics r,veaken significantly. THC's financial profìle could deteriorate

to a level that is no longer commensurate rvith the current A (high) rating.
. lt remains to be seen whether THC's diviclend policy r,vill be flexible should caper increase signitìcantly,

potentially lveakening its financial plofile.
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Toronto Hydro
Corporat¡on

Long-Term Debt Nlaturities and Bank Lines

(CAS millions ) Amount Drarw/CPs/LOCs Alaiì¡Ìie Erpirv
Report Date:
fvlay 13,2014

Cash & Cash Equivalenls
Revo [r'in g Credit Facility-

Prudentìal Facility
Working Capital Facility

6C0.0

75.0
20.o

150.0

50.1

19.1

450.0
24.9

0.9

Oct 10,2018
DemanC
Demand

Tot¡ì 475.9
As at December 31, 2013

. OnSeptember6,2013,TorontoHydroextendedits$600millioncommittedcreditfacilitybyanadditionai
year, to now mature in October 2018. As at December 31, 2013, $150 miliion rvas drarvn under this facility.

o On Decemb er 17,2013, Toronto Hydro launched a Commerciaì Paper program (DBRS rated R-l (lorv)) for
$.100 million backstopped by its creclit facility.

. The Company's liquidity profile remained strong and sufficient to cover a1l near- to medium-term obligations.

with approximalely 5417 million of available funds.
. THC also has a $75 million Prudential Facility and $20 million Working Capital Facilit¡,.

ICA$ millions) Ou ts trnCins

Series

Series

Series

Series

Series

Series

2-515Yr
3 - 4 49u,',o

6 - 5.54y.
7 -3 51Y.

8 -29lYr
9 -396%

Nov 14,2017

Nov 12,2019

lvlau,21. 2040

Nov 13,2021

.r\pr 10,2023

250.0

250 0

2C0 0

300 0

250 0

200 0AÞ r 9.2063
Tot¿rl debentures
Less: Cunent Þortion ofdebentnres

r,J50.0
(0¡

Long-term porti on of Ccbentures

As at Deceurber 31. 201-l

1,-l-l9J

Debentures lVlaturiti es

(CA$ millions) 2Ðt4 2075 20t6 20t7 2018+ Total

Amount

% of Total 0.0%

As at December 31,2013

0.0% 0.0%

250.0

17.2%

12C0.0

82.8"r'"

1450.0

1C0.0%

. Debt maturities are ¡easonably staggered and THC continues to have good access to debt capital markets.

The Company has access to a base shelf prospectus filed on December 10, 2012, for" the issuance of up to

$1.5 billion (approximately, $1.05 billion available as at December 31,2013), active for 25 months follor'ving
this prospectus date.

n OnApril 9,20I3,THCissuedS250millionof2.9Io/"seniorunsecureddebenturesdueApril 10,2023(Series
8), anC $200 million of3.96% senior unsecured debentures due April 9,2063 (Sedes 9). Net proceeds from
the issuances rvere used to repay THC's Series 1 and Series 5 debentLrres, which matured on May 7,2QI3,
and Nfay 6,2013, respectively.
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Toronto Hydro
Corporation

Corporate Structure

Report Date:
Mãy 13, 2014

. THC is a holding cornpan)i with the following trvo subsidiaries operating exclusively in the Tol'onto area:

- Toronto Hydro Electric System Limited, one of the iargest municìpal distribution utilities in Canada, is

responsible for legulateC electricity distribution (99% of revenue).

- Torcnto H¡rdro Ener_ey Services Inc., '"vhich has a contractual relationship lvith the City, or,vns and opet'ate s

street lighting services'(1% of revenue).
o lvlost of the ener-ey produced in Ontario is generated by Ontario Power Generation Inc. (rated A (lorv)), then

transmitted to THC's netrvorks by Hydro One Inc. (r'ated A (hi,eh)). From there. THC distributes the porver

to its customel's via overhead and under-eround lines.
r The Company curently employs approximately 1,540 people, has a peak load of approximately 5,000

megawatts and Cistributes electricity to approximately 730,000 customers (approximately 18% of the market

in the Province of Ontario (rated AA (low)).

Reguìation

. THC operates under a reasonable regulatory environmerÌ regulated by the OEB (refer to Pa-ee 8), whose

mandate is to approve and set rates for the distribution and transmission of eiectricity, as set out by the

Electricíty Act, 1998.
. The LDC operates with a deemed capital structure of 6QYo debt (divided into 56% long-ter:m ancl 4% short-

term) and 40o/o equity, and an allowed ROE of 9.58%.
r For rate setting, the Company currently operates uncler the tl.rird--seneration IRlv[ fi'amervork for the 2012-

2014 rate years.
. For 2015 and onr.vard, THC is expected to operate under a CIR, which is a hybrid between cost of service

(COS) and IRVI (minimum five-year term). The rate setting fbr the term is based on distlibutor's forecasts

and OEB's IR analysis, using productivity benchmalking.
. CIR is suited to distributors r,vith large, bload, multi-yeai investment needs over a fltve-year period or more

and distributors lvho require certainty offunding several years in advance.

. CIR requires THC to plovide five-year histories and fìve-year forecasts, with emphasis on horv the plan will
vary from one application type to another. Benchmarking will likely include a combination of service quality,
fìnancial performance, asset management and Conselvation and Demand Management (CDVI) inflation
factors. "Off-ramps" of -/- 300 basis points will be allowed and additional funding is available to compensate

for nnforeseen events costing over $1 million.
o In January 201,1, the OEB apploved the clisposition of balances in its smarl meter deferral account related to

installations in 2008, 2009 and 2010. The two new rate riders approved are effective lvlay 1, 2014.
. In 2015, the LDC r,vill be allor.ved to seek recovery for capital spent in 2012 and 2013 that has not yet been

approved b¡i the OE,B in the current ICtvf decision, clue to the stanclard operation of the regulatory model.

Toronto Hydro Corporation

Sr. Unsecured Debentures & MTNs - 5t,+s0.0 million
(n (hieh))

Commercial Paper (R-1 (low))

Toronto Hydro Energy Services

(TH Energy)

Street lighting services

Toronto Hydro Electric System
Limited

(THESL or LDC)

Regulated eìectric disti'ibution
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Assessment of Regulatory EnvironmentToronto Hydro
Corporation

Report Date
May 73,2074 The OEB allows LDC to have a deemed equity of

40%, which has been consistent historically.
(i) Deemed Equity

Excellent

C-öd

Satisfactory

Below Average

Poor

The OEB's allor,ved retuin on equity (ROE) for the

LDC has been 9.58% in the past few years.
(2) Allowed ROE

No power price risk, as the Company is allolved to
pass throu-eh the entire cost ofpurchaseC power used

by its customers.

(3) Ener,ay Cost Recovery

Excellent

Gootl

S?ilefcöterv

Below Average

Poor

NIaj or capital costs are pre-approved by the

OEB and added to rate base after project completion.

(4) Capital Cost Recovery

Excellent

Good

Satisfactory

Belor,v Average

Poor

LDC is regulated under an incentive rate mechanism
(IRVI), rvith three years in between the COS rebasing
yeaf.

(5) COS vs. IRM

Criteria Score Analysis
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Toronto Hydro
Corporation

Report Datel
lvlay 13, 2014

Aftet years of a relatively stable political and

regulatory environment, the utility sector in Ontario
could face growing challenges. As generation costs

potentially rise above and ultimately test the political
ceiling (10% increase of the total bill annually), it may
be diffìcult for the utilities to pass costs onto the

ratepayers.

(6) Political Interference

Retail rates in Ontario are at the mid-range of rates in
other Canadian provinces. Toronto Hydro's rates

range between 11.2 cents/kWh to 13.5 cent,&Wh on
peak rates from May 2014. The economic
envi¡onment in Ontario is stable (real GDP gre"v by
2.3% in2013).

(7) Retail Rate

(8) Stranded Cost Recovery Excellent

Good

Satisfactory

Belorv Average

Poor

Toronto Hydro has a limited history of stranded costs

NIost pradently incurred or budgeted capital
expenditures are approved by the OEB. DBRS notes

that there can be sorne regulatory 1ag in the approval

ofcapital expenditures under the renerved regulatorlr
frameworl<.

From 2002 to 2005, due to risin-u rates dr.rring Ontario's
experimental utility deregulation phase, a distribution
rate freeze lvas imposeC province-r,vide. There have

been no subsequent province-wide rate freezes.

(9) Rate Freeze

Electricity distribution in Ontario is lar-eely regulated

and the structure provides for stability and iow risk
associated with purchased ener-ey costs and

counterparty risk.

(10) N{arket Structure
(Deregulation)

AnaþsisCriteria Score
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Toronto Hydro
Corporation

Report Date:
May 13, 2014

Baìance Sheet
(CAS millions)

As s ets

Cash & equivalents

Accounts receivable

Invento¡ies

Unbilled revenue

Prepaid epenses & other

Tolrl CurrentAsseb
Net fixed assets

Future incorr,e tax assets

Coodwill & intangibles

Regulatory assets

lnvestments 8¿ others

ToLrl Assets

Liquidiry "t Capital Rrtios

3.798 3,539 3,528

Toronto Hydro Corporati on

657

2,399

202

113

113

T2

Liabilities & EquirJ-

Bank indebtednes s

Accounts payable

Cunent portion L.T.D.

Customer advanced deposits

Defened revenue

Other cur¡ent liab.

Tolrl Current Liah
Longtermdebt
Defened incorne taxes

Provisions

Regulatory liabilities

Othe¡L.T. liab.

Shareholders'equity

Totrì Liah & SE 1.798 3.539 3.528

Dec.31
2 013

0

2U)
ô

327

T7

Dec.31
2012

7'7

175

I
ztÒ

15

Dec.31
201 1

154

183

'/

262

51

Dec. 31

2013

t69
457

0

37

2t
13

Dec. 31

2012
0

383

470

40

20

Dec.31
201 1

0

412

0

40

t3

t7

555

2,664

158

t7t
234

14

938

r,000

r93

249

4

16

1,140

552

2,527

t94
t34
t20

12

696

1,449

r75

237

5

l6
1,219

483

1,470

200

241

J

27

1,102

For the yelr endedDecember 31

2013 2072 2077 2010 2009

Current ratio 0.80 0.59 1.36

Total debt in capital structure 57.0% 56.3% 57.1%

Total debt in capital structure (1) 57.6% 57.2o,/u 59.7%

Cash floúTotal debt 18.6% 16.3% 19.5%

Cash fìoúTotal clebt (1) 18.2% 15.1% 17.6%

(Cash f'1ow-dividends)/Capex (times) 0.62 0.63 0.58

Dividend payout ratio 33.4% 45.6o,/o 35.5%

Corerage Ratios (times)

EBIT gross interest coverage 2.50 2A1 2.16

EBITDA gross interest coverage 4.50 4.25 4.03

Fixed-charges coverage 2.53 2.46 2.16

EBIT gross interest coverage (1) 2.51 2.46 2.24

Pro{ìtability Rrtios
EBITDA margin 55.9% 57.5% 55.3%

EBIT margin 31.0% 33.0% 29.6%

Profit margin 19.4% 18.2% 15.9%

Retum on equity 9.5% 9.4% 8.7%

Retum on capital 5.9% 6.0% 5.6%

(1) Including operating leases. (2) 2011 to 2013 financials based on USGAAP.

t.26

57.6%

585%

17.9%

17.3%

0.53

40.8%

2.10

4.37

2.10

2.13

59.4%

28.5%

11.t%

6.0%
À <o/a.J /o

2.02

54.8%

55.4'>/o

18.3%

t'/.9%
0.79

59.2%

1.73

3.8ó

r.77

r.76

58.6%

26.3%

8.4%

4.3%

4.r%
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Toronto Hydro
Corporation

Rating

Report Date:
May 73, 2074

Debt

Issuer Rating
Senior Unsecured Debentures & MT¡ls

Com mercial Paper

Rating History

Rating

A (hish)
A (hish)
R-1 (low)

Rat¡ng Action

Confirmed
Conf¡rmed
Confirmed

Trend

Sta ble
Sta ble
Sta ble

Issuer Rating
Senior Unsecured Debentures & MT¡ls

Commercial Paper

Cu rrent
A (hish)
A (hi9h)
R- 1 (low)

2013

A (hish)
A (hish)
R-1 (low)

2072

NR

A (high)
NR

2011

NR

A (hish)
NR

2009- 2010

f!R
A (hish)
NR

Rating History of Toronto Hydro Corporation
AA (hish)

AA

AA (lotv)

A (hish)

A

A (loú)

BBa (high)

TCAi 20A2 2003 20C4 20C5 20C6 2007 20C8 2AC9 20rO 2Ai7 2A72 2073 2Ar4

Note:
All figures are in Car.raCian dollars unless otherwise noted.

Copyriglrt A2014, DBRS Limited, DBRS, Inc. and DBRS Ratirìgs Lirnited (collectively, DBRS). All righ6 reserved. The
infonnation upon which DBRS ratings and repofts ale based is obtained by DBRS fi'orn sources DBRS believes to be accurate

and reliable. DBRS does not audit dre inf'omration it receives in corurection with the rating prccess, aud it does not and cannot
indçendently verífy that inf'ormation il every instance. The extent of any factual investigation ot independent veritìcation
depends on f-acts and circumstances. DBRS ratings. reporls ancl any other information provided by DBRS are provided "as is"
and lvithout lepresentation or wamnty of any kind. DBRS heleby disclairns arry repl'eserìtatiolÌ or warranty, express or irnplied,
as to the accut¿cy, tirneliness, completeness, rnerchantabilit¡r, fitness tbr: any particular puryose or non-infììngernent of any of
such infonnation. In no evflt shall DBRS or its dil'ectols, oflficem, ernployees, índependent coutl¡ctors, agents and

representati.res (collectively, DBRS Representatives) be liable (l) for any inaccumcy, delay, loss ofdata, intenuption in service,

error or- or¡ission or fol any damages resulting there fi'om, or (2) I'or an¡, dil'ect, indirect, incidental, special, cotnpeusatory or
consequential darrages adsing fi'orn any use of ratings and rating repofis or arising from any enor (negligent or otherwise) ot
otheL cil'cumstance ol contingency tvithin or outside lhe control of DBRS or any DBRS Representative, in connection lvilh or'

lelatecl to obtainìng, collecting, cornpiling, analyzing, interpreting, corrrrunicating, publishing or deliveting any such
infon¡ation. Ratings and other opinions issued by DBRS are, and must be construed solely as, statements ofopinion and not
statelnents oftäct as to credit wofthiness oL recor¡mendations to purchase, sell or hold any securities. A report providing a DBRS

r-ating is neither a prospectus lror a substitute for the info¡nation assembled, verified and plesented to investors by the issuer and

its agents in contection with the sale ofthe securities. DBRS teceives conpensation forits rating activities fi'om issuers,

insurels, guamntors and/olulldenvliters of debt securilies lolassigning ratings and fiomsubscdbers to its website. DBRS is not
responsible for the content ol operation of thild parfy rvebsites accessed tltrough hypertext or other computel links and DBRS

shall have no liability to any person or entity lol the use of such third party websites. This publication tray not be rept'oduced,

letransmitted o¡ distibuted in any tbnn without thepdol'wdtterÌ consent of DBRS. ALL DBRS RATINGS ARE SUBJECT TO
DISCLAIN,{ERS AND CERTAIN LIN,'IITATIONS. PLEASE READ THESE DÍSCLAIMERS AND LIN4ITATIONS AT
http:"rvivrv.dbls.corwabout,'rlísclair¡er'. ADD[TIONAL INFORN,IATION RECARDINC DBRS RATINCS, NCLUDING
DEFINITIONS, POLtCIES AND TVIETHODOLOCIES, ARE AVAILABLE ON http:' rvrvrv rlbLs cor.rr
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1 EnergyProbeTCQ49

2 loronto Hydro Submìssion

3

4 operètìng Revenues

5 Other Revenues

6 -fotâl Revenue

7

8 Total OM&A Expense

9 Rate Base

10 Capilal Factor

11 lnleresL Expense

12 Deprec¡ation & Amortizalion
13 Return on cêpital {ROE)

14 PlLs/lncome Taxes

15 S!btotal capital-Relêted RR

16 Cn

77 scop

7a PCt

L9 Total Gross Revenue Requ¡rement

20 Other Revenues

21 RATEs REVENUE REQUIREMENT

22

23

24 Total Debt

25 Common Equ¡ty

26 Total Rate Base

21

28

29

30 Cap¡talÉrpenditures
31. Tolal System Access Capltal

32 Total System Renewal Cêpital

33 Total System Serv¡ce Cêp¡ta¡

34 Total General Plant capital

35 Other

36 Total D¡slr¡bution Cap¡tal

37

38 ln-Sêruice Assel Addil¡ons

39 Total System Access Capìtal

40 Total System Renewãl CapÌtal

41 Total Svstem Serv¡ce Capilal

42 Total General Plênt Cãpital

43 Other

44 TOTALISAS

Operations

Maintenance
Eill¡ng ênd Collecting
Community Relations

54 Admin¡strative and Generêl

55 Taxes Olher Than lncome Taxes

56 Donations
57 TOTAI

58 Var¡ation: Restrilctur¡ng Costs

45

46

47

4a

49

50

51

52

53

Descr pt on

o)
(.t

Proposed

109.O0

287.20

1.64 30

46 7A

607.30

501
o.72
541

892 1

-44 1

843 5

2€,49 72

7166 08

44!5.2

265 5

73.9

279
494

502.2

529.9

2019

284.9

Proposed

2079

843 5

441
892 2

244 9

41rs.2

Proposed

904
250 I
49t
32.1

37t
470.C

44r

2018

2Al

Proposed

2018

BO0 1

48

848 1

281

4199 8

103 70

266.70

156.30

10 5A

567.20

663
o71
7.09

-48

8011.1

2519 88

1679 92

4199 8

ProDosed

238Þ.74

1591 16

39't7.9

100 9

216,3

625
249
246

a67.4

505.7

2011

2t7.i

Proposed

2071

t4l c

4l¿
191 1

277 7
3977 9

93 20

248 20

143 00
22 80

51.7 30

7.57
o69
3ûA

794 4

-47 1

74)
-46 I
69L.5

2210 34

1.413 5Ê

3683 9

935
235

565
994
198

504.2

543 l

Proposed

207t

213.3

PÍoposed
2016

691 5

46 E

738 3

273 3
3683 9

90 90

222 00

137 10
)4 9i)

165 0

411
067
I 5r'

738 3

1988 1

732s 4

3313 5

86-1

257 l
858

104.€

10.3

539.6

653-ú

Tesl Base

2015

702
e,t 2

41 5
?7

865
65
08

269 5

Proposed

2015

667 2

46 L

707.3

269 5

81.80

208 20
123 30

244
137 80

747 3
-46 l
66L 2

o1
246 6

¿4ô 6

2771 9

572 2
-25 1

546 5

1109 9É

2I/49

7Ê

286.4

104 1

109 5

133
5a9.2

480:

Estinrate

20L4

58-5

593
379
27

81 2
65

Est¡mâle

20L4

546 5

25.7

1595 04

1063 3É

2658 4

866
23t 1.

437
33.8

10.5

445.7

381.3

Actual

2013

595
66.8

35.2

2.9

75D
64
o7

246 4

Actual
2013

546 05

25.A

571 4s

246 4

2654 I

57r As

-25 4

546 05

543 6

524.2

1520 58

7073 72

53.2

157.2

3aA
292
99

288.0

209 4

Actual
20t2
559
548
35 0

29
674

o7
215 I
277

Actual

20\2
524 2

194
543 6

275 a1

2534 3

-19 4

7378 5

919 3

2298 2

CAPEX ãnd ln Service Asset Addit¡onj

583
279 ?

67 1

24Ê
445.5

439 l.{

OM&A

8d ADDrov

2011

591
55 1

.10 6

29
726
59
07

238,6

Consolidated F¡nanciêl Summarv 2013 (5È ) - 2019

Approved

2011

s22

26

238 6

s48

522

Comments

Cover Letter Poro 71

60 00%

Ao oo%

100 00%

4 t7%

9 30%

6 19%

Cover Letter Poto I

Cover Letter Poto 9, 70

Toronto Hydro-Electric System LimÌted

EB-201,4-0!1,6

RÈsponse to EnerBy Probe Motìon

Filedi 2015 Jan 13

Page 1 of 2

References

2015-2019: E18 T02 503

2012-2014: Toronto Hydro RRR

Filings and Support¡ng Materials

PastÆest Year data: E4A_T01_S01; n2012 amount is ne

lnÍormation underly¡ng ElB_To2_SO3

E1B T02 S03

lnformation underlying E18-T02_S03

E3A-T06_502, App 2-AA

lôterrogalory 2B-SEC-25 *20!.1 ISA reflects the actual ¿

Covet Letter Pøø 72

Covet Letter Poro I Past/Test Year data: E4A_f01-S01;



Toronto Hydro-Electr¡c System Lióiteo
EB-2014-0116

Response to Energv Probe Mötion
Filêd: 2015 ldn 13

Page 2 oÍ 2

t of 27.7 restauctur¡ng costs

amount

o)
A


