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B-STAFF-1

Reference(s): Exh B/T2/ Sch 1, p. 2
Exh B/T5/ Sch 2

Preamble:

It is stated that it is the intention of the applicants that the proposed consolidation
provide a material benefit to their customers. The applicants submit that the proposed
consolidation will not have an adverse effect in terms of the factors identified in the
Board’s objectives in section 1 of the OEB Act. Rather, as can be seen in Exhibit B, Tab
5, Schedule 2 (in which the applicants have provided a comparison of the cost structure
among the parties, status quo versus post consolidation), it is anticipated that customers
will benefit from the consolidation.

a) Please comment on the particular aspects of the transaction that will result in the
anticipated productivity improvements.

b) Please identify any factors that may affect the achievement of the expected
efficiencies.

Response:

a) The OM&A synergies in Figure 22 of Exhibit B, Tab 5, Schedule 2 correspond to the line'

“Total OPEX Savings” of Figure 27 – Total Cash Savings in Exhibit B, Tab 6, Schedule 2.(

These synergies/ savings are net of transition costs provided in the line “OPEX Transition)

Costs” of Figure 27 – Total Cash Savings in Exhibit B, Tab 6, Schedule 2.*

+

Please refer to page 77 and 78 of the Business Plan document submitted as B-STAFF-1-,

ATTACH1 which describes, in summary, the particular aspects of the transaction that will-

result in the anticipated productivity improvements. Specifically, this reference describes the.

payroll and non-payroll cost savings anticipated as a result of the merger./

'&

The nature of the “OPEX Transition Costs” in the reference provided above are described''

on page 78 of the document.'(

')
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b) The risk of achieving the magnitude of expected sustained efficiencies (i.e., $42.5MM'*

following the transition period and associated costs) is assessed as low. In other terms,'+

LDC Co expects to achieve $42.5MM of sustained efficiencies following a planned three-',

year transition period.'-

'.

The principle risk factor affecting the aggregate $311.6MM net OM&A savings across the'/

10-year period provided in Figure 22 of Exhibit B, Tab 5, Schedule 2 and Figure 27 of(&

Exhibit B, Tab 6, Schedule 2 is the actual length of time required to complete transition('

activities. A longer than expected transition period would defer full realization of the((

$42.5MM of sustained efficiencies.()

(*

The principle activities underlying the transition period are systems and process(+

convergence. LDC Co has plans to transition to common systems and processes among(,

the four utilities based on proper review and due diligence with respect to: i) the assessment(-

of systems and processes chosen from among the four utilities; and ii) integration planning.(.

(/

The achievement of systems and process convergence is fundamental to realizing payroll)&

savings and non-payroll savings such as software licensing and maintenance fees.)'

Headcount and corresponding payroll reductions are largely linked to the timing of moving to)(

common systems and processes.))

)*

LDC Co would not expect significant delays in completing transition activities if such were to)+

occur. As a consequence, the risk of not achieving the sustained efficiencies within close),

proximity to the planned three-year transition period is assessed as remote.)-
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B-STAFF-2

Reference(s): Exh B/T5/Sch 1, p.1-2

Preamble:

The proposed consolidation is expected to deliver material electricity ratepayer savings
relative to the status quo, i.e., in the absence of a consolidation. Ratepayers of LDC Co
are expected to enjoy lower rates through the ten year rebasing deferral period in
comparison to the status quo for the reasons discussed below. Ratepayers are also
expected to experience greater savings in comparison to the status quo from the time of
the first anticipated rebasing, ten years following the completion of the consolidation,
due to cost savings resulting from synergies.

a) Please identify the particular areas of business in which the applicants expect to
derive synergies as a result of the proposed consolidation.

b) Please explain what assumptions have been made by the applicants with respect to
the expected synergies and ratepayer savings.

c) Please identify any risks that may impact the anticipated synergies and savings.

Response:

a) The Applicants expect to derive synergies in the following areas of the business:$

' More efficient delivery of corporate services such as Human Resources, Supply Chain,%

Information Technology, Facilities, Fleet and Finance;&

' More effective delivery of core services such as customer service, engineering, asset'

management and operations; and(

' More effective use of consultants, auditors and legal counsel.)

*

b) Ratepayer savings are in two main areas:+

' The price cap rate regime in effect during the rebasing deferral period results in rates,

that will be lower than if the applicants had remained standalone distributors; and$#

' The outcome of the first rebasing following the rebasing deferral period.$$

$%

c) Please refer to Attachment 2, page 11 of the Application for a listing of risks that may impact$&

the anticipated synergies and savings.$'
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B-STAFF-3

Reference(s): Exh B/T5/ Sch 1, p.2
Exh B/T5/Sch.5, p.3-4

Preamble:

It is stated that LDC Co will be focused on reducing operating expenditures. It will
improve productivity through better utilization of existing assets. In the description
provided on distribution system operations, a distinction is made between decentralized
regionalized functions, as those focused on the delivery of service at the asset level in
the field and centralized transactional/informational services/functions that are
technology focused. Figure 24 provides a listing of centralized and decentralized
functions.

a) Please provide the anticipated reduction in operating expenditures in each of the
functions listed in Figure 24.

b) Please provide the assumptions that the applicants are making for the anticipated
operating expenditure reductions.

c) Please provide the extent of synergies that the applicants expect to be generated
from the centralized functions and from the decentralized functions.

Response:

a) Table 1 below identifies the anticipated reductions in operating expenditures by the'

functions listed in Figure 24.(

)

Table 1 - Anticipated Reductions in Operating Expenditures by Function by Year ($MM)*

Functions 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 Total
Centralized 2.4 7.7 16.1 19.1 20.9 20.9 20.9 20.9 20.9 20.9 170.7

Asset Management & Engineering 0.9 2.5 2.3 2.5 2.5 2.5 2.5 2.5 2.5 2.5 23.2
Corporate 0.1 0.1 0.8 0.8 0.8 0.8 0.8 0.8 0.8 0.8 6.6
Finance 1.4 2.0 3.6 4.2 4.6 4.6 4.6 4.6 4.6 4.6 38.8
Human Resources (0.8) 1.4 2.3 3.0 3.0 3.0 3.0 3.0 3.0 3.0 23.9
Information Technology 0.5 0.5 4.3 5.5 6.0 6.0 6.0 6.0 6.0 6.0 46.8
Procurement 0.4 0.6 1.2 1.4 1.4 1.4 1.4 1.4 1.4 1.4 12.0
Regulatory (0.1) 0.6 1.6 1.7 2.6 2.6 2.6 2.6 2.6 2.6 19.4

De-centralized 4.8 12.4 15.6 21.5 21.6 21.6 21.6 21.6 21.6 21.6 183.9
Customer Service - 0.8 2.0 7.6 7.5 7.5 7.5 7.5 7.5 7.5 55.4
Metering 0.3 1.0 1.2 1.6 1.7 1.7 1.7 1.7 1.7 1.7 14.3
Facilities, Logistics, Fleet 0.8 2.9 3.1 3.2 3.2 3.2 3.2 3.2 3.2 3.2 29.2
Construction, Control Room, Trouble Response 3.7 7.7 9.3 9.1 9.2 9.2 9.2 9.2 9.2 9.2 85.0

Grand Total 7.2 20.1 31.7 40.6 42.5 42.5 42.5 42.5 42.5 42.5 354.6

+
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b) The key assumptions that underlie and support the anticipated operating expenditure,

reductions are as follows:-

.

" Consolidation of core enterprise applications and processes during years one, two and/

three post consolidation; including (i) legacy Customer Information Systems will be'&

migrated to a single consolidated Oracle Customer Care and Billing system; (ii) legacy''

Enterprise Resource Planning systems will be migrated to a single consolidated system;'(

and (iii) legacy Geographic Information Systems and Outage Management Systems will')

be consolidated to a single system;'*

'+

" Consolidation of four existing Call Centres to two, and four existing Control Rooms to',

two;'-

'.

" Utilization of six existing service centres for Construction and Maintenance, Trouble'/

Response, Logistics, Fleet Services and Metering; and(&

('

" The Parties will integrate asset management including: (i) evaluation of long term capital((

plans; (ii) maintenance practices; (iii) design standards; and (iv) operating standards.()

(*

c) Please refer to Table 1 above for the expected synergies that the Applicants expect to be(+

generated from centralized and de-centralized functions.(,
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B-STAFF-4

Reference(s): Exh B/T5/ Sch 5, p.7

Preamble:

It is stated:

LDC Co will set the following IT objectives for business applications:

" Establish a stable, consolidated, secure information technology infrastructure
environment to sustain the operations of the new company and minimize
operational risk during the transition period following the consolidation;

IT related cost savings range from $1.1MM in year one post consolidation up to $10MM in
year five and beyond.

a) Please explain what is meant by “establish a stable, consolidated, secure information
technology infrastructure environment”. Please explain whether this entails the
establishment of a new IT system or whether this only involves the combination of
the individual IT systems of the four distributors.

b) Please provide the assumptions that are being made for the projected savings.

Response:

a) “Establish[ing] a stable, consolidated, secure information technology infrastructure'

environment” refers to the consolidation of four production data centres and four disaster(

recovery data centres into one production data centre and one disaster recovery data. This)

requires the consolidation of the physical, network, and security infrastructures by*

consolidation, optimization, and standardization of infrastructure components utilizing+

existing Information Technology (“IT”) assets as much as possible.,

-

b) The assumptions for IT related cost savings that range from $1.1MM in year one post.

consolidation up to $10MM in year five are related to reductions in OM&A costs (salaries,/

maintenance, managed services, software licensing) associated with consolidation and'&

decommissioning of redundant information technology infrastructure and enterprise''

applications systems, such as Enterprise Resource Planning (“ERP”), Customer Information'(
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Systems (“CIS”) and Geographic Information Systems (“GIS”) systems as provided in')

Exhibit B, Tab 5, Schedule 5, page 6. These savings are based on the timing of'*

infrastructure and application systems consolidations and decommissioning.'+
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B-STAFF-5

Reference(s): Exh B/ T5/ Sch 5, p.8

Preamble:

It is stated:

Two call centres will be designated for LDC Co: one in St. Catharines; and the other in
Vaughan. A possible future consolidation to one call centre will be evaluated for its
feasibility. Two control rooms will be designated for LDC Co: one in Hamilton; and the
other in Vaughan. A possible future consolidation to one control room will be evaluated
for its feasibility.

a) Please advise of the present number of call centres and control rooms among the
consolidating distributors.

b) Please explain what impact the proposed call centre/control room consolidation will
have on service quality and reliability of service.

Response:

a) There are currently four call centres and four control rooms among the consolidating'

distributors.(

)

b) The proposed call centre/control room consolidation is expected to have no adverse impact*

on service quality and reliability of service. Customers are expected to benefit from being+

served by a larger utility that will have an expanded ability to monitor, report on and improve,

system reliability and power quality, given its greater resources (Exhibit B, Tab 5, Schedule-

1, p.3)..
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B-STAFF-6

Reference(s): Exh B/ T5/ Sch 5, p.8,9

Preamble:

It is stated:

The head offices of each of Holdco, LDC Co and ES Co will be located in respective
separate communities to efficiently utilize existing facilities. The determination of
locations for the head offices and each of operating entities was based on practical
considerations for both current and future business requirements.

All three offices will continue to support the regulated function.

a) Please confirm whether the applicants plan to build any additional offices.

Response:

a) The Applicants have no plans to build any additional offices.'
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B-STAFF-7

Reference(s): Exh B/T5/ Sch 5, p.8

Preamble:

The Applicants have estimated that sustained operating, maintenance and administration
'aB@&8b( XG[OTMX TKY UL YWGTXOYOUT costs will be approximately $42.5MM in year five and
beyond. The OM&A savings will be achieved through $270MM (net of transition costs) in
savings over the first ten years post consolidation from payroll reductions and $42MM
(net of transition costs) for non-payroll cost reductions. The OM&A budget for LDC Co is
therefore anticipated to be approximately 15% lower than the sum of the OM&A budgets
for the Parties, three to five years following completion of the consolidation.

a) Please identify the specific operational areas/functions where the planned payroll and
non-payroll reductions will occur.

b) Please explain what assumptions have been made by the applicants for the proposed
payroll and non-payroll reductions.

c) Please identify risks that could TKMGYO[KR^ OSVGIY YNK GVVROIGTYXc VWUPKIYKJ B@&8
XG[OTMX) XKYYOTM UZY YNK GVVROIGTYXc VWUPKIYKJ XG[OTMX OL YNUXK WOXQX SGYKWOGRO_K+

Response:

a) Table 1 below identifies the specific operational areas/functions where the planned payroll$

and non-payroll reductions are anticipated to occur.%

&

Table 1 ` Payroll and Non-Payroll Reductions by Operational Area/Function ($MM)'
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(

b) Please see the 8XXTQKIV[Zd response to Interrogatory B-Staff-3b).)

*

c) GPM XYQUIY` YQZSZ [PI[ KW\TL VMOI[Q]MT` QUXIK[ [PM 8XXTQKIV[Zd XYWRMK[ML CB%8 ZI]QVOZ+

relate to projected synergies and transition costs in respect of the consolidation of the,

following core enterprise applications during the three years post consolidation: (i)$#

legacy Customer Information Systems will be migrated to a single consolidated Oracle$$

Customer Care and Billing system; (ii) legacy Enterprise Resource Planning systems will$%

be migrated to a single consolidated system; and (iii) legacy Geographic Information$&

Systems and Outage Management Systems will be consolidated to a single system.$'

$(

The Applicants expect $270MM (net of transition costs) in savings over the first ten$)

years from payroll reductions. The savings result from redundant positions largely in$*

administration and back-office functions.$+

Additionally, the Applicants expect $42MM (net of transition costs) in savings in the first$,

ten years from other non-payroll reductions. Savings are related to the elimination of%#

costs due to the duplication of business processes across the four entities and adoption%$

of best practices.%%

%&

Delays in the completion of one or more of the aforementioned IT systems consolidation%'

projects would likely result in a deferral of projected net OM&A savings; principally from%(

XYWRMK[ML ZI]QVOZ NYWU YML\VLIV[ ILUQVQZ[YI[QWV IVL bJIKS-WNNQKMc N\VK[QWVZ*%)

Additionally, such delays may potentially result in additional transition costs to complete%*

IT system migration and integration.%+
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B-STAFF-8

Reference(s): Exh B/T6/ Sch 1, p.1

Preamble:

It is stated:

The total anticipated savings net of transaction costs over a ten year rebasing deferral
period resulting from the merger of Enersource, Horizon Utilities and PowerStream, and
the acquisition of HOBNI total approximately $312MM in operating costs and
approximately $114MM in avoided capital costs, which represent $426MM in total cash
savings.

These operating and capital savings will benefit customers through lower rates than the
status quo, and will benefit shareholders through increased and more stable dividends.

The approximately $114MM in capital savings, net of any transition costs (Figure 25,
below), over the ten year rebasing deferral period arise mainly due to moving to single,
common Information Systems (a single customer billing system, for example) and
Operating Systems (a single Control Room, for example), harmonizing engineering
standards and adopting best work practices.

a) Please identify the areas of the distributors’ businesses where the applicants
anticipate these savings to be generated.

b) Please identify risks that could negatively impact the projected savings, setting out
what the applicants’ projected savings would be if those risks materialize.

Response:

a) The Applicants anticipate capital savings to be generated in the following business areas in'

the first five years:(

)

" Information Technology $89.4MM*

" Procurement and Strategic Sourcing $13.4MM+

" Operations / Control Room $10.5MM,

" Other $14.3MM-

.

For years six to ten, an $8.0MM in annual capital savings is forecast./
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The Applicants anticipate operating savings to be generated in the following business areas'&

in the first five years:''

'(

" Operations / Control Room $36.8MM')

" Finance $26.2MM'*

" Procurement and Strategic Sourcing $24.4MM'+

" Customer Service / Billing / Call Centres $21.3MM',

" Human Resources $18.6MM'-

" Other $37.6MM'.

'/

For years six to ten, a $42.5MM in annual OM&A Savings is forecast.(&

('

b) The Applicants have identified the following risks that could negatively impact the((

projected savings by either increasing transitional costs or decreasing energy savings:()

(*

" Information Technology(+

o scope or timeline changes related to CIS Integration, ERP Integration, or other(,

key system integrations – risk to synergy savings(-

o actual RFP costs vs forecasts – risk to transitional costs(.

(/

" Union Agreements)&

o ability to negotiate a satisfactory Collective Agreement – risk to synergy savings)'

)(

" OEB Decision Timing))

o a delay would increase purchase price of HOBNI – as additional capital will be)*

spent in the normal course of business)+

),

The Applicants cannot estimate the impact on projected savings should these risks materialize.)-
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B-STAFF-9

Reference(s): Exh B/T6/ Sch 2, p.1

Preamble:

The applicants state that the aggregated consolidation costs are approximately $96.3
million and that these costs will be funded through the anticipated productivity savings
expected from the consolidation during the ten year rebasing deferral period and will not
be included in the ratepayer funded LDC Co revenue requirement.

The consolidation costs are stated as follows:

…include, but are not limited to: due diligence on the part of all Parties; due
diligence to negotiate the terms of the consolidation; costs associated with all
regulatory, legal and statutory reviews in order to receive necessary regulatory
approvals; integration costs of IT systems including CIS, ERP systems and other
technology-related support systems; integration of operational systems including GIS,
OMS and Supervisory Control and Data Acquisition (“SCADA”) systems; integration of
customers; alignment of financial and regulatory reporting processes; staff related costs
and transition of assets and related management to one standard.

a) Please provide a breakdown of the $96.3 million of aggregated consolidation costs
into the categories outlined above by year. Please specify whether the anticipated
savings are capital or expense dollars.

b) Please provide the non-unionized staff related costs associated with the
consolidation.

c) Please state how the merged entity will ensure that these costs will not be included in
the ratepayer funded LDC Co revenue requirement.

d) Please identify any factors that may affect the achievement of the expected
efficiencies and the recovery of costs associated with the proposed transaction in the
timelines projected.

Response:

a) A breakdown of the $96.3MM of aggregated consolidation costs into the requested'

categories is provided in Table 1 below.(
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Table 1 – Breakdown of Transition Costs ($MM))

*

+

b) The non-unionized staff related costs associated with the consolidation are $20.2MM.,

-

c) The Applicants confirm that transition costs will not be included in the rate base calculation.

on the rebasing of the consolidated entity and will be tracked separately./

'&

d) Please see the Applicants’ response to Interrogatory B-Staff-8b).''

2016 2017 2018 2019 2020 2016 2017 2018 2019 2020

Human Resources 15.8 9.1 7.6 2.1 0.3 - - 34.9

IT - CIS Consolidation 0.5 0.8 0.3 - - 13.8 9.1 2.0 - -

IT - ERP Consolidation 1.5 0.3 - - - 5.9 2.0 - - -

IT - Engineering Systems Consolidatio n - - - - - 4.8 3.1 2.4 - -

IT - Infrasctructure Consolidation 0.3 0.0 - - - 7.5 0.5 - - -

Corporate Branding 2.1 0.2 - - - 1.4 3.6

Consolidation of operational activities 0.6 0.7 0.3 0.2 0.2 0.4 0.4 - - 2.8

TOTAL 20.9 11.1 8.2 2.3 0.5 33.7 15.2 4.4 - - 96.3

Transition Cost - Operating Transition Cost Capital

Total
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B-STAFF-10

Reference(s): Exh B/T6/Sch 2, p. 2

Preamble:

On the above referenced page, Figure 27 – Total Cash Savings and Figure 28-Total
Operating Expenditure Savings are presented which provide savings by year for these
two categories for the period 2016 to 2025.

a) Please provide a breakdown of the anticipated CAPEX savings shown in Figure 27
equivalent to what is provided for the OPEX savings in Figure 28.

b) Please provide an equivalent version of “Figure 27 – Total Cash Savings” with total
savings shown on an accounting accrual basis.

Response:

a) The Applicants did not determine the capital synergy savings by payroll costs vs. non-payroll'

categories.(

)

b) The Applicants do not anticipate significant differences between cash and accounting*

accrual basis.+
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B-STAFF-11

Reference(s): Exh B/ T2/Sch1, p.10-11
Exh B/ T8/Sch1, p. 1

Preamble:

The applicants are requesting that the rate orders of the predecessor distributors be
transferred to LDC Co following the completion of the consolidation. Each of Enersource,
Horizon and Hydro One Brampton has a rate order that contains a number of rate riders
established in order to dispose of balances in specified deferral and variance accounts.
The applicants provided their 2016 OEB approved (Enersource, Horizon and Hydro One
Brampton) and the proposed (PowerStream) rate riders.

a) For the rate riders approved by the OEB which have an expiry date within the
requested deferred rebasing period, please confirm whether any extension or
amendment is being sought through this application and if so, provide details for
each rate rider.

b) Exhibit B, Tab 8, Schedule 1, Page 1 refers to the implementation of new or extension
of existing rate riders. Please confirm if new rate riders will be applied for during the
deferred rebasing period, and if so, please confirm if the request for new rate riders is
being made in this application and provide details of those rate riders.

c) For rate riders approved by the OEB which do not expire during the deferred rebasing
period, the applicants suggest that the OEB may have to limit the duration of certain
riders:

i. Please identify the specific rate riders for each of Enersource, Horizon and
Hydro One Brampton for which the applicants suggest that the OEB may
have to limit the duration of certain riders.

ii. Please confirm that the applicants are requesting through this application
that the OEB limits the duration of the specific riders identified in a. above.

Response:

a) The Applicants are not requesting an extension or amendment for any rate riders approved$

by the OEB which have an expiry date within the identified rebasing deferral period as%

provided RV FJKTN + WO \QN 4XXTRLJV\[f ZN[XWV[N \W =V\NZZWPJ\WZa 5-EP-3.&

'

b) The Applicants may apply for ICM rate riders during the rebasing deferral period as(

identified on page 1, Exhibit B, Tab 7, Schedule 1 of the MAADs Application (EB-2016-)
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0025% $\QN d4XXTRLJ\RWVe%. The request for specific ICM rate riders is not being made in this*

Application. ICM requests will be made as necessary during the deferred rebasing period+

and in accordance with applicable Board policies with respect to eligibility for, and the use,

of, the ICM. Further, the Applicants may, either in Annual Filings or in Incentive Regulation$#

@NLQJVR[U $d=D@e% JXXTRLJ\RWV[ $J[ JXXTRLJKTN% ORTN OWZ \QN MR[XW[R\RWV WO (i) Group 1 Deferral$$

and Variance account balances and (ii) Group 2 Lost Revenue Adjustment Mechanism$%

Variance Account KJTJVLN[ RV JLLWZMJVLN _R\Q \QN B85f[ 6QJX\NZ - 9RTing Requirements for$&

Incentive Rate-Setting Applications. Such filings may result in the implementation of new$'

riders. With respect to new rate riders to dispose of Group 2 balances (with the exception of$(

LRAMVA) during the rebasing deferral period, the Applicants request disposition of Group 2$)

accounts RV 4VV]JT 9RTRVP[ WZ RV =VLNV\R^N DNP]TJ\RWV @NLQJVR[U $d=D@e% JXXTRLJ\RWV[ [QW]TM$*

the balances in these accounts become material. While tQN B85f[ L]ZZNV\ XWTRLa JTTW_[ OWZ$+

disposition of Group 2 accounts in rebasing applications only (with the exception of$,

LRAMVA), it is anticipated that the balance in some of these accounts such as 1508 Other%#

Regulatory Assets c OEB Cost Assessment Variance and 1508 Other Regulatory Assets -%$

OPEB Deferral Account could become material prior to the end of the rebasing deferral%%

period. A listing of each WO \QN CJZ\RN[f Group 2 accounts, for which early disposition could%&

be requested, R[ RMNV\RORNM RV \QN 4XXTRLJV\[f response to Interrogatory B-EP-4b).%'

%(

c) i) Please see the Applicantsf response to Interrogatory B-EP-3.%)

%*

ii) N/A%+
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B-STAFF-12

Reference(s): Exh /T2/Sch1, p. 11

Preamble:

It is stated:

Enersource has an adjustment that contains an OEB-approved reduction to revenue
requirement for International Financial Reporting Standards-Canadian Generally
accepted Accounting Principles (“IFRS-CGAAP”) Transitional Property Plant and
Equipment (“PP&E”) Amounts, calculated based on a four year normal Cost of Service
(“COS”) rate cycle (2013-2016). This adjustment should not continue beyond 2016. Unlike
approved rate riders, this is an annual reduction to revenue requirement whereby a
variance account was not established to track any over/under refund.

a) Please advise how and when the applicants intend to address this matter.

Response:

a) In its Decision of the Board for Enersource’s 2013 Cost of Service application (EB-2012-'

0033) dated December 13, 2012, the Board stated that it "approves the disposition of(

$16,474,719 in Account 1575 to be amortised over four years to align with Enersource’s)

expected rebasing cycle. The period of amortization may be revisited by a subsequent panel*

should Enersource chose to rebase under an alternative cycle under the Board’s Renewed+

Regulatory Framework for Electricity.",

-

Enersource is now choosing to defer rebasing for a period of ten years, in the context of this.

MAADs Application, and must address the intended expiry of the disposition or credit to/

ratepayers. Enersource intends to file an IRM application in August, 2016 for rates effective'&

January 1, 2017, proposing to amend the revenue requirement by the amount of the''

disposition, via adjustments to rates.'(
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B-STAFF-13

Reference(s): Exh B/T4/ Sch1, p. 2

Preamble:

In Step 6, the applicants state that articles of amendment are filed for Horizon Solar
Corp., PowerStream Energy Services Inc. and Hydro One Brampton Networks Inc. to
change the names of those corporations and also states that these actions do not
require Board approval.

a) Hydro One Brampton Networks Inc. is an OEB licensed entity whose licence, it
appears, would be affected by a name change. Please confirm whether an application
will be made for a licence amendment for the proposed name change.

Response:

a) To date, no articles of amendment have been filed in respect of the name of HOBNI. The#

Applicants are requesting Board approval to transfer the HOBNI distribution licence, as well$

as the distribution licences of Enersource, Horizon Utilities and PowerStream, to LDC Co,%

pursuant to Section 18 of the OEB Act. If a name change for HOBNI is to take place prior to&

the issuance of a distribution licence to LDC Co, an application will be made for a licence'

amendment for the proposed HOBNI name change. The Applicants anticipate that the OEB(

will consider and process an application of that nature as an administrative matter, because)

only the name of the distributor will be changing.*
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B-STAFF-14

Reference(s): Exh B/T2/Sch1, p. 5

Preamble:

It is stated:

Subject to supportive tax rulings sought from the Ministry of Finance 1 (Ontario), the
Parties envision a transfer of the distribution business from LDC Co to a Limited
Partnership structure (“LDC LP”) in order to attract investment while managing certain
taxes imposed under the Electricity Act, 1998, such as Transfer Tax and Payments in
Lieu of Taxes.

a) Please confirm whether parties anticipate an increase in private ownership as a result
of the envisioned transfer of the distribution business from LDC Co to a limited
partnership structure.

b) Please explain if this corporate structure is expected to affect the tax provision that
would be included in rates.

Response:

a) The Applicants would anticipate an increase in private ownership (and corresponding'

investment) as a result of the envisioned transfer of the distribution business from LDC Co to(

a limited partnership structure. However, such increase in private ownership would only be)

anticipated if and when there is a requirement for corresponding investment.*

+

b) The Applicants are not seeking relief for such transfer in this Application and expect that any,

such transfer, including rate implications, would be the subject of a future application to the-

OEB..

/

The tax provision may or may not be affected by the partnership structure.'&

Partnerships do not pay tax. Partnerships distribute taxable income to partners, which may''

be subject to tax.'(
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Taxable income and taxes payable with respect to regulated rate based income would be')

unchanged where the partners are all subject to tax (whether PILs or taxes payable under'*

the Income Tax Act (Canada) and Corporations Tax Act (Ontario)). In this instance, the'+

Applicants submit that the tax provision included in rates would not be affected by the',

partnership structure.'-

'.

Taxable income and taxes payable with respect to regulated rate based income would be'/

changed where one or more partners are exempt from tax. In this instance, the Applicants(&

submit that the tax provision included in rates would be affected by the partnership structure.('

Specifically, the provision would be reduced to the extent of partnership income allocated to((

tax-exempt partnership interests.()
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B-STAFF-15

Reference(s): Ref: Exh B/T2/ Sch1, p. 15

Preamble:

The applicants are requesting approval to continue to track costs to the regulatory asset
accounts currently approved by the OEB and to seek disposition of their balances at a
CQPQNB A>PB( 9BD>NAFJD PEB >LLHF@>JPOV LH>JO CKN ABCBNN>H >JA R>NF>J@B >@@KQJPO-

a) <EB 9BLKNP KC PEB /K>NA KJ 2HB@PNF@FPU 1FOPNF?QPKNOV 1BCBNN>H >JA =>NF>J@B .@@KQJP
Review Report provides that undBN PEB 8NF@B 0>L 59& PEB AFOPNF?QPKNVO 4NKQL * >QAFPBA
account balances will be reviewed and disposed if the pre-set disposition threshold is
met. Please confirm that the applicants plan to request their deferral and variance
accounts for disposition consistent with this policy.

b) Please explain how the account balances will be tracked (i.e. separately for each
distributor or on a consolidated basis).

Response:

a) The Applicants confirm that they plan to request the Group 1 deferral and variance accounts$

for disposition consistent with the *0768; 61 ;20 &6,8/ 65 (40.;83.3;? '39;83-<;689@ '01088,4%

and Variance Account Review and other direction as provided by the Board. Please see the&

1PPLJDBNTS\ RFSPONSF TO 2-Staff-11b).'

(

b) ?IF MFTIOE CX WIJDI TIF 1PPLJDBNTS TRBDK EFGFRRBL BNE VBRJBNDF BDDOUNT $Z3A1[% CBLBNDFS JS)

dependent on the group and purpose of the DVA; and the period to which the DVA applies.*

DVA balances in place on the date of closing the last of the proposed transactions will+

continue to be tracked separately for each distributor until they have been disposed of.,

These balances will be recovered through separate rate riders from the customer base to$#

which the balance is attributed (i.e., separately by distributor). The Applicants have not yet$$

determined whether DVA balances which arise after the date of closing the last of the$%

proposed transactions will be tracked separately or on a consolidated basis.$&
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B-STAFF-16

Reference(s): Ref: Exh B/T4/, Sch 2, p. 2

Preamble:

LDC Co is to acquire Hydro One Brampton for a purchase price of $607M, subject to
certain purchase price adjustments. With the most current information to date, please
provide an estimate of the final purchase price after these adjustments.

Response:'

Based on preliminary forecasts, it is estimated that the net purchase price of HOBNI is in the(

range of approximately $601 to $607MM. The estimated net purchase price is calculated in)

Table 1 below.*

+

Table 1 " Estimated HOBNI Purchase Price after Adjustments,

-

)-03-.+-1

&/1-,*23

(,3/+-1

&/1-,*23

'/4-.+-1

&/1-,*23

%-,-.+-1

&/1-,*23

#!"$ #!"$ #!"$ #!"$

"GL !KGJJGMLQ#

9CEMRG?RCB 6;297 @?QC <SPAF?QC <PGAC ,&-%&& ,&-%&& ,&-%&& ,&-%&&

4QRGK?RCB >MPIGLE 3?NGR?J ?BHSQRKCLR '&%-) ''%./ ''%,& '+%-/

4QRGK?RCB 5GUCB 1QQCR ?BHSQRKCLR ')%.' '+%)& '-%-. '+%(&

=MR?J CQRGK?RCB <SPAF?QC <PGAC ,)'%+* ,)*%'. ,),%)/ ,)-%//

8CQQ0 CQRGK?RCB A?QF @?J?LAC$ "(+%-*# "(-%,'# "(/%()# "),%+*#

9CR CDDCARGTC <SPAF?QC <PGAC ,&+%.& ,&,%+. ,&-%', ,&'%*+

$9MRC0 =FC @SQGLCQQ A?QC ?QQSKCQ VCPM A?QF ML RFC ?AOSGQGRGML B?RC%
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B-STAFF-17

Reference(s): Exh B/T6/ Sch 4, p. 1

Preamble:

It is stated that:

Subject to purchase price adjustments previously described, the $607MM of
consideration payable for 7<4;8 IQ $-+-99 %RHE Y=PELISLZ& ABNTE IRQ OPNJECRED -+,/
OEB approved rate base of $405MM. Subject to ongoing rate applications and OEB
reviews, the rate base portion of the consideration payable is recoverable from
ratepayers. The Premium is not recoverabKE FPNL PAREOAWEPQX)

a) Please state how the rate base portion of the consideration payable is proposed to be
recovered from ratepayers.

b) Please state how it will be ensured that the premium payment will not be recovered
from ratepayers.

Response:

a) The rate base portion is recovered through OEB rate-making policy. Such policy provides$

for a recovery of the prudently incurred fixed asset component of rate base over time (i.e.,%

depreciation) along with a regulated rate of return on the sum of: i) prudently incurred fixed&

assets; and ii) a working capital allowance %aF53b&. The Applicants would expect rate-'

regulated recoveries on rate base in this manner, as may be adjusted through future re-(

basings.)

On reflection, the Applicants recognize that the working capital component of rate base is*

not directly recoverable in distribution rates. LDCs only recover the regulated cost of capital+

on such component. Consequently, the reference statement may be confusing in that,

regard. The Applicants trust that this clarifies the reference statement relative to OEB rate-$#

making policy.$$

$%

The business case has been developed in a manner consistent with this response.$&

$'
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b) Section 2.2.2 of the Report of the Board: Rate-making Associated with Distributor$(

Consolidation dated July 23, 2007 provides as follows:$)

GIt is not appropriate for a distributor to also be permitted to recover an acquisition$*

premium or net consolidation losses in whole or in part through rates while$+

retaining the realized benefits of the transaction over the deferral period.H$,

%#

Consequently, it would be inappropriate for the parties to adopt record-keeping or any other%$

regulatory treatment that would seek to recover the premium payment.%%

%&

On this basis, the Applicants will adopt record-keeping that clearly segregates the premium%'

paid for HOBNI from regulatory accounts underlying future rate applications and associated%(

rate recoveries.%)

%*

The premium is specifically identifiable and auditable as a result of the transaction. The%+

Applicants will be undertaking a valuation of the assets of HOBNI as of closing for purposes%,

of allocating the premium to various classes of assets. At this time, it is unknown the extent&#

to which such premium may be allocated to depreciable fixed assets or non-depreciable&$

property such as land or goodwill.&%

&&

Irrespective of the nature of allocation of the premium, the Applicants will ensure that the&'

consolidated entity adopts record keeping that clearly segregates such from the following:&(

' Fixed asset accounts included in rate applications as a component of regulated rate&)

base;&*

' OM&A and depreciation accounts included for recovery in rate applications to the extent&+

that the premium is amortized for accounting purposes or may represent OM&A;&,

' Balances used for purposes of lead-lag or other studies underlying the determination of'#

a regulated WCA rate.'$

The Applicants believe such segregation of premium from rate base is relatively self-evident'%

and will be prepared to provide evidence in future rate applications substantiating such'&

segregation.''
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ATTACH2-STAFF-18

Reference(s):

Attachment 2, p. 6, 12

Preamble:

It is indicated that merged net income is higher than status quo net income as a result of
8YERO =NF 4RBMPTONZS NFT JNDOMF PLUS DBPJTBL BNE OPFRBTJNH SYNFRHJFS*

Per the 2015 financial statements filed with the OEB in the Reporting and Record-
Keeping RequJRFMFNTS &???' GJLJNHS( TIF BPPLJDBNTSZ NFT JNDOMFS BRF BS GOLLOWS2

a) Hydro One Brampton had the lowest 2015 net income out of the four distributors.
>LFBSF FXPLBJN WIY 8YERO =NF 4RBMPTONZS NFT JNDOMF JS JEFNTJGJFE BS B MBJN
contributing driver for the higher merged net income.

b) The graph on page 12 presents net income sensitivity, where 100%, 75% or 50% of
synergies are achieved.

i. The forecasted synergies throughout the application equate to the 100% of
synergies achieved scenario in the sensitivity analysis (e.g. merged net
income of $87M). Please indicate whether this means that the forecasted
synergies in the application are the most optimistic scenario that can be
predicted to be achieved.

ii. Please comment on the reasonableness of the forecast and the
assumptions used in the forecast (e.g. whether assumptions are
aggressive or conservative).

iii. Please explain the expected likelihood of meeting 50%, 75% and 100% of
expected synergies, and key dependencies.
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Response:

a) The comment included in the attachment was related to the consolidated entity, which$

includes the net income from HOBNI, whereas the stand-alone scenario did not include%

HOBNI. Existing shareholders will now share the net income of HOBNI and therefore this is&

indicated as a main driver. The increase in the net income is the result of the net synergies'

for the first ten years and the contribution of HOBNIZR NFS JNDOMF GOQ SIBS SJMF PFQJOE((

)

b) i) Please RFF SIF 1PPLJDBNSRZ response to Interrogatory ATTACH2-AMPCO-21.*

+

ii) =LFBRF RFF SIF 1PPLJDBNSRZ response to Interrogatory ATTACH2-AMPCO-21.,

$#

iii) As indicated above, the 100% synergy savings achievement is the most likely scenario$$

and is the scenario included in the Application. The Applicants chose to portray 50-75%$%

attainment of synergies as a sensitivity analysis. There were no estimates of the expected$&

likelihood of the 50-75% scenarios. The achievement of these synergies is dependent on$'

the achievement of system integration in a timely and cost effective manner; and an$(

effective human resource strategy.$)
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ATTACH2-STAFF-19

Reference(s):

Attachment 2, p. 6, 10

Preamble:

On page 6, it is indicated that merged net income is higher post rebasing as a result of
contribution of Hydro One Brampton income partially offset by lower ongoing capital
expenditure requirements and resulting lower rate base.

a) Please explain why Hydro One Brampton’s income is expected to be a contributor
to higher merged net income in the post rebasing period.

b) Please explain why there are lower ongoing capital expenditure requirements
starting in the rebasing year.

c) On page 10, capital synergies drop from $30M to $8M in 2021. Please explain why
there is a drop and how it impacts net income as presented on page 6.

Response:

a) After a ten year period the synergies will be fully to the benefit of LDC Co customers. In'

relation to increases in net income over the status quo, after ten years the main contributing(

factor to LDC Co’s increased net income will be the share of HOBNI’s net income (not)

included in the status quo) due to the purchase.*

+

b) The lower ongoing capital expenditure requirements starting in the rebasing year as,

compared to the status quo are as a result of (i) the move to single, common Information-

Systems (a single customer billing system, for example) and Operating systems (a single.

control room for example) which require lower ongoing capital expenditures than multiple/

systems; and (ii) lower general plant expenditures associated with a lower LDC Co'&

headcount versus the status quo.''

'(

c) Capital synergies are evident in the first five years and relate primarily to saving on major IT')

investments planned under the status quo scenario of four independent LDCs. Synergies'*

savings drop in 2021 as most of the IT related synergies have been realized.'+
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ATTACH2-STAFF-20

Reference(s):

Attachment 2, p. 9

Preamble:

Please explain the causes/assumptions that are the basis for the $19.5M, or 3.3%
reduction in revenues relative to status quo in the first ten years of the consolidation.

Response:'

(

The Applicants observe that the question refers to page 8 of Attachment 2.)

*

The reduction in distribution revenues in the first ten years relative to the status quo is due to+

the fact that after the consolidation LDC Co would not be rebasing before the end of the deferral,

period, while in the status quo scenario the Parties would be submitting Custom IR applications-

during that time. For example, while in the status quo scenario, Horizon Utilities would submit a.

Custom IR application in 2020 and PowerStream in 2021. After the consolidation, both of those/

rate zones will move to Price Cap IR after the expiry of their current rate regimes, resulting in'&

lower distribution rates for the customers in those two rate zones. Similarly, Enersource and''

Hydro One Brampton will stay on Price Cap IR after the merger, while in the status quo scenario'(

those parties would have rebased in 2017 and 2020, respectively.')
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B-STAFF-21

Reference(s): Exh B/T6/ Schs 4-6

Preamble:

The applicants have arranged for a $500 million Working Capital Facility and a $625
million Acquisition Facility to finance the Hydro One Brampton acquisition at a purchase
price of $607 million.

The targeted amount of debt financing for the acquisition transaction is $424.9 million.
The remaining $182.1 million will be financed by shareholder contributions.

a) Please explain how the applicants determined that a $500 million working capital
facility was appropriate.

b) Given that the amount of debt financing for the acquisition transaction is stated as
$424.9 million, which exceeds the projected 2015 OEB approved rate base of $405
million, please explain why this should not raise concerns that costs related to the
premium would be recovered from ratepayers.

c) It is indicated that the premium of $202 million is not recoverable from ratepayers.
The remaining $405 million, which represents the projected 2015 OEB approved
Hydro One Brampton rate base, will be recoverable from rate payers. Even if the full
$405 million is recoverable from ratepayers, recovery will occur over a number of
years whereas the Acquisition Facility is a two year term loan. Please explain how
the applicants will ensure that it has sufficient cash flows to repay the withdrawn
amount in two `LHYZ HZ ^LSS HZ PU M\[\YL `LHYZ' ^OLU [OL >VSKJVbZ V^U [Y\Z[ PUKLU[\YL
needs to be repaid.

d) Please explain how the applicants plan to maintain sufficient cash flow to pay the
interest expense from drawing on these facilities.

e) In Schedule 6, debt facilities as at December 31, 2014 for each of the applicants are
discussed. The projected debt structure post consolidation only includes the
Working Capital Facility, Acquisition Facility and the Debenture Program.

i. Please indicate how much existing debt of each of the applicants will
still be in place after consolidation.

ii. If no existing debt will be in place post-consolidation, please explain and
KPZJ\ZZ ^OL[OLY [OL GVYRPUN 8HWP[HS <HJPSP[` PZ Z\MMPJPLU[ [V TLL[ @98 8V)bZ
cash flow needs stemming from each applicant as well as new cash flow needs
from the consolidated entity.
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iii. Please provide the weighted average interest rate and annual debt cost of all of
@98 8V)bZ YLN\SH[LK JVUZ[P[\LU[Z [OH[ HYL J\YYLU[S` YLMSLJ[LK PU J\Z[VTLYZb
rates.

iv. Please provide details on the total amount of debt issued by affiliates, the
[LYTZ' HUK L_WPY` KH[LZ) CSLHZL L_WSHPU [OL WHY[PLZb WYVWVZHS MVY YLUL^PUN HU`
affiliate debt over the term.

f) LDC Co. plans to establish a long-term borrowing program through the issuance of
senior unsecured debentures under a new trust indenture.

i. CSLHZL L_WSHPU @98 8V)bZ Z[YH[LN` PU LUZ\YPUN [OH[ P[ ^PSS IL HISL [V
successfully attract the required debt capital.

ii. The applicants expect the terms of such program to be usual and customary to
large publicly-rated rate-regulated utilities. Please explain what financing
terms are expected.

Response:

a) The $500MM facility was determined to be appropriate by reviewing current short term debt*

requirements and IESO prudentials.+

,

b) BRLHYL YLL ZOL 4VVRPJHTZYa XLYVUTYL ZU <TZLXXUNHZUX_ 5-STAFF-17b).-

.

c) The Applicants will implement a long-term debt facility to repay the two-year HOBNI/

acquisition facility. Additionally, it is expected that the combined rate base will continue to0

grow as a result of the ongoing distribution system investments planned by the Applicants.1

The debt capacity available through the anticipated growth in rate base will provide cash2

flows sufficient to satisfy the debt requirements.*)

**

d) As mentioned in c) above, the debt capacity available through the anticipated growth in rate*+

base will provide sufficient cash flows to satisfy the requirements for all debt forecast to be*,

incurred by LDC Co.*-

*.

e) i) All existing long-term debt within PowerStream, Horizon Utilities and Enersource will be in*/

place following the consolidation. All short-term debt facilities of each of the Applicants will*0

be extinguished and funded through the $500MM Working Capital Facility.*1
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*2

ii) As explained at Exhibit B, Tab 6, Schedule 6, page 9 of 9, line 6, the existing trust+)

indentures of the Applicants and the debt issued under those trust indentures continue in+*

LDC Co. To clarify, all new issuances of senior unsecured debentures will be issued under++

the Debenture Program.+,

+-

iii) The existing weighted average interest rate and annual debt cost for each of the Parties+.

is provided in Table 1 below.+/

+0

Table 1 a Existing Weighted Average Interest Rate and Annual Debt Cost+1

%#77&

4EAGHFJG?A

%43'+)*+')),,&

5FGBLFE =IBCBIBAH

%43'+)*-')))+&

59386

%43'+)*-'))1,&

;FKAG<IGA>D

%43'+)*+')*/*&

Long Term Debt Rate .()2$ ,(-0$ /()0$ -(*.$

Short Term Debt Rate +()1$ +(*/$ +(*/$ +()1$

Long Term Debt Component ./$ ./$ ./$ ./$

Short Term Debt Component -$ -$ -$ -$

WACC of Total Debt )&0*$ )&'*$ *&+0$ )&+'$

Approved Rate Base # -('%+,. # +//%*., #

+'+%-(0

# /*)%'..

Total Deemed Debt Costs # *--%).+ # )0*%'), #

)+)%..(

# +00%)+-

Deemed Interest in Rates # (.%0(* # 0%0(- #

(+%(('

# )'%''0

+2

iv) The total debt issued by affiliates with terms and expiry dates are provided in the,)

Application at Exhibit B, Tab 6, Schedule 6:,*

' Page 1 for Enersource,+

' Page 3 for Horizon Utilities,,

' Page 4 for PowerStream,-

,.
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HOBNI will have no existing debt at the time of purchase.,/

,0

f) i) The Applicants intend to maintain an A-range credit rating. A maximum debt level of,1

approximately 63.5% of total equity is forecast. The Applicants anticipate that these,2

statistics will attract an appropXPHZL RL\LR UM PT\LYZUXY MUX >76 6UaY debt offerings.-)

-*

ii) Please refer to the following Summary of Offering for an example of general financing-+

terms within a new trust indenture.-,
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B-STAFF-22

Reference(s): Exh B/T6/Sch 3, p. 1

Preamble:

It is stated that:

Subject to assumptions and risks further described herein, the proposed consolidation is
expected to deliver meaningful shareholder benefits summarized as follows:

Holdco
' ;PETGCUG KP VJG =GV >TGUGPV BCNWG &]=>B^' QH GCTPKPIU QH CRRTQZKOCVGN[

$.32<< HTQO $-(-10<< VQ $-(0/,<< HTQO .,-2 VQ .,/2 &VJG ]8QTGECUV >GTKQF^'
relative to the status quo, a 24% increase.

a) Please state the rate-setting assumptions (e.g. annual rebasing, rebasing every five
years with annual IR for the intervening years) that were assumed in both the status
quo and merge scenarios and the reasons for any differences

b) Please state the impacts of these assumptions on the identified expected NPV
increase of approximately $276 million.

Response:$

a) The rate setting assumptions for the merged scenario are provided in Exhibit B, Tab 7,%

Schedule 1, p.1:&

'

^Consistent with the Consolidation Policy and the Handbook, MergeCo will defer(

its first rebasing for 10 years from the date of transaction closing. During the)

deferral period, Enersource and HOBNI will stay on Price Cap IR, PowerStream*

is assumed to be on Custom IR in 2016-2020 and move to Price Cap IR in 2021,+

and Horizon is assumed to be on Custom IR until 2019 and move to Price Cap in,

2020.S$#

$$

The rate setting assumptions for the status quo scenario are as follows:$%

' Enersource ] Custom IR for 2017-2021 and thereafter;$&

' Horizon Utilities ] Custom IR for 2015-2019 and thereafter;$'

' PowerStream ] Custom IR in 2016-2020 and thereafter; and$(
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' HOBNI ] 2015 rebasing; Price Cap regime in 2016-2019 and Custom IR starting in$)

2020 and thereafter.$*

$+

The difference between the two sets of assumptions is the result of the Report of the Board:$,

^Rate-making Associated with Distributor Consolidation_, dated March 26, 2015, whereby%#

LDCs move to Price Cap IR after the expiration of the Custom IR period.%$

%%

@OJFUJ FOUR UJJ VMJ 3SSONHFQVU` TJUSRQUJ VR 4-CCC-18.%&

%'

b) The difference in rate setting assumptions, or between the merged scenario and the status%(

quo scenario, accounts for approximately $98MM of the identified expected NPV.%)
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B-STAFF-23

Reference(s): Exh B/T6/Sch 3, p. 1

Preamble:

It is stated that:

Holdco expects to adopt a dividend policy with dividends computed on shared earnings
determined in a manner consistent with that used by the OEB for purposes of its
distribution rate-making policies. Such basis is commonly referred to as Modified
International Financial Reporting Standards (“MIFRS”). MIFRS is a modified basis of IFRS
used by Canadian corporations for financial statement purposes. Holdco generally
expects to pay dividends of up to 60% of earnings on this basis.

a) Please state whether or not the anticipated dividend policy would be different from
the policies that would have been anticipated in the absence of the merger and, if so,
how

Response:

a) The anticipated dividend policy will be different from the current dividend policies of the'

Applicants.(

)

The anticipated dividend policy for the consolidated entity provides for a dividend of up to*

60% of net income whereas PowerStream’s dividend payment is presently based on 50% of+

the MIFRS net income. Both Horizon Utilities and Enersource presently calculate dividends,

based upon 60% of the MIFRS net income.-

.

Enersource pays an annual dividend, whereas Horizon Utilities and PowerStream pay/

dividends quarterly.'&
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B-STAFF-24

Reference(s): Exh B/T6/Sch 5, p. 2

Preamble:

It is stated that:

LDC Co anticipates maintaining a financial capital structure of approximately 60% debt
as a result of the acquisition of HOBNI. Holdco will manage its business to continue to
support an A range rating.

a) Please state where in the A range rating referred to above Holdco is assuming that it
will manage its business to be at, e.g. high, middle, low.

b) Please provide a sensitivity analysis as to how much of an impact this assumption
would have on the costs of the merger.

Response:

a) As a practical matter based on rating methodology, there is a remote likelihood of any'

Ontario distributor being rated A(high). Consequently, the practical range of outcome is(

A(mid) to A(low); which is the general range for rated distributors in Ontario (including Hydro)

One). It is the understanding of the Applicants that the OEB permits rate recovery of*

interest costs in this range of rating.+

,

Holdco is targeting a rating of A(mid) but expects that such will not be lower than A(low).-

This is the assumption underlying the Business Plan as filed by the Applicants in.

Interrogatory B-STAFF-1./

'&

The risk of Holdco being rated below the A-range is remote based on the Business Plan.''

'(

b) The Business Plan is indifferent to a rating within the A(mid) to A(low) range. The cost of')

incremental borrowing in the Business Plan was assumed at 4% based on a conservative'*

view of an indicative A(mid-low) corporate long-bond rate at the time of its development'+

(August-September 2015).',
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'-

The current range of credit spread between an A(mid) and A(low) corporate long-bond is'.

0.05% to 0.15%. The conservative assumption used in the Business Plan effectively'/

absorbs such a small range of interest volatility without any material cost implication.(&

('

Consider that a recent indicative rate (July 11, 2016) for a 30-year A(mid) rated Holdco((

corporate bond is 3.363%.()

(*

Additionally, it is likely that Holdco will issue some amount of ten-year debt over time to(+

support its incremental financing requirements post-merger. The indicative ten-year rate for(,

Holdco (July 11, 2016) at A(mid) is 2.376%.(-

(.

Based on the Business Plan assumption of 4% and management flexibility with respect to(/

the duration of incremental debt issuances, there is no practical or material interest cost)&

implication to Holdco within a rating range of A(mid) to A(low).)'

)(

Interest rate risk to Holdco and corresponding cost implications align more closely to market))

based factors outside of its control, such as: i) changes in underlying Government of)*

Canada yields; and ii) changes in the credit spreads required by investors in debt securities)+

for A(mid-low) bonds.),
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B-STAFF-25

Reference(s): Exh B/T6/Sch 5, p. 3

Preamble:

It is stated that:

The level of borrowing to support the transaction has been set in a range of 70-75% of
the HOBNI purchase price to optimize the cost of financial capital for Holdco, while also
providing sufficient ongoing liquidity to support its sustainment-based investment
requirements at a target A-range credit rating.

a) Please state how it was determined that a range of 70-75% of the Hydro One
Brampton purchase price was the appropriate one to optimize the cost of financial
capital for Holdco.

Response:

a) Please refer to pages 92-93 and Appendix 6-F of the Business Plan provided in the'

Applicants’ response to Interrogatory B-Staff-1 for the principles, approach, sensitivity, and(

expected outcomes with respect to the determination of the range of borrowing to finance)

the HOBNI purchase price.*

+

In summary, the range was determined relative to the key financial statistics used by rating,

agencies to assess the financial profile of a corporate utility.-

.

It is expected that the business profile of Holdco will be unchanged relative to the Parties./

This is a reasonable assumption since the nature of the Holdco business is effectively the'&

combination of the business risk profiles of the parties; all of which are very similar.''

'(

Consequently, the principle rating concerns correspond to financial targets; principally')

Adjusted Funds from Operations (“AFFO”) as a ratio of Debt and, to a lesser extent, Debt to'*

Total Capitalization.'+

',

The financing range was optimized relative to the rating statistics for an A(mid) rating.'-
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B-STAFF-26

Reference(s): Exh B/T6/Sch 5, p. 5

Preamble:

It is stated that:

The Applicants assume a 4% debt cost of financing for the HOBNI acquisition; which is
reasonable relative to recent bond forecasts. This suggests that Holdco may be able to
achieve or modestly outperform the debt cost assumption in the model if it were to issue
fixed-rate debt within three to twelve months following the closing of the transaction.

a) Please provide supporting calculations and/or assumptions on which the 4% debt
cost assumption is based.

b) Please state the basis for the view expressed that Holdco may be able to achieve or
modestly outperform the debt cost assumption in the model if it were to issue fixed
rate debt within three to twelve months following the closing of the transaction.

Response:

a) The cost of incremental borrowing in the Business Plan, as provided in the Applicants’'

response to B-STAFF-1, was assumed at 4% based on a conservative view of an indicative(

A(mid-low) corporate long-bond rate at the time of its development (August-September)

2015). This assumed that the merger and acquisition would close December 31, 2015.*

+

A July, 2015 forecast of the Government of Canada 30-year benchmark yield between,

September, 2015 and March, 2016 was approximately 2.50%. The Applicants assumed an-

indicative credit spread of 1.50%. The aggregate of these amounts yielded the assumed.

incremental borrowing cost of 4.00%./

'&

b) As described in a), the notion of achieving the debt cost assumption underlying the Business''

Plan was consistent with the bond forecasts through to March, 2016 i.e., three months'(

following the assumed closing date of December 31, 2015.')

'*
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Based on the closing date and funding assumptions, Holdco had opportunity to over-achieve'+

the Business Plan assumption to the extent of issuing some measure of ten-year bonds and,',

thus, taking advantage of the favourable spread between ten and 30 year debt. Ultimately,'-

those determinations will be made based on market conditions at the time of financing'.

decisions.'/
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ATTACH3-STAFF-27

Reference(s): Attachment 3, pages 6, 7
Exh B/T6/Sch 5, p. 3

Preamble:

a) Please explain how the information presented in Attachment 3, page 6 correlates to
that in Figure 33 of Exhibit B, Tab 6, Schedule 5, Page 3.

b) In Figure 33, new equity for HHI is ($7.2M). Please explain why the amount is negative
and what this means in terms of the financing Horizon is contributing.

c) In Attachment 3, page 6, please explain ZLEW WLI ^7LMSV_ UISUIVIQW*

d) In Attachment 3, page 7, the rating trigger of 13% is met under the 100%, 75% and
50% synergies scenario at some point from 2016 to 2038.

i. Please explain the impact of the rating trigger to LDC Co.

ii. Please explain what action LDC Co. will take when the rating is triggered.

iii. With reference to the expected likelihood of meeting 50%, 75% and 100% of
expected synergies requested at 1-Staff-15 above, please explain if and
quantify how meeting 50% and 75% of synergies could affect the cost of
capital.

iv. @OIEVI I[SOEMQ WLI ESSOMGEQWV` VWUEWIK\ JRU PMWMKEWMQK WLI IJJIGWV RJ LMKLIU
borrowing costs, which would impact customers upon rebasing.

v. @OIEVI HIVGUMFI WLI ESSOMGEQWV` VWUEWIK\ JRU PEQEKMQK QIZ RU GLEQKMQK
debt costs in the interest of its customers over the long term

Response:

a) The information in Figure 33 of Exhibit B, Tab 6, Schedule 5, Page 3 is a summary of the$

calculations represented in Attachment 3, page 6. The second column of Figure ..( b9LI[%

8HWHJP[`c( shows the split of $424.9MM total debt capacity among the Parties. This&

JVYYLZWVUKZ [V [OL bFV[HS 9LI[ <PUHUJPUNc SPUL PU [OL [HISL on page 6 in Attachment 3, and'

represents 70% of the $607M HOBNI Purchase Price. The acquisition of HOBNI is financed(

by borrowing $201.6MM against its rate base of $405.4M and by using $223.3MM of)

borrowing capacity of the Parties, as shown in the summary table in Figure 33 in the debt*
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JVS\TU HUK HZ ZOV^U VU [OL bYL-SL]LYHNL JOPWZc SPULZ PU [OL [HISL on page 6 in Attachment+

3.,

$#

The third column of Figure 33( bAL^ ;X\P[`c( shows the split of additional equity$$

contributions required from PowerStream, Enersource and Horizon Utilities shareholders to$%

finance the purchase of HOBNI. The total equity required is $182.1MM (30% of the $607MM$&

purchase price) and this corresponds to the bFV[HS ;X\P[` <PUHUJPUNc SPUL PU [OL [HISL on$'

page 6 in Attachment 3, and to the corresponding split of the equity contributions among$(

Applicants as shown above this line. The last column in Figure 33( bFV[HSc( shows the total$)

funding by each Party, with the total of $607MM JVYYLZWVUKPUN [V [OL bFV[HS 6JX\PZP[PVU$*

<\UKPUNc SPUL PU [OL table on page 6 in Attachment 3.$+

$,

b) Based on its projected balance sheet to the end of December 31, 2015, HHI demonstrates%#

debt capacity of $100.6MM based on a target of 60% debt in its total capitalization.%$

However, based on the proportionate shareholdings allocated to the shareholders of HHI%%

and the 70% HOBNI debt financing assumption, HHI is only required to contribute $93.4MM%&

of debt capacity to the HOBNI acquisition. The difference of $7.2MM represents a closing%'

credit to the account of the HHI shareholders that would be settled through the closing%(

adjustment mechanism in Schedule 2.3 of the Merger Participation Agreement.%)

%*

c) The b;X\P[` <PUHUJPUN DLX\PYLTLU[c HUK b8OPWZc in combination, in the table on page 6 in%+

Attachment 3, represent expected settlements among the Applicants based on their relative%,

contributions of debt capacity, working capital, and other assets. This approach normalizes&#

the balance sheets of the Parties and ensures that the balance sheet of one Party does not&$

cross-subsidize the balance sheet of another without an appropriate normalization&%

settlement. These settlements are provided for in Schedule 2.3 of the Merger Participation&&

Agreement.&'

&(

d) i) The ratings trigger shows the general level of AFFO to Debt that is monitored by the debt&)

rating agencies. If an organization operates below the trigger on an ongoing basis, it is&*

likely that the debt rating agencies will take action on the rating. The Applicants believe that&+

the 100% synergy savings target will be achieved and the requirement met for an A-range&,
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credit rating. The sensitivity analysis of 50-75% synergies was to stress test the'#

assumptions and is not meant as a likely scenario.'$

'%

ii) There have been no formal discussions on ratings triggers. The Applicants anticipate that'&

the targets set out are achievable and that there is the necessary flexibility to achieve them.''

'(

iii) As indicated above, the 50-75% synergy attainment was a stress test of the model.')

Potentially, there would be an increase in the cost of borrowing for new debt if Holdco were'*

KV^UNYHKLK [V HU dA-d credit rating. This is not a likely scenario, as other actions could be'+

taken to ensure sus[HPUTLU[ VM =VSKJVeZ credit rating at the A level.',

(#

iv) The Applicants anticipate that Holdco will maintain an A credit rating. Holdco will be($

better positioned because of its size and the ability to be a regular debt issuer, to borrow in a(%

cost effective manner than each Party could on a stand-alone basis.(&

('

v) As discussed above, the Applicants expect that Holdco will be better positioned to borrow((

in a cost effective manner. Due to the size of the organization, Holdco will be able to issue()

debt more regularly in the market which will make access to financing easier and cost(*

effective for both Holdco and market participants who purchase Holdco debt.(+
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B-STAFF-28

Reference(s): Exh B/T6/ Sch 3, p. 1

Preamble:

It is stated that “The assumption for future rate levels in the valuation was based on
annual rebasing for the Applicants going forward from the time of the next rebasing
application.”

a) Please elaborate on the above specifically discussing why annual rebasing was
assumed from the time of the next rebasing and what impact this assumption had on
the valuation as compared to an assumption that rebasing would occur only every
five years.

b) Please state the plan for all applications for rate changes from the merged entity or its
rate zones which are presently anticipated in the period until 2025. Please include in
this plan when the applicants propose seeking approval for certain rate-setting issues
such as:

i. The earnings sharing mechanism for the Horizon rate zone

ii. The stretch factor to be used for the zones on the Price Cap IR

iii. The ROE to be used for earnings sharing of the consolidated entity

iv. Any rate riders that are expected to end during the term

Response:

a) Please see the Applicants’ response to Interrogatory B-Staff-22a).'

(

b) Figure 1 below provides the plan for anticipated applications for rate changes for the rate)

zones over the period to 2025, and including 2026 (tenth year of the rebasing deferral*

period).+

,

Figure 1 – Rate Setting During the Ten Year Rebasing Deferral Period-

.

/

1 2 3 4 5 6 7 8 9 10

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026

Enersource

Horizon Utilities

PowerStream

HOBNI

IRM with potential for ICM

IRM with potential for ICM

Custom IR (Annual Filing)

Custom IR (Annual Filing)*

IRM with potential for ICM

IRM with potential for ICM
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*PowerStream presently has a Custom IR application for 2016-2020 electricity distribution rates'&

before the OEB.''

'(

i) The Applicants will file the outcomes relative to the Horizon Utilities earnings sharing')

mechanism for Horizon Utilities’ rate zone in each of the remaining Annual Filings for'*

2018 and 2019 and in the IRM applications for 2020 and 2021.'+

',

ii) The OEB assigns the stretch factor in its release of the Pacific Economics Group'-

(“PEG”) Report, annually.'.

'/

iii) Please refer to the Applicants’ response to Interrogatory B-STAFF-31i).(&

('

iv) Please refer to the Applicants’ response to Interrogatory B-Staff-11.((
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B-STAFF-29

Reference(s): Exh B/T7/Sch 1, p. 1

Preamble:

It is stated that:

During the rebasing deferral period, LDC Co. may apply for rate adjustments using the
Board’s ICM as may be necessary and in accordance with applicable Board policies with
respect to eligibility for, and the use of, the ICM.

Given that it is also stated that Enersource, Hydro One Brampton, Horizon and
PowerStream would be separate rate zones and LDC Co. would not be expected to file its
first rebasing application with the OEB for ten years, please state the basis on which it is
envisaged that the OEB would assess an ICM application from LDC Co. filed during the
rebasing deferral period. For example, would ICM applications be expected for the
separate rate zones, or would they be at the LDC Co. level and if the latter how this would
be done given that LDC Co. would not yet have rebased.

Response:

The Applicants expect to file separate ICM applications for the rate zones, as applicable. The'

Applicants expect the OEB to rely upon its policies and filing guidelines to successfully assess(

ICM applications filed by LDC Co.)
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ATTACH3-STAFF-30

Reference(s): Attachment 3/Summary of the Financing Plan

Preamble:

The evidence indicates that a key assumption of the plan is that “Holdco may file for ICM
in each year”.

a) Please provide the current estimate of the total incremental capital to be sought via
ICM until rebasing.

b) Please provide details on what ICM amounts, if any, are reflected in the revenue and
net income projections in Attachment 2.

c) Please confirm that any ICM would only be for those rate zones that will be on the
Price Cap IR rate-setting.

Response:

a) The Applicants estimate that the total incremental capital to be sought via ICM until rebasing'

is $414MM.(

)

b) The ICM amounts in Attachment 2 include approximately $130MM for the revenue*

projection and $107MM for the net income projection.+

,

c) The Applicants note that ICM is available for distributors on the Price Cap IR rate-setting-

framework. The Applicants confirm that they expect to make use of that option for the rate.

zones, as applicable. Please also see the Applicants’ response to Interrogatory B-Staff-29./
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B-STAFF-31

Reference(s): Exh B/T7/S2, p. 1-2

Preamble:

It is stated that:

8DUQLQJV LQ H[FHVV RI .++ EDVLV SRLQWV DERYH WKH 5RDUG`V HVWDEOLVKHG UHJXODWRU\ UHWXUQ
RQ HTXLW\ %^A?8_& for the consolidated entity would be divided on a 50/50 basis between
LDC Co and its ratepayers. The ratepayer share of earnings will be credited to a newly
proposed deferral account, for clearance at the next applicable annual IRM application
filing. For example, if LDC Co over-earned in year six post consolidation, it would report
the balance in the deferral account in the year eight IRM application which would be filed
in year seven, and refund 50% of this balance to ratepayers over the twelve months
commencing January 1 of year eight.

a) =76 6R) ZLOO EH FRPSDULQJ WKH FXUUHQW \HDU`V A?8 WR WKH ?85`V HVWDEOLVKHG A?8 IRU
the consolidated entity.

i. @OHDVH H[SODLQ KRZ =76 6R) SURSRVHV WKDW WKH ^?85`V HVWDEOLVKHG A?8_ ZRXOG EH
calculated as this would include the established ROEs of four distributors with no
adjustment to these numbers for 10 years.

ii. Please explain how the proposed deferral account will operate and how ESM
amounts will be tracked in the account. Please provide a draft accounting order
that includes a description of the mechanics of the account and examples of
general ledger entries.

b) For the example cited above with LDC Co. over-earning in year six post consolidation,
please state how the refunding of the 50% balance to ratepayers is envisaged to
occur given the existence of the four rate zones. Please discuss in this response
whether or not in a scenario in which the LDC Co. earnings in excess of 300 basis
points were attributable to some rate zones, but not all, whether it is envisaged that
customers in all rate zones, or only customers in the over-earning rate zones would
receive refunds.

c) LDC Co. would begin reporting on the ROE outcome for ESM purposes commencing
in year 7 post consolidation, for audited year 6 results. Does LDC Co. intend to report
ROE for years 1 to 6 for RRR purposes? If not, why not

Response:

a) i) The Applicants have not made a determination on this matter but may propose to$

calculate a rate base weighted average ROE for LDC Co based on the OEB-approved%
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values for each of the predecessor utilities in place at the time. The Applicants identify that&

pursuant to the OEB Decision in its Custom IR proceeding (EB-2014-)))+% 7QTK\QP BVKNKVKGU]'

?=6 YKNN DG WRFCVGF CPPWCNN[ GCEJ [GCT FWTKPI VJG =63]U CPPWCN TCVG CFLWUVOGPV(

proceeding for Horizon Utilities using the OEB-approved parameters for the following year.)

Similarly, PowerStream has filed its Custom IR Application (EB-2015-0003) seeking*

approval for an annual adjustment to its ROE. A decision on that application is pending.+

,

ii) The Applicants expect that any ratepayer share of earnings will be credited to a newly$#

proposed deferral account, for clearance at the next applicable annual rate filing. The$$

regulatory net income will be calculated, for the purpose of earnings sharing, in the same$%

manner as net income for regulatory purposes under the RRR filings. The Applicants$&

understand that that will exclude revenue and expenses that are not otherwise included for$'

regulatory purposes.$(

$)

The Applicants have relied upon the guidance in the =63]U Handbook to Electricity$*

Distributor and Transmitter Consolidations in the structuring of the transaction, including the$+

implementation of any ESM in years six to ten of the rebasing deferral period, and will look$,

to existing policies such as VJG 3QCTF]U RRR 2.1.5.6 ROE Complete Filing Guide issued%#

March 1, 2016, to inform the mechanics and general ledger entries.%$

%%

Please also see the 2RRNKECPVU] response to Interrogatory B-EP-2.%&

%'

b) It is envisaged that any revenue sharing would be allocated equitably among all customers.%(

%)

c) LDC Co intends to be compliant with OEB RRR filing requirements, post consolidation,%*

including the reporting of ROE data.%+


