dero One Networks Inc.

7" Floor, South Tower Tel: (416) 345-5240

483 Bay Street Cell: (416) 903-5240
Toronto, Ontario M5G 2P5 Oded.Hubert@HydroOne.com

www.HydroOne.com

Oded Hubert h d
Vice President y

Regulatory Affairs

BY COURIER

June 7, 2017

Ms. Kirsten Walli

Board Secretary

Ontario Energy Board

Suite 2700, 2300 Yonge Street
P.O. Box 2319

Toronto, ON, M4P 1E4

Dear Ms. Walli,

RE: EB-2017-0049 — Blue Page Update to Hydro One Networks Inc.’s 2018-2022
Distribution Custom IR Application

Updates to Hydro One Networks Inc.’s (“Hydro One”) five-year Distribution Custom IR
Application for the period 2018-2022 (“Application”) have been submitted using the
Ontario Energy Board’s (“OEB”) Regulatory Electronic Submission System.

The updates include a number of adjustments including:

replacing the 2016 forecasted results with 2016 audited financial results;

adopting a reduced stretch factor (0.45% compared to 0.60%) in the proposed
Custom IR formula, based on an updated analysis of Hydro One Distribution’s
total cost benchmarking performance;

reducing OM&A pension costs and related tax credits beginning in 2017,
reflecting an updated pension valuation report;

increasing the external revenues forecast to reflect changes in miscellaneous
service charges calculated using audited 2016 financial results and the modified
stretch factor;

eliminating the proposed disposition of the Retail Settlement Variance Account —
Global Adjustment regulatory asset balance to reflect an anticipated refund from
the IESO of approximately $121 million, as the IESO refines its global
adjustment calculation; and

filing the 2017 Team Scorecard, redacted for net income performance levels on
the basis that this is material forward-looking financial information.

The appendix to this letter contains a table listing the revised evidentiary exhibits.
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The adjustments result in: (a) a reduction of $4.9 million in Hydro One Distribution’s
2018 revenue requirement from $1,504.7 million to $1,499.9 million; (b) a reduction of
$16.9 million in regulatory assets to be recovered; and (c) a slight increase in external
revenues, which reduces rates revenue requirement by $1 million in 2018. These changes
result in a 1.6% reduction in the average 2018 distribution rate increase from 6.5% to
4.9%.

The updates were filed in a complete text-searchable, Adobe Acrobat version of the
merged evidence from today’s filing and the original March 31* filing (as subsequently
revised or supplemented). Hydro One intends to post electronic copies of the updated
Application and supporting evidence on its website for public access. Two paper copies
of the the revisions will be sent to the OEB shortly on coloured paper.

Hydro One’s points of contact for service of documents associated with the Application
remain as listed in Exhibit A, Tab 2 Schedule 1.

Sincerely,
ORIGINAL SIGNED BY ODED HUBERT
Oded Hubert

Encls.



Appendix: Revised or New Exhibits

Exhibit Tab Sched. Attach. Contents June 7™ Revision

A ADMINISTRATION

A 1 1 Exhibit List New exhibits listed.

A 3 1 Executive Summary Cumulative impact of
all changes.
Corrected Table 6 to
align with DSP.

A 3 1 3 Hydro One Internal Audit Report -Auditor General Report  |New

2016 Follow-up
A 3 1 4 Hydro One Briefing Note -Ontario Auditor General Report - |New
Status Update

A 3 2 Custom IR Application Summary 2016 actuals; pension
impact; impact of
updated stretch factor.

A 3 2 2 Total Cost Benchmarking Report by Power System 2016 actuals; pension

Engineering impact.
A 5 2 Total Cost Benchmarking Forecast Updated to reflect
results of newly
included PEG model
(Attachment 1).
A 5 2 1 PEG Benchmarking Spreadsheet Forecast Model (MS Excel |New
file only)

A 5 3 Service Quality Performance 2016 actuals

A 5 3 2 Appendix 2-G — Service Reliability and Quality Indicators {2016 actuals
(MS Excel file only)

A 6 2 Hydro One Distribution Financial Statements - Historical 2016 actuals
Years 2014- 2016

A 6 2 3 Hydro One Distribution Financial Statement 2016 New

A 6 3 Hydro One Networks Inc. Distribution Pro Forma Statement |2016 actuals; pension

of Income - Bridge Year (2017) and Test Years (2018) impact.

A 6 4 Hydro One Limited - Historical Year Annual Report 2016 actuals

A 6 4 2 Hydro One Limited - 2016 Annual Report 2016 actuals

A 6 5 Hydro One Limited - Bridge Year (2017) Quarterly Reports |New

A 6 5 1 Hydro One Limited - 2017 Q1 Report New

A 7 1 Distributor Consolidation 2016 actuals

B DISTRIBUTION SYSTEM PLAN

B1 1 1 Section 1.3 Coordinated Planning with Third Update on First

Parties - Customer Engagement Nation and Metis
1.3.1. How Customer Needs are sessions
Determined

1.3.2. Customer Engagement Process

1.3.3. Summary of Customer Needs

and Preferences

1.3.4. How the Plan Reflects

Customer Needs and Preferences

1.3.5. Attachments: Customer

Engagement




Exhibit

Tab Sched. Attach.

June 7" Revision

Contents

B1 1 1 Section 3.2 Capital Expenditure Forecast 2016 actuals; pension
impact.
B1 1 1 Section 3.6 Capital Expenditure Summary 2016 actuals; pension
3.6.1. Shifts in Forecast vs. impact.
Historical Budgets by Category
3.6.2 Plan vs. Actual Variance
Trends by Category
3.6.3 Impact of Capital Investment
on Operations, Maintenance and
Administration Spending
B1 1 1 Appendix A Acquired Utilities 2016 actuals
C OPERATING REVENUE
C1 Written Direct
C1 1 1 Summary of OM&A 2016 actuals; pension
impact.
C1 1 2 Sustaining OM&A 2016 actuals
C1 1 3 Development OM&A 2016 actuals
C1 1 4 Operations OM&A 2016 actuals; clarified
language regarding
storm survey results.
C1 1 5 Customer Care OM&A 2016 actuals
C1 1 6 Summary of Common Corporate OM&A 2016 actuals
C1l 1 7 Common Corporate Functions and Services 2016 actuals
C1 1 8 Common Corporate OM&A - Planning 2016 actuals
C1 1 9 Common Corporate OM&A - Information Technology 2016 actuals
C1 1 10 Common Corporate OM&A - Cost of External Revenue 2016 actuals
C1 2 1 Staffing and Employee Compensation Corrected reference to
construction union.
Wording to address
2017 Team Scorecard.
C1 2 1 Willis Towers Watson Executive Compensation Witness form added
Benchmarking (October 16, 2015)
C1 2 1 Willis Towers Watson Competitive Compensation Review - [Witness form added
MCP, Non-Executive Bands (October 16, 2015)
C1 2 1 Hugessen Consulting - Preliminary CEO/CFO Pay Witness form added
Benchmarking
C1 2 1 Hydro One Network Inc. - Team Scorecard Replaced with more
recent 2017 Team
Scorecard.
C1 2 1 Mercer Compensation Cost Benchmarking Study - Hydro Witness form added
One Networks Inc. (December 13, 2016)
C1 2 2 Pension Costs 2016 actuals; pension
impact.
C1 2 2 Pension Plan Actuarial Valuation New
C1 2 2 Appendix 2-KA — OPEBs (Other Post-employment Benefits) |2016 actuals; pension
Costs impact.
C1 3 1 Costing of Work: Fleet Rate 2016 actuals
C1 5 1 Purchase of Non-affiliate Services (Outsourcing) 2016 actuals
C1 6 1 Depreciation, Amortization and Depletion 2016 actuals
C1 6 2 Depreciation and Amortization Expenses 2016 actuals




Exhibit

Tab Sched. Attach.

June 7" Revision

Contents

C1 7 2 Calculation of Utility Income Taxes 2016 actuals; pension
impact.

C1 7 2 Calculation of Utility Income Taxes Test Years (2018 - 2022) |2016 actuals; pension
impact.

C1 7 2 Capital Cost Allowance (2017 - 2022) 2016 actuals; pension
impact.

C1 7 2 Calculation of Utility Income Taxes, Historic Years (2014, |2016 actuals; pension

2015, 2016) impact.

C1 7 2 Capital Cost Allowance, Historic Years (2014, 2015, 2016) |2016 actuals; pension
impact.

C1 7 2 Calculation of Apprenticeship and Education Tax Credits Pension impact

(2018 - 2022)
C1 7 2 Calculation of Apprenticeship and Education Tax Credits 2016 actuals
(2014, 2015, 2016)

C2 Supporting Schedules

Cc2 1 1 OM&A Summary and Cost Driver Tables 2016 actuals; pension
impacts.

D COST OF CAPITAL AND CAPITAL STRUCTURE

D Written Direct

D1 1 1 Rate Base 2016 actuals

D1 1 2 In-service Additions 2016 actuals

D1 1 5 Interest Capitalized 2016 actuals

D1 2 1 Capital Structure 2016 actuals

D1 2 2 Cost of Long-term Debt 2016 actuals

D1 3 1 Overhead Expense Chapter 2 Appendix 2016 actuals

D2 Supporting Schedules

D2 1 1 Statement of Utility Rate Base 2016 actuals

D2 1 2 Continuity of Property, Plant and Equipment 2016 actuals

D2 1 3 Continuity of Accumulated Depreciation 2016 actuals

D2 1 2 Fixed Asset Continuity Schedules Chapter 2 Appendix (MS |2016 actuals

Excel file only)
D2 1 4 Continuity of Property, Plant and Equipment - Construction |2016 actuals
Work in Progress

D2 2 1 Debt and Equity Summary 2016 actuals

D2 2 2 Cost of Long-Term Debt 2016 actuals

E CALCULATION OF REVENUE DEFICIENCY OR

SUFFICIENCY
Written Direct

El 1 1 Revenue Requirement, Determination of Net Utility Income |2016 actuals; pension
impact.

El 1 2 External Revenues 2016 actuals; stretch
factor impact on joint
use revenue.

Supporting Schedules

E2 1 1 Calculation of Revenue Requirement 2016 actuals; pension
impact.

E2 1 2 Revenue Requirement Work Form (MS Excel file only) 2016 actuals; pension
impact.

F DEFERRAL AND VARIANCE ACCOUNTS




Exhibit Tab | Sched. Attach.

Contents

June 7" Revision

F1 1 1

Regulatory Accounts

2016 actuals; changes
to reflect recent
external
developments.

F1 1 1 1

Continuity Schedule Regulatory Accounts

2016 actuals; changes
to reflect recent
external
developments.

F1 1 1 2

Regulatory Accounts Balances

2016 actuals; changes
to reflect recent
external
developments.

F1 2 1

Planned Disposition of Regulatory Accounts

2016 actuals; changes
to reflect recent
external
developments.

F1 2 1 1

Planned Disposition of Regulatory Accounts

2016 actuals; changes
to reflect recent
external
developments.

F1 3 1

Regulatory Accounts Requested

New accounts
requested to reflect
recent external
developments.

COST ALLOCATION

Cost Allocation

Cumulative impact of
all changes.

Gl 3 1 1

2018 CAM Input and Output Sheets

Cumulative impact of
all changes.

G1 3 1 2

2021 CAM Input and Output Sheets

Cumulative impact of
all changes.

G1 3 1 3

2018 Cost Allocation Model (MS Excel file only)

Cumulative impact of
all changes.

Gl 3 1 4

2021 Cost Allocation Model (MS Excel file only)

Cumulative impact of
all changes.

RATE DESIGN

Rate Design

Cumulative impadt of
all changes.

H1 1 2

2018 to 2022 - Derivation of Retail Rates

Cumulative impact of
all changes.

H1 1 3

2018 to 2022 - Derivation of ST rates

Cumulative impact of
all changes.

H1 1 4

Revenue Reconciliation

Cumulative impact of
all changes.

H1 2 1

Proposed Rate Schedules 2018

Cumulative impact of
all changes.

H1 2 3

Specific Service Charges

2016 actuals; impact
of change stretch
factor on joint use
rates.

H1 3 1

Rate Riders

Impact of updated
regulatory asset
balance disposition.




Exhibit Tab | Sched.| Attach. Contents June 7™ Revision

H1 Determination of Rate Riders (MS Excel file only) Impact of updated
regulatory asset
balance disposition.

H1 Bill Impacts and Mitigation Cumulative impact of
all changes.

H1 Bill Impacts — 2018 Cumulative impact of
all changes.

H1 Bill Impacts — 2019 Cumulative impact of
all changes.

H1 Bill Impacts — 2020 Cumulative impact of
all changes.

H1 Bill Impacts — 2021 Cumulative impact of
all changes.

H1 Bill Impacts — 2022 Cumulative impact of
all changes.




dero One Networks Inc.
71

Floor, South Tower
483 Bay Street
Toronto, Ontario M5G 2P5
www.HydroOne.com

Oded Hubert
Vice President
Regulatory Affairs

BY RESS
May 12, 2017

Ms. Kirsten Walli
Board Secretary

Ontario Energy Board

Tel:  (416) 3455240
Cell: (416) 903-5240
Oded.Hubert@HydroOne.com

Suite 2700, 2300 Yonge Street

Toronto, ON, M4P 1E4

Dear Ms. Walli,

EB-2017-0049 - Hydro One Networks

Application — Supplemental Filing — Live MS Excel Appendices 2-G, 2-KA, 2-L, 2-N

Inc.’s 2018-2022 Distribution Custom IR

As requested, please find enclosed live MS Excel files of the above-noted appendices to Chapter
2 of the Ontario Energy Board’s (the “OEB”) Filing Requirements for Electricity Distribution

Rate Applications, issued on July 14, 2016 which are found in:

e Exhibit C2, Tab 1, Schedule 1 (OM&A Summary and Cost Driver Tables);

e Table 1 of Exhibit A-5-3 (Service Quality Performance) and Tables 10 and 11 of Exhibit

B1, Tab 1, Schedule 1 (Distribution System Plan);
e Attachment 1 to Exhibit E1, Tab 1, Schedule 2 (Affiliate Revenues); and
e A new Attachment 1 to Exhibit C1, Tab 2, Schedule 2.

All of the foregoing has been submitted using the OEB’s Regulatory Electronic Submission

System.

Sincerely,

ORIGINAL SIGNED BY ODED HUBERT

Oded Hubert

Encls.(electronic only)

HONI_Appendix2-G_20170512.xIsx
HONI_ Appendix2-L_20170512.xIsx
HONI_ Appendix2-N_20170512.xIsm
HONI_ Appendix2-KA_20170512.xlsx



dero One Networks Inc.
71

Floor, South Tower
483 Bay Street
Toronto, Ontario M5G 2P5
www.HydroOne.com

Oded Hubert
Vice President
Regulatory Affairs

BY RESS

May 5, 2017

Ms. Kirsten Walli
Board Secretary

Ontario Energy Board

Tel:  (416) 3455240
Cell: (416) 903-5240
Oded.Hubert@HydroOne.com

Suite 2700, 2300 Yonge Street

P.O. Box 2319

Toronto, ON, M4P 1E4

Dear Ms. Walli,

hyd

EB-2017-0049 — Hydro One Networks Inc.’s 2018-2022 Distribution Custom IR

Application — Appendix 2-BA Supplemental Filing

Further to our letter of May 3, 2017, please find enclosed a live MS Excel file of
Appendix 2-BA (Attachment 1 to Exhibit D2, Tab 1, Schedule 2 in the above-noted
application).  This exhibit was submitted using the OEB’s Regulatory Electronic

Submission System.

Hydro One’s points of contact for service of documents associated with the application
remain as listed in Exhibit A, Tab 2 Schedule 1.

Sincerely,

ORIGINAL SIGNED BY ODED HUBERT

Oded Hubert

Encl.
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dero One Networks Inc.
7" Floor, South Tower Tel: (416) 345-5240
483 Bay Street Cell: (416) 903-5240

Toronto, Ontario M5G 2P5 Oded.Hubert@HydroOne.com
www.HydroOne.com

Oded Hubert h d
Vice President y

Regulatory Affairs

BY COURIER
May 3, 2017

Ms. Kirsten Walli

Board Secretary

Ontario Energy Board

Suite 2700, 2300 Yonge Street
P.O. Box 2319

Toronto, ON, M4P 1E4

Dear Ms. Walli,

EB-2017-0049 — Hydro One Networks Inc.’s 2018-2022 Distribution Custom IR
Application — Supplemental Filing

In response to the Ontario Energy Board’s (“OEB”) letter of May 1, 2017, please find
enclosed a schedule mapping the requested information to exhibits in the above-noted
application (“Application”) where that information can be found. To assist the OEB, we
have enclosed live MS Excel versions, where available.

For those items not already in the prefiled evidence, we have enclosed updated or
supplemental evidence, with the exception of the fixed asset continuity schedules and the
depreciation, amortization, and depletion details which require more time to prepare. We
intend to provide these outstanding items by May 5, 2017.

All of the foregoing has been submitted using the OEB’s Regulatory Electronic
Submission System.

Hydro One intends to post electronic copies of the updated and supplemental evidence on
its website for public access. A text-searchable Adobe Acrobat electronic version and
two paper copies will be sent to the OEB shortly. In addition, Hydro One will make copies
available for public access at the following Hydro One offices:

e Head Office, 7" Floor, South Tower, 483 Bay Street, Toronto, Ontario;
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e Barrie Field Business Centre, 45 Sarjeant Drive, Barrie, Ontario;

e Peterborough Field Business Centre, 913 Crawford Drive, Peterborough, Ontario;
e Sudbury Field Business Centre, 957 Falconbridge Road, Sudbury, Ontario;

e Merivale Service Centre, 31 Woodfield Drive, Ottawa, Ontario;

e Dundas Field Business Centre, 40 Olympic Drive, Dundas, Ontario;

e Beachville Field Business Centre, 56 Embro Street, Beachville, Ontario; and

e Thunder Bay Field Business Centre, 255 Burwood Road, Thunder Bay, Ontario.

Hydro One’s points of contact for service of documents associated with the Application
remain as listed in Exhibit A, Tab 2 Schedule 1.

Sincerely,
ORIGINAL SIGNED BY ODED HUBERT
Oded Hubert

Encls. (list attached)
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List of Enclosures

o o M w DN

Schedule mapping requested information to Application Exhibits containing this
information;

Amended Exhibit A, Tab 1, Schedule 1 (Exhibit List);

Amended Exhibit A, Tab 2, Schedule 1 (Legal Application);

Amended Exhibit D2, Tab 2, Schedule 1 (Debt Equity Summary);

New Attachment 5 (Corporate Organization) to Schedule A, Tab 3, Schedule 1,

New Attachment 1 (2015 Hydro One Networks Income Tax Returns) to Exhibit
C1, Tab 7, Schedule 3;

New Attachments 1 and 2 (2018 and 2021 Retail Transmission Service Rate — MS
Excel file only) to Exhibit H1, Tab 1, Schedule 1,

Live MS Excel files of the following pre-filed Exhibits:

a. Attachments 1 to 6 to Exhibit C1, Tab 7, Schedule 2 (Calculation of
Utility Income Taxes (2018-2022), Capital Cost Allowance (2017-2022),
Calculation of Utility Income Taxes Historic Years (2014, 2015), Capital
Cost Allowance Historic Years (2014, 2015, 2016), Calculation of
Apprenticeship and Education Tax Credits (2018-2022), and Calculation
of Apprenticeship and Education Tax Credits (2014, 2015);

b. Tables 54 to 57 of Exhibit B1, Tab 1, Schedule 1 (Historical and Bridge
Year Capital Expenditure Summary, Historical and Bridge Year Capital
Expenditure Breakdown by SDOC, Forecast Test Years Capital
Expenditure Summary, and Forecast Test Years Capital Expenditure
Breakdown by SDOC);

c. Table 1 and Appendix B of Exhibit C1, Tab 2, Schedule 1 (Staffing and
Employee Compensation);

d. Attachment 2 to Exhibit D1, Tab 3, Schedule 1 (Overhead Expense
Chapter 2 Appendix);

e. Exhibit D2, Tab 2, Schedule 2 (Cost of Long-Term Debt);
f. Tables 4 and 5 from Exhibit E1-1-2 (External Revenues);

g. Attachment 2 of Exhibit E1, Tab 2, Schedule 1 (Load Forecast Chapter 2
Appendix);
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. Attachment 1 of Exhibit F1, Tab 1, Schedule 1 (Continuity Schedule
Regulatory Accounts);

Attachments 1 to 5 of Exhibit H1, Tab 4, Schedule 1 (Bill Impacts); and
Appendix 1 of Exhibit H1, Tab 5, Schedule 1 (Loss Factors).



dero One Networks Inc.
7" Floor, South Tower Tel: (416) 345-5240
483 Bay Street Cell: (416) 903-5240

Toronto, Ontario M5G 2P5 Oded.Hubert@HydroOne.com
www.HydroOne.com

Oded Hubert h d
Vice President y

Regulatory Affairs

BY COURIER

March 31, 2017

Ms. Kirsten Walli

Board Secretary

Ontario Energy Board

Suite 2700, 2300 Yonge Street
P.O. Box 2319

Toronto, ON, M4P 1E4

Dear Ms. Walli,

EB-2017-0049 — Hydro One Networks Inc.’s 2018-2022 Distribution Custom IR
Application and Evidence Filing

Hydro One Networks Inc.’s (“Hydro One”) five-year Distribution Custom IR Application
for the period 2018-2022 and prefiled evidence in support of the Application has been
submitted using the Ontario Energy Board’s (“OEB”) Regulatory Electronic Submission
System. The Application includes Hydro One’s distribution business plan and rate
information needed to support the issuance of notice by the Ontario Energy Board.

Hydro One intends to post electronic copies of the Application and supporting evidence
on its website for public access. A text-searchable Adobe Acrobat electronic version and
two paper copies of the Application will be sent to the OEB shortly. In addition, Hydro
One will make a copy of the Application and supporting evidence available for public access
at the following Hydro One offices:

e Head Office, 7" Floor, South Tower, 483 Bay Street, Toronto, Ontario;

o Barrie Field Business Centre, 45 Sarjeant Drive, Barrie, Ontario;

e Peterborough Field Business Centre, 913 Crawford Drive, Peterborough, Ontario;
e Sudbury Field Business Centre, 957 Falconbridge Road, Sudbury, Ontario;

e Merivale Service Centre, 31 Woodfield Drive, Ottawa, Ontario;

e Dundas Field Business Centre, 40 Olympic Drive, Dundas, Ontario;
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e Beachville Field Business Centre, 56 Embro Street, Beachville, Ontario; and
e Thunder Bay Field Business Centre, 255 Burwood Road, Thunder Bay, Ontario.

Hydro One’s points of contact for service of documents associated with the Application
are listed in Exhibit A, Tab 2 Schedule 1.

Sincerely,

ORIGINAL SIGNED BY ODED HUBERT

Oded Hubert

Encls.
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Exhibit

Tab Schedule Attachment

Updated: 2017-06-07
EB-2017-0049
Exhibit A

Tab 1

Schedule 1

Page 1 of 7

EXHIBIT LIST

Contents

ADMINISTRATION

Exhibit List

Legal Form of Application

Certificate of Evidence

Complying with Past OEB Decisions

Executive Summary

Hydro One Distribution Business Plan

Hydro One Consolidated Business Plan (Excerpts)

Hydro One Internal Audit Report -Auditor General Report 2016 Follow-up

Hydro One Briefing Note -Ontario Auditor General Report - Status Update

OB W[IN|F-

Hydro One Corporate Organization

Custom IR Application Summary
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Total Factor Productivity Report by Power System Engineering (November
4, 2016)

w

N

Total Cost Benchmarking Report by Power System Engineering (March 8,
2017)

Customer Service Strategy

First Nations and Métis Strategy

Electricity Distributor Scorecard

Total Cost Benchmarking Forecast

PEG Benchmarking Spreadsheet Forecast Model (MS Excel file only)

Service Quality Performance

Hydro One's Compliance Plan - Distribution System Code Section 7.5.2

oaloajfoajo|loafo] b~ b

WIWIWIN[N| PN

Appendix 2-G — Service Reliability and Quality Indicators (MS Excel file
only)

(o]

[y

Accounting Information

(o]

N

Hydro One Distribution Financial Statements - Historical Years 2014-
2016

Hydro One Distribution Financial Statement 2014

N

Hydro One Distribution Financial Statement 2015

Hydro One Distribution Financial Statement 2016

[o2][e2]l [or) {e)]

WINININ

Hydro One Networks Inc. Distribution Pro Forma Statement of Income -
Bridge Year (2017) and Test Years (2018)

Hydro One Limited - Historical Year Annual Report

Hydro One Limited - 2015 Annual Report

Hydro One Limited - 2016 Annual Report

Hydro One Limited - Bridge Year (2017) Quarterly Reports

Hydro One Limited - 2017 Q1 Report

(2] Kep] Nep]l For) Kep] W]

[op) M2 1 WO N E By BB

Reconciliation of Regulatory Financial Results with Audited Financial
Statements (2015)
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Rating Agency Reports




Filed: 2017-03-31
EB-2017-0049

Exhibit A

Tab 1

Schedule 1

Page 2 of 7

A 6 7 1 Moody's Investor Service Credit Opinion (November 10, 2015)
A 6 7 2 Dominion Bond Rating Service Report (April 12, 2016)

A 6 7 3 Standard & Poor's Research (September 14, 2016)

A 6 8 Prospectus for Most Recent Financing

A 6 8 1 Hydro One Inc. - Short Form Base Shelf Prospectus (December 14, 2015)
A 7 1 Distributor Consolidation

A 8 1 Draft Issues List

A 9 1 List of Witnesses

A 9 2 Curricula Vitae

A 10 1 Notices, Procedural Orders, Correspondence

B DISTRIBUTION SYSTEM PLAN

Bl 1 Section 1.0 |Distribution System Plan

B1 1 1 Section 1.1 |Distribution System Plan Overview

1.1.1. Key Elements of the DSP

1.1.2. Cost Savings

1.1.3. Period Covered by the DSP

1.1.4. Vintage of the Information

1.1.5. Changes to Asset Management Process

1.1.6. Work Contingent on Historic/Future Activities

Bl 1 1 Section 1.2 |Coordinated Planning with Third Parties - Regional
Planning

1.2.1. Overview of the Regional Planning Process

1.2.2. Regional Planning Consultation Description
1.2.3. Status of Regional Planning Activities

1.2.4. How the Plan Reflects Regional Planning

1.2.5. Attachments: IESO Comment Letter and Regional
Planning

B1 1 1 Section 1.3 |Coordinated Planning with Third Parties - Customer
Engagement

1.3.1. How Customer Needs are Determined

1.3.2. Customer Engagement Process

1.3.3. Summary of Customer Needs and Preferences
1.3.4. How the Plan Reflects Customer Needs and
Preferences

1.3.5. Attachments: Customer Engagement

Bl 1 1 Section 1.4 |Performance Management and Outcome Measures

1.4.1. Methods and Measures

1.4.2. Outcome Measures: EB-2013-0416

1.4.3. How the Plan Reflects Performance Measurement
and Outcome Measures

1.4.4. Attachments: Performance Metrics

B1 1 1 Section 1.5 |Productivity and Continuous Improvement
1.5.1. Productivity Savings in the Plan




Filed: 2017-03-31
EB-2017-0049
Exhibit A

Tab 1

Schedule 1

Page 3 0of 7

Bl

Section 1.6

Benchmarking

1.6.1. Benchmarking Study Overview

1.6.2. Summary of Benchmarking Findings and
Recommendations

1.6.3. How the Plan Reflects the Benchmarking Findings
and Recommendations

1.6.4. Attachments: Benchmarking Studies

Bl

Section 2.0

Asset Management Process

Bl

Section 2.1

Investment Planning Process

2.1.1. Strategic Context

2.1.2. Planning Assumptions

2.1.3. Needs Assessment

2.1.4. Investment Development

2.1.5. Investment Optimization

2.1.6. Investment Approval and Implementation
2.1.7. Performance Reporting

2.1.8. Investment Planning Process Summary

Bl

Section 2.2

Overview of Asset Managed
2.2.1. Description of the Distribution Service Area
2.2.2. Description of System Configuration and Capacity

Bl

Section 2.3

Asset Component Information and Life Cycle Strategies
2.3.1. Key Component Summaries — Distribution Stations
2.3.2. Key Component Summaries — Distribution Lines
2.3.3. Key Component Summaries — Other Assets

Bl

Section 2.4

How the Plan Reflects Investment Planning and Asset
Management

Bl

Section 3.0

Capital Expenditure Plan

Bl

Section 3.1

Capital Expenditure Summary

Bl

Section 3.2

Capital Expenditure Forecast

Bl

A

RlR|R| -

Section 3.3

Impacts Affecting Capital Expenditures

3.3.1. Capability to Connect New Load or Generation
Customers

3.3.2. Impacts of Investment Planning Process

3.3.3. Impacts of Regional Plans

3.3.4. Impacts of Customer Engagement Feedback
3.3.5. Impacts of Benchmarking

3.3.6. System Development Forecast over the Planning
Period

3.3.7. List of Projects Planned to Address Customer,
Technology, and Innovation

Bl

Section 3.4

Capital Expenditure Planning Process Overview




Updated: 2017-06-07
EB-2017-0049

Exhibit A
Tab 1
Schedule 1
Page 4 of 7
B1 1 1 Section 3.5 |Distributed Generation Connections
3.5.1. Renewable Applications
3.5.2. Connection Forecast — Distributed Generation
3.5.3. Capacity and Constraints — Distributed Generation
B1 1 1 Section 3.6 |Capital Expenditure Summary
3.6.1. Shifts in Forecast vs. Historical Budgets by Category
3.6.2 Plan vs. Actual Variance Trends by Category
3.6.3 Impact of Capital Investment on Operations,
Maintenance and Administration Spending
B1 1 1 Section 3.7 |List of Material Capital Investments Proposed
B1 1 1 Section 3.8 |Attachments: Material Investments
Bl 1 2 Hydro One Networks Inc. Distribution System Plan Review by AESI
(January 27, 2017)
Bl 2 1 Work Execution Strategy (Capital/lOM&A)
C OPERATING REVENUE
C1 Written Direct
C1 1 1 Summary of OM&A
C1 1 2 Sustaining OM&A
C1 1 3 Development OM&A
C1 1 4 Operations OM&A
C1 1 5 Customer Care OM&A
C1l 1 6 Summary of Common Corporate OM&A
C1 1 7 Common Corporate Functions and Services and Other OM&A
C1 1 8 Common Corporate OM&A - Planning
C1 1 9 Common Corporate OM&A - Information Technology
C1 1 10 Common Corporate OM&A - Cost of External Revenue
C1 2 1 Staffing and Employee Compensation
C1 2 1 1 Willis Towers Watson Executive Compensation Benchmarking (October
16, 2015)
C1 2 1 2 Willis Towers Watson Competitive Compensation Review - MCP, Non-
Executive Bands (October 16, 2015)
C1l 2 1 3 Hugessen Consulting - Preliminary CEO/CFO Pay Benchmarking
C1l 2 1 4 Hydro One Network Inc. - Team Scorecard
C1 2 1 5 Mercer Compensation Cost Benchmarking Study - Hydro One Networks
Inc. (December 13, 2016)
Cl 2 2 Pension Costs
Cc1 2 2 1 Pension Plan Actuarial Valuation
C1 2 2 2 Appendix 2-KA — OPEBs (Other Post-employment Benefits) Costs
C1 3 1 Costing of Work
Cl 3 1 1 Costing of Work: Labour Rate
Cl 3 1 2 Costing of Work: Fleet Rate
Cl 3 1 3 Costing of Work: Material Surcharge
C1 4 1 Shared Services and Corporate Cost Allocation (17/18 only)
C1 4 1 1 Review of Allocation of Common Corporate Costs (Distribution) - 2016 by
Black & Veatch (December 21, 2016)
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C1 5 1 Purchase of Non-affiliate Services (Outsourcing)
C1l 5 1 1 Supply Chain Policy
C1l 5 1 2 Inventory Policy
C1l 5 1 3 Description of Procurement Processes
C1 5 2 Regulatory Costs
C1 6 1 Depreciation, Amortization and Depletion
C1 6 1 1 2016 Depreciation Rate Review Hydro One - Distribution Operations,
Common Operations by Foster Associates (December 15, 2016)
C1 6 2 Depreciation and Amortization Expenses
C1 7 1 Taxes or PILS
C1 7 2 Calculation of Utility Income Taxes
C1l 7 2 1 Calculation of Utility Income Taxes Test Years (2018 - 2022)
C1l 7 2 2 Capital Cost Allowance (2017 - 2022)
Cl 7 2 3 Calculation of Utility Income Taxes, Historic Years (2014, 2015, 2016)
Cl 7 2 4 Capital Cost Allowance, Historic Years (2014, 2015, 2016)
C1 7 2 5 Calculation of Apprenticeship and Education Tax Credits (2018 - 2022)
C1 7 2 6 Calculation of Apprenticeship and Education Tax Credits (2014, 2015,
2016)
C1 7 3 Most Recent Hydro One Networks Income Tax Return
C1 7 3 1 2015 Hydro One Networks Income Tax Returns
C1 7 3 2 2016 Hydro One Networks Income Tax Return
C1 7 4 Property Taxes and Rights Payments
C2 Supporting Schedules
C2 1 1 OM&A Summary and Cost Driver Tables
D COST OF CAPITAL AND CAPITAL STRUCTURE
D Written Direct
D1 1 1 Rate Base
D1 1 2 In-service Additions
D1 1 3 Working Capital
D1 1 3 1 Working Capital Requirements of Hydro One Networks Distribution
Business by Navigant (December 19, 2016)
D1 1 4 Materials and Supply Inventory
D1 1 5 Interest Capitalized
D1 2 1 Capital Structure
D1 2 2 Cost of Long-term Debt
D1 3 1 Overhead Capitalization
D1 3 1 1 Review of Overhead Capitalization Rates (Distribution) - 2018-2022 by
Black & Veatch (December 21, 2016)
D1 3 1 2 Overhead Expense Chapter 2 Appendix
D1 4 1 Common Asset Allocation
D1 4 1 1 Review of Shared Assets Allocation (Distribution) - 2016 by Black &
Veatch (December 21, 2016)
D2 Supporting Schedules
D2 1 1 Statement of Utility Rate Base
D2 1 2 Continuity of Property, Plant and Equipment
D2 1 3 Continuity of Accumulated Depreciation
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D2 1 2 1 Fixed Asset Continuity Schedules Chapter 2 Appendix (MS Excel file
only)
D2 1 4 Continuity of Property, Plant and Equipment - Construction Work in
Progress
D2 1 5 Statement of Working Capital Test Years
D2 2 1 Debt and Equity Summary
D2 2 2 Cost of Long-Term Debt
E CALCULATION OF REVENUE DEFICIENCY OR SUFFICIENCY
Written Direct
El 1 1 Revenue Requirement, Determination of Net Utility Income
El 1 2 External Revenues
El 1 2 1 Affiliate Revenues
El 2 1 Load Forecast and Methodology
El 2 1 1 Statistical Data for Load Forecast (MS Excel file only)
El 2 1 2 Load Forecast Chapter 2 Appendix
Supporting Schedules
E2 1 Calculation of Revenue Requirement
E2 1 Revenue Requirement Work Form (MS Excel file only)
F DEFERRAL AND VARIANCE ACCOUNTS
F1 1 1 Regulatory Accounts
F1 1 1 1 Continuity Schedule Regulatory Accounts
F1 1 1 2 Regulatory Accounts Balances
F1 2 1 Planned Disposition of Regulatory Accounts
F1 2 1 1 Planned Disposition of Regulatory Accounts
F1 3 1 Regulatory Accounts Requested
G COST ALLOCATION
Gl 1 1 Introduction to Cost Allocation and Rate Design
Gl 2 1 Customer Classification
Gl 3 1 Cost Allocation
Gl 3 1 1 2018 CAM Input and Output Sheets
Gl 3 1 2 2021 CAM Input and Output Sheets
Gl 3 1 3 2018 Cost Allocation Model (MS Excel file only)
Gl 3 1 4 2021 Cost Allocation Model (MS Excel file only)
H RATE DESIGN
H1 1 1 Rate Design
H1 1 1 1 2018 Retail Transmission Service Rate (MS Excel file only)
H1 1 1 2 2021 Retail Transmission Service Rate (MS Excel file only)
H1 1 2 2018 to 2022 - Derivation of Retail Rates
H1 1 3 2018 to 2022 - Derivation of ST rates
H1 1 4 Revenue Reconciliation
H1 2 1 Proposed Rate Schedules 2018
H1 2 2 Current Rate Schedules
H1 2 2 1 Current Rate Schedules - Hydro One Networks Inc.
H1 2 2 2 Current Rate Schedules - Norfolk Power Distribution Inc.
H1 2 2 3 Current Rate Schedules - Haldimand County Hydro Inc.
H1 2 2 4 Current Rate Schedules - Woodstock Hydro Services Inc.
H1 2 3 Specific Service Charges
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H1 2 3 1 Miscellaneous Service Charges Study (December 29, 2016)

H1 2 3 2 Letter from Elenchus (January 26, 2017)

H1 3 1 Rate Riders

H1 3 2 Determination of Rate Riders (MS Excel file only)

H1 4 1 Bill Impacts and Mitigation

H1 4 1 1 Bill Impacts — 2018

H1 4 1 2 Bill Impacts — 2019

H1 4 1 3 Bill Impacts — 2020

H1 4 1 4 Bill Impacts — 2021

H1 4 1 5 Bill Impacts — 2022

H1 5 1 Loss Factors (New Acquired Utilities Rate Class)
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ONTARIO ENERGY BOARD

IN THE MATTER OF the Ontario Energy Board Act, 1998, s. 78;
AND IN THE MATTER OF an Application by Hydro One Networks Inc. for an order

approving just and reasonable rates and other charges for electricity distribution to be
effective January 1, 2018 to December 31, 2022.

APPLICATION

THE APPLICANT AND THE ORDERS REQUESTED

Hydro One Networks Inc. (referred to in this application as the “Applicant” or “Hydro One”),
is a corporation incorporated under the Ontario Business Corporations Act, (Ontario), and is
licensed by the Ontario Energy Board (“OEB”) under licence number ED-2003-0043 to

distribute electricity.

Hydro One is both an embedded and host distributor. Its host and embedded distributors are
listed in Schedule A hereto.

Hydro One hereby applies to the OEB pursuant to s. 78 of the Ontario Energy Board Act,
1998 (the “OEB Act”) as amended, for orders approving its proposed:

a. Electricity distribution rates as identified in the proposed Tariff of Rates and Charges in
Exhibit H1, Tab 2, Schedule 2 to be effective January 1, 2018. These rates are calculated
to support Hydro One’s 2018 base revenue requirement and incorporate Hydro One’s
proposed Retail Transmission Service Charge;

Witness: Oded Hubert
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b. Custom Incentive Regulation Model as a framework to set distribution rates for the
period effective January 1, 2019 to December 31, 2022 as described in Exhibit A, Tab 3,

Schedule 2 and the related rates, charges and conditions of services;

c. Specific Service Charges described in H1, Tab 2, Schedule 3;

d. Rate Riders as described in Exhibit H1, Tab 3, Schedule 2;

e. Continuation, creation, and disposition of specified regulatory accounts as described in
Exhibit F1, Tab 1, Schedule 1;

f. Creation of new customer classes as described in Exhibit G1, Tab 2, Schedule 1; and

g. Other items or amounts that may be requested by the Applicant in the course of this
proceeding, and as may be granted by the OEB.

4. This Application is prepared in accordance with the OEB’s Filing Requirements for
Electricity Distribution Rate Applications dated July 14, 2016 and the OEB’s Report on the
Renewed Regulatory Framework for Electricity Distributors dated October 18, 2012.

5. The Application is supported by pre-filed written evidence which may be amended from time

to time. For the reasons set out in this Application, Hydro One submits that the proposed
distribution rates and other charges are just and reasonable.

Witness: Oded Hubert
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NOTICE AND FORM OF HEARING REQUESTED

6. Given Hydro One’s vast service territory, notice of this Application should be published in
newspapers with wide circulation in Ontario, including The Toronto Star and The Globe and

Mail and The Financial Post.

7. The Application can be viewed on the Internet at the following address:
http://www.hydroone.com/RequlatoryAffairs/Pages/DxRates.aspx

8. The Applicant requests that this Application be heard by way of an oral hearing.

PROPOSED EFFECTIVE DATE

9. The Applicant requests that the OEB’s rate orders be effective January 1, 2018. In order to
address the possibility that the requested rate orders cannot be made effective by that time,
the Applicant hereby requests an interim Order making the Applicant’s current distribution
rates and charges effective on an interim basis as of January 1, 2018 and establishing an
account to recover any differences between the interim rates and the final rates effective
January 1, 2018 based on the OEB’s Decision and Order herein.

10. The persons affected by this Application are the distribution ratepayers of Hydro One. It is
impractical to set out their names and addresses because they are too numerous. The changes
proposed in this Application will have a material impact on: (a) all customers of the
Acquired Utilities; (b) DGen rate class customers in 2018-2019; (c) AR rate class customers
in 2021; (d) AUGe, AUGd, AGSe and AGSd rate class customers in 2021-2022; (d) Street
Light, Sentinel Light and USL rate class customers from the Acquired Ultilities; and (e)

customers impacted by Hydro One’s Specific Service Charges.

Witness: Oded Hubert
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CONDITIONS OF SERVICE

11. Hydro One’s Conditions of Service have changed since its last rebasing application. There
are no rates and charges linked in the Conditions of Service that are not in Hydro One’s
Tariff of Rates and Charges. The current Conditions of Service can be found on Hydro
One’s website at:

http://www.hydroone.com/MyHome/MyAccount/ConditionsofService/Pages/default.aspx

CONTACT INFORMATION

12. Hydro One requests that a copy of all documents filed with the OEB by each party to this
Application be served on the Applicant and the Applicant’s counsel as follows:

a) The Applicant:

Erin Henderson
Senior Regulatory Coordinator
Hydro One Networks Inc.

Address:

483 Bay Street

7" Floor, South Tower
Toronto, ON M5G 2P5

Telephone: (416) 345-5444
Fax: (416) 345-5866
Electronic access: Regulatory@HydroOne.com

b) The Applicant’s counsel:

Witness: Oded Hubert




10

11

12

13

17
18

19

Updated: 2017-05-03
EB-2017-0049

Exhibit A
Tab 2
Schedule 1
Page 5 of 6

Mr. Gordon M. Nettleton

Mr. George Vegh

McCarthy Tétrault LLP

66 Wellington Street West

Suite 5300, P.O. Box 48

Toronto, ON

M5K 1E6

Telephone: (403) 260-3622

Fax: (403) 260-3501

Electronic access: gnettleton@mccarthy.ca gvegh@mccarthy.ca

DATED at Toronto, Ontario, this 31% day of March, 2017.

Hydro One

By its gounsel;

-

K?i‘frdqn M Nettlefop”
[ \ 4

il [
|\ A

George Vegh

Witness: Oded Hubert
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Schedule A
Host and Embedded Distributors

Hydro One is both a host distributor and an embedded distributor. Hydro One is a host
distributor to 55 distributors, representing most of the distributors in Ontario. Hydro One is a
partially embedded within 18 distributors and about 1% of its customer load is supplied through
host distributors.

Hydro One is partially embedded in Alectra, Canadian Niagara Power, ELK Energy, Energy+
Inc., ENTEGRUS, Erie Thames Power, Essex Power Lines, Halton Hills Hydro, Hydro Ottawa,
InnPower Corporation, Lakeland Power Distribution, Milton Hydro, Newmarket Hydro, Niagara
Peninsula Energy, North Bay Hydro, Veridian, Waterloo North Hydro, Westario Power.

Hydro One is a host distributor for Alectra Utilities Corporation, Bluewater Power Distribution
Corporation, Burlington Hydro Inc., Canadian Niagara Power Inc., Centre Wellington Hydro
Ltd., Chapleau Public Utilities Corporation, COLLUS PowerStream Corp., Cooperative Hydro
Embrun Inc., E.L.K. Energy Inc., Eastern Ontario Power Inc., Energy+ Inc., Entegrus Powerlines
Inc., Erie Thames Power Lines Corporation, Espanola Regional Hydro Distribution Corp., Essex
Powerlines Corporation, Festival Hydro Inc., Greater Sudbury Hydro Inc., Grimsby Power Inc.,
Guelph Hydro Electric System - Rockwood Division, Halton Hills Hydro Inc., Hearst Power
Distribution Company Limited, Hydro 2000 Inc., Hydro Hawkesbury Inc., Hydro One Networks
Inc., Hydro Ottawa Limited, InnPower Corporation, Kingston Hydro Corporation, Lakefront
Utilities Inc., Lakeland Power Distribution Ltd., London Hydro Inc., Midland Power Utility
Corporation, Milton Hydro Distribution Inc., Newmarket-Tay Power Distribution Ltd., Niagara
Peninsula Energy Inc., North Bay Hydro Distribution Ltd., Northern Ontario Wires Inc.,
Oakville Hydro Electricity Distribution Inc., Orangeville Hydro Limited, Orillia Power
Distribution Corporation, Ottawa River Power Corporation, Parry Sound Power Corp.,
Peterborough Distribution Inc., Powerstream Inc., Renfrew Hydro Inc., Rideau St. Lawrence
Distribution Inc., Sioux Lookout Hydro Inc., Tay Power, Toronto Hydro-Electric System
Limited, Veridian Connections Inc., Veridian-Gravenhurst Hydro Electric Inc, Wasaga
Distribution Inc., Waterloo North Hydro Inc., Wellington North Power Inc, Westario Power Inc.,
and Whitby Hydro Electric Corporation.

Witness: Oded Hubert
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CERTIFICATION OF EVIDENCE

TO: ONTARIO ENERGY BOARD

The undersigned, being Hydro One’s Vice-President of Regulatory Affairs, Oded Hubert
hereby certifies for and on behalf of Hydro One that:

1. 1 am asenior officer of Hydro One;

2. This certificate is given pursuant to the Ontario Energy Board's Filing
Requirements for Electricity Distribution Rate Applications (last revised on July
14, 2016); and

3. The evidence submitted in support of Hydro One's 2018-2022 distribution
application (EB-2017-0049) filed with the OEB is accurate, consistent and
complete to the best of my knowledge.

DATED this 31% day of March, 2017.

~~ ODED HUBERT


185862
Stamp
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COMPLYING WITH PAST OEB DECISIONS

Table 1 below lists OEB directions issued to Hydro One in its EB-2013-0416 Decision
and the Exhibit references in this Application that respond to them. There are no other

outstanding OEB directives or undertakings from prior proceedings that are relevant to

this Application.

Table 1

# | OEB Direction E)(;Pelfgme

| | Fileatotal factor productivity study of Hydro One’s own productivity, Exhibit A, Tab
including data from 2002 and following years at a minimum. 3, Schedule 2

5 File a compensation study similar to the study Hydro One filed in EB- Exgitk)]itdcll, '{ab
2013-0416 to allow benchmarking to comparable companies. , Schedule

5 | File acomprehensive trend analysis of the vegetation management Exhibit B1, Tab
program showing year over year comparisons in unit costs. 1, Schedule 1

4 | File abest practices study, if undertaken, for vegetation management Exhibit B1, Tab
similar to the CN Utility study filed in EB-2009-0096. 1, Schedule 1

_ - Exhibit C1, Tab

5 | File an updated depreciation study. 6, Schedule 1
File a consolidated Distribution System Plan, with either an Exhibit B1, Tab

6 | independent third-party review of the Plan if conducted, or an 1, Schedule 1
explanation of the decision not to conduct such a review.
File annual capital in-service additions, with explanations of any Exhibit D1, Tab

7 | variance from approved levels (as required by the OEB Filing 1, Schedule 2
Requirements).

g | File an external benchmarking study on the unit cost of the pole Exhibit B1, Tab
replacement program. 1, Schedule 1

o | File an internal trend analysis to show the variability of the unit costs of Exhibit B1, Tab
the pole replacement program year over year. 1, Schedule 1

10 | File an external benchmarking study on the unit cost of the station Exhibit B1, Tab
refurbishment program. 1, Schedule 1
File an internal trend analysis to show the variability of the unit costs of | Exhibit B1, Tab

11 1, Schedule 1

the station refurbishment program year over year.

Witness: Oded Hubert
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# | OEB Direction Exhibit
Reference
S . Exhibit G1, Tab
12 | Report on an updated customer classification review. 2 Schedule 1
. i . ) Attachment 1 to
13 | File astudy on Hydro One’s miscellaneous service charges, assessing Exhibit H1, Tab

whether the charges reflect underlying costs.

2, Schedule 3.

Witness: Oded Hubert
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EXECUTIVE SUMMARY

This Exhibit describes the scope of Hydro One’s Application and its proposed Custom IR
approach to setting Distribution Rates for the period 2018 to 2022. It also provides an
overview of Hydro One’s Distribution business and explains how Hydro One developed
the business plan that underpins this Application, in consideration of customer needs and

preferences, the condition of the Distribution System, and resulting bill impacts.

Also included in this Exhibit is a Summary of the Application. The Exhibit addresses the
requirements of Sections 2.1.2 and 2.1.5 in Chapter 2 of the Ontario Energy Board’s (the
“OEB”) Filing Requirements for Electricity Distribution Rate Applications, issued on
July 14, 2016.

1. SCOPE AND KEY CONSIDERATIONS OF THIS APPLICATION

Hydro One Networks Inc. (“Hydro One”) is applying for an Order approving its
Distribution revenue requirement, cost allocation and rates as determined by its Custom
IR approach for the period 2018 to 2022 (in this Exhibit, the “Term”) under the assigned
docket number EB-2017-0049.

In this Application, Hydro One is requesting the OEB’s approval of the following:

e The rates revenue requirement of $1,446.3 million for 2018, the underlying
calculation of which is provided in Section 5.1 of this Exhibit;

e The proposed Custom IR rate model to determine the revenue requirements for each
subsequent year of the Term, as described in Section 2 of this Exhibit, and further
described in Exhibit A, Tab 3, Schedule 2;

e The OEB’s mandatory scorecard for electricity distributors (the “Electricity
Distributor Scorecard”) and the proposed supplemental scorecard (the “Distribution

Witness: Oded Hubert
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OEB Scorecard”), as set out in Exhibit A, Tab 5, Schedule 1 and Section 1.4 of
Exhibit B1, Tab 1, Schedule 1, respectively;

e The continuation or creation of the various regulatory accounts discussed in Section
10 of this Exhibit;

e The disposition of regulatory accounts with a forecast net debit balance of $30.9
million effective January 1, 2018, to be collected over a five-year period, at $6.2
million per year;

e The proposed specific service charges detailed in Exhibit H1, Tab 2, Schedule 3;

e The creation of new customer classes discussed in Section 9 of this Exhibit; and

e 2018 rate schedules, including terms and conditions of service, effective January 1,
2018, as set out in Exhibit H1, Tab 2, Schedule 1, which incorporate Hydro One
Distribution’s proposed retail transmission service charge.

The requested 2018 revenue requirement reflects an increase of 1.9% over 2017 OEB-
approved levels. The increase is largely attributable to rate base growth including
associated increases in depreciation, return on capital and income tax expenses as
described in Exhibit E1, Tab 1, Schedule 1. The increase is partially offset by a lower
cost of debt and lower OM&A expense. After adjustment for a reduced load forecast
(3.0%), the resulting average impact on distribution rates is an increase of 4.9% in 2018,

and an average of 3.5% per annum over the Term.

In preparing this Application, Hydro One was acutely aware of the impact on customer
rates arising from investments in the electricity system, an impact that is further
exacerbated by a reduced load forecast, and of the clear preference of its customers for
low electricity costs. As a result, the Application reflects the level of capital investment
required to avoid degradation in overall system asset condition, to meet regulatory
requirements and maintain current reliability levels. Further, OM&A reflects efficiency
improvements and cost reductions to control the extent to which OM&A contributes to
the increase in customer rates. The proposed level of 2018 OM&A reflects a small
decline from 2017 OEB-approved levels. The planning process followed by Hydro One

also resulted in significant reductions in investments in 2018, to mitigate customer rate

Witness: Oded Hubert
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impacts in that year. As a result, the Application is responsive to Hydro One’s

customers’ needs and preferences.

Investments during the Term include:

e maintenance of the population of poles and distribution stations at materially the same
condition level, without significant improvement in overall condition;

e investments in lines sustainment and lifecycle optimization;

e investments to comply with regulatory requirements such as PCB line equipment
replacements;

e investment in an Integrated System Operations Centre, which replaces the existing
backup power system control and telecommunication centres; and

e later in the term, some investments to begin replacement of smart meters that are
reaching end-of-life.

The components of the increased revenue requirement, and their individual contributions,
are noted in Table 1 below. These components comprise certain factors that impact 2018
rates, but which were outside of Hydro One’s immediate control in developing its 2018-
2022 distribution business plan (the "Dx Business Plan™). They include legacy rate base
(resulting from necessary prior-year in-service additions), the need to clear regulatory
deferral and variance accounts, and planned 2018 in-service additions that are to a large
extent non-discretionary (e.g., accommodating the connection of load and generation
customers, responding to storms damage and trouble calls, and complying with
regulations and other requirements). As a result, to mitigate these effects, Hydro One
has planned very few incremental system improvement or end-of-life capital investments
in 2018.

Witness: Oded Hubert
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Table 1: Impact of Individual Components on Revenue Requirement

2018 vs. 2017 2018 vs. 2017

Description OEB-approved OEB-approved

(M$) (%)
OM&A (8.2) (0.5)
Rate Base Growth 31.4 2.2
Cost of debt (3.7) (0.3)
Tax 12.8 0.9
Impact on Revenue Requirement 32.3 23
External Revenue (0.9) (0.1)
Regulatory Deferral and Variance Accounts Disposition (4.9) 0.3)
Total Change 26.5 1.9

Exhibit Reference: E1-1-1.

In a formal Customer Engagement that it conducted in the summer of 2016, Hydro One
received customer feedback that Hydro One must control costs better and demonstrate
greater fiscal management and operational efficiency before considering rate increases.
Customers also stated that electricity costs are their primary concern, with system

reliability being a second priority.

This Application reflects these views, concerns and customers’ needs and preferences
regarding rates and reliability. In developing the Dx Business Plan, following the
Customer Engagement, Hydro One studied three alternative investment plans,
differentiated by varying outcomes, spending profiles, and rate impacts.  The plan that
informs this Application is a modified version of one of those three original investment
plans. It is designed to limit rate impacts while still addressing minimum system needs
by focusing investment on deteriorated infrastructure and by managing and controlling
costs through investments that maintain reliability, but are insufficient to improve the

overall reliability of the aging distribution system.

This Application reflects a reduction in 2018 capital expenditures from OEB-approved
2017 levels, and 2018 OM&A that is slightly lower than the OEB-approved level for
2017. Specifically, Hydro One’s capital expenditures are reduced by approximately

Witness: Oded Hubert
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4.2%, and OM&A expenditures are lower by approximately 1.4%. This is due to
investment pacing decisions, reduced pension costs, and productivity stretch targets that
management has adopted. Hydro One has developed several approaches and initiatives
to manage costs within its control. This includes greater use of benchmarking studies to
inform the Distribution System Plan (“DSP”) and to help manage resources and costs
incurred throughout the Term. (See Section 1.6 of the DSP for further discussion.) The
Application also describes Hydro One’s focus on performance management and the
measures that the Company is adopting to ensure that targets are met over the Term. A
detailed discussion of performance management and measures is found in Section 1.4 of
the DSP.

In developing the revenue requirement for the period beyond 2018, Hydro One originally
adopted the highest stretch factor applicable under the OEB’s existing incentive
regulation regime. Hydro One did so after reviewing the results of a total cost
benchmarking study (completed by Power Systems Engineering Inc.) for the period 2013
to 2015. The study was refreshed, using 2016 audited actuals. Based on the results,
Hydro One has updated its proposed stretch factor reflecting an improvement in its total

cost performance.

The estimated increase in the total bill for Hydro One General Service Energy customers
consuming 2000 kwh/month is 1.8% in 2018, and the average annual estimated total bill
increase over the Term is 1.2%. For Hydro One medium density residential customers
consuming 750 kWh/month, the estimated increase is 2.9% in 2018 and the average
annual estimated total bill increase over the Term is 1.8%. Bill impacts are addressed in

greater detail in Section 11 of this Exhibit.

Witness: Oded Hubert
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2. THE CUSTOM IR PROPOSAL

Hydro One’s Application is based on a Custom Incentive Rate-Setting approach for a
five-year period. The revenue requirement for the first year (2018) is determined using a
cost of service, forward test year approach. To establish the annual revenue requirements
from 2019 to 2022, Hydro One is proposing a Revenue Cap IR, whereby the revenue for
the test year t+1 is equal to the revenue in year t adjusted annually by the revenue cap
index (RCI).

The custom RCI is expressed as:
RCI=1-X+C
Where:

e “I”is the inflation factor, as determined annually by the OEB.

e “X” s the productivity factor that is equal to the sum of Hydro One’s
Custom Industry Total Factor Productivity measure and Hydro One’s
Custom Productivity Stretch Factor.

e “C” is Hydro One’s Custom Capital Factor, determined to recover the
incremental revenue in each test year necessary to support Hydro One’s
proposed Distribution System Plan, beyond the amount of revenue
recovered in rates.

A detailed discussion of these components is found in Exhibit A, Tab 3, Schedule 2.

The proposed Revenue Cap IR model has several advantages over a Price Cap IR model.

Specifically, the Revenue Cap IR:

e provides the needed flexibility to introduce new rate classes in 2021 to fully integrate
Norfolk Power Distribution Inc., Haldimand County Hydro Inc., and Woodstock
Hydro Services Inc. (together the “Acquired Utilities”), as described in Exhibit A,
Tab 7, Schedule 1;

Witness: Oded Hubert
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permits the continued transition to fully-fixed rates for residential customers (EB-

2014-0416);

provides adequate flexibility to reset customer rates should the OEB proceed with the
elimination of the seasonal rate class over the Term (EB-2013-0416/EB-2016-0315);

provides adequate flexibility to reset customer rates as the OEB advances its initiative
relating to rate design for commercial and industrial electricity customers (EB-2015-

0043); and

allows Hydro One to update its billing determinants and cost of capital parameters in
2021 to reflect estimated changes in the industry and load forecast over the Term,

consistent with its proposal to integrate the Acquired Utilities.

A summary of the capital- and OM&A-related revenue requirement components is set out
in Table 2.

Table 2: Summary of Revenue Requirement Components ($ Million)

Line

e
PBOVW®NoU A~wWwN

Juy
N

13
14
15

Reference 2018 2019 2020 2021 2022

Rate Base D1-1-1 7,671.6 8,049.8 8,477.9 9,036.5 | 9,436.6
Return on Debt E1-1-1 191.6 201.1 211.8 225.7 235.7
Return on Equity E1-1-1 269.4 282.7 297.7 317.4 331.4
Depreciation C1-6-2 392.6 413.5 428.6 448.1 463.0
Income Taxes C1-7-2 61.5 64.7 66.4 72.7 72.7
Capital Related Revenue Requirement 915.1 962.0 1,004.5 1,063.9 1,102.8

Less Productivity Factor (0.45%) (4.3) (4.5) (4.8) (5.0)
Total Capital Related Revenue Requirement 915.1 957.7 1,000.0 1,059.1 [ 1,097.8
OM&A Cl-1-1 584.8 593.3 601.9 610.6 630.4
Integration of Acquired Utilities A-7-1 10.7
Total Revenue Requirement 1,499.9 1,551.0 1,601.9 1,680.4 1,728.2
Increase in Capital Related Revenue Requirement 42.6 42.3 59.1 38.8
Increase in Capital Related Revenue Requirement as a
percentage of Previous Year Total Revenue
Requirement 2.84% 2.73% 3.69% 2.31%
Less Capital Related Revenue Requirement in 1-X 0.88% 0.90% 0.91% 0.91%
Capital Factor 1.96% 1.83% 2.78% 1.39%

Exhibit Reference: A-3-2

To align Hydro One’s business interests with those of customers and provide an

additional element of protection for customers, Hydro One is also proposing the

following features:

Witness: Oded Hubert
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e An earnings sharing mechanism that will permit customers to share 50% of any
earnings that exceed the regulatory ROE by more than 100 basis points in any year of
the Term;

e A capital in-service variance account to track the cumulative difference over the Term
between: (a) the revenue requirement associated with actual in-service capital
additions during a rate year; and (b) the revenue requirement associated with the
OEB-approved forecast for in-service capital additions for that year; for any capital
in-service additions that are 98% or lower than the OEB- approved level; and

e Z-factor and off-ramp mechanisms that apply OEB-approved criteria.

Hydro One’s proposed custom IR components, therefore, contain both OEB-approved
components and other mechanisms that are designed to align the utility’s and the

customers’ interests.

The other rate adjustment during the Term will address the integration of the Acquired
Utilities. As outlined in Exhibit A, Tab 7, Schedule 1, Hydro One proposes to integrate
the Acquired Utilities effective January 1, 2021. As set out in Exhibit G1, Tab 2,
Schedule 1, Hydro One will introduce six new rate classes at that time. The OM&A costs
associated with the Acquired Utilities will be incorporated into the revenue requirement
for 2021, and the capital costs associated with the Acquired Utilities will also be

incorporated into the Custom Capital Factor at that time.

3. OVERVIEW OF THE HYDRO ONE DISTRIBUTION BUSINESS

Hydro One serves approximately 1.3 million distribution customers across a vast service
area that is 99% rural and through a system that is largely radial in design. This design is
cost-effective for Hydro One’s service area, where the average customer density is fewer
than three customers per square kilometre, although the lack of redundancy does have
reliability impacts on customers. Most of Hydro One’s distribution system was built in
the 1950s and the 1960s, and many assets are approaching or are beyond their expected

Witness: Oded Hubert
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service lives, resulting in an ongoing need to replace or refurbish assets at an increasing
rate if system reliability and safety are to be maintained. Any material improvement in
reliability or system condition requires significantly more investment, which would
impact customer bills in a manner inconsistent with the feedback that Hydro One
received in its customer engagement process. An overview of Hydro One’s distribution
system and a detailed discussion of its key components are provided in Sections 2.2 and
2.3 of the DSP in Exhibit B1, Tab 1, Schedule 1.

Hydro One was established in 1999 as a company wholly-owned by the Province of
Ontario. In 2015, Hydro One’s parent company transitioned from being solely
government-owned to being publicly-traded, and a new Board of Directors was appointed
to enhance the customer-centric, commercial orientation of the organization.
Specifically, management and the new Board of Directors intend to increase Hydro One’s
focus on customers, create greater corporate accountability for performance outcomes

and drive continuous company-wide improvements in efficiency and productivity.

4. DEVELOPMENT OF HYDRO ONE’S DISTRIBUTION BUSINESS PLAN

This Section provides an overview of the development of the Dx Business Plan, which
underpins Hydro One’s Application and especially the Distribution System Plan, which is
set out in Exhibit B1, Tab 1, Schedule 1 of this Application.

The Dx Business Plan reflects Hydro One’s core values and business objectives and
attempts to align three competing but equally important factors: (i) customer needs and
preferences; (ii) responsible stewardship of the distribution system; and (iii) customer bill
impacts. The Dx Business Plan has been shaped by: (i) Hydro One’s commitment to
reduce costs and increase productivity and efficiency before asking customers to pay

more; (ii) directing investment to address specifically identified customer needs and

Witness: Oded Hubert
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preferences; (iii) reducing or deferring investment where trade-offs with respect to
reliability can reasonably be justified by lower rates; and (iv) evaluating the resulting
rates profile for the Term in the context of the customer feedback referred to in Section

1.3 of the DSP.

The Dx Business Plan seeks to meet customers’ needs regarding reliability and power
quality and responsible asset management in a manner that controls costs, recognizing the
sensitivities that customers have to the total price of power. The Dx Business Plan
includes significant productivity initiatives, cost reduction initiatives, and the minimum

level of capital required to responsibly manage the electricity distribution system.

The Dx Business Plan is provided as Attachment 1 to this Exhibit, and excerpts from
Hydro One’s consolidated business plan on strategy, customer, and common corporate

costs are provided in Attachment 2.

41  CORE VALUES AND BUSINESS OBJECTIVES

Management expects Hydro One to be a best-in-class, customer-centric commercial
utility that is easy to do business with, has a presence in the communities it serves, and

consistently meets the needs and preferences of its customers.

Hydro One’s core values are:

e caring for customers;
e maintaining a safe workplace;
e operating as one company;
e Dbeing people-powered; and
e executing with excellence.
Hydro One’s executive leadership and Board of Directors are focused on delivering the

service expected by customers while managing costs and improving operational

Witness: Oded Hubert
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1 efficiencies. The ability to measure and track Hydro One’s performance is essential to

2 this vision.

4 Table 3 describes Hydro One's business objectives and the metrics that Hydro One uses

5 to measure its progress, and shows how these business objectives align with the OEB’s

6  Renewed Regulatory Framework (“RRF”).

8 Table 3: Alignment of RRF Outcomes with Hydro One’s Business Objectives and

Performance Measures

RRF Outcomes

Hydro One Business
Objectives

Performance Measures

Customer Focus

Services are provided in
a manner that responds
to identified customer
preferences

Consistently improve
customer satisfaction

Handling Unplanned Outages Satisfaction %

Call Centre Customer Satisfaction %

My Account Customer Satisfaction %
New Residential/Small Business Services
Connected on Time

Scheduled Appointments Met On Time
Telephone Calls Answered On Time
First Contact Resolution

Billing Accuracy

Customer Satisfaction Survey Results

Engage with our
customers consistently
and proactively

Used to inform outcomes

Ensure our investment
plan reflects our
customers’ needs and
desired outcomes

Used to inform outcomes

Witness: Oded Hubert
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RRF Outcomes Hydro One Business Performance Measures
Objectives
Operational
Egectiveness Actively control and * Total Cost per Customer
lower costs through * Total Cost per km
Continuous OMG&A and capital * OM&A per Customer
improvement in efficiencies ¢ OM&A per km of Line
productivity and cost e Pole Replacement —Cost per Unit
performance is achieved:; e Vegetation Management — Cost per km Line
and distributors deliver Clearing
on system reliability and e Station Refurbishments — Cost per MVA
quality objectives
Achieve and maintain | ¢  Drives company culture leading to improved
employee engagement Operational Effectiveness
Drive towards e Drives company culture leading to improved
achieving an injury - Operational Effectiveness
free workplace for e Level of Public Awareness
employees and the e Level of Compliance with Reg. 22/04
public e Number of General Public Incidents
Provide reliability e Average Number of Times that Power to a
consistent with Customer is Interrupted
customer requirements | ¢ Average Number of Hours that Power to a
Customer is Interrupted.
e Rural and Urban SAIFI
e Rural and Urban SAIDI
e Large Customer Interruption Frequency
e Number of Substation Caused Interruptions
e Number of Vegetation Caused Interruptions
e Number of Line Equipment Caused Interruptions
e In-Service Additions (Capital Work Program

Completion)

Public Policy
Responsiveness

Distributors deliver on
obligations mandated by
government (e.g., in
legislation and in
regulatory requirements

Ensure compliance
with all codes,
standards, and
regulations

Monitored by the applicable business unit(s)

Partner in the
economic success of
Ontario

Monitored by the applicable business unit(s)

Witness: Oded Hubert
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RRF Outcomes

Hydro One Business

Objectives

Performance Measures

imposed further to
Ministerial directives to
the Board).

Sustainably manage
our environmental
footprint

Net cumulative energy savings
Renewable CIAs completed on time
Micro embedded facilities connected on time

Financial Performance

Financial viability is
maintained; and savings

Achieve the ROE
allowed by the OEB

Current Ratio (Current Assets/Current Liabilities)
Return on Equity (deemed)
Return on Equity (achieved)

from operational
effectiveness are
sustainable.

Total Debt to Equity

1

2

3

10

11

12

13

14

15

16

17

18

Exhibit Reference: B1-1-1

4.2 CUSTOMER NEEDS AND PREFERENCES

In June and July of 2016, Hydro One undertook a formal customer engagement initiative
to obtain customer feedback to inform its planning decisions. The initiative was designed
to reach as many customers as possible. Hydro One adopted a comprehensive
consultation methodology, which included both qualitative approaches (such as focus
groups and workshops) and quantitative approaches (such as surveys and online
workbooks). The methodology and process are detailed in Section 1.3 of the DSP.

Customers were presented with three illustrative investment scenarios. Each scenario
was differentiated by varying OM&A and capital investment levels, the corresponding
directional impacts on distribution system reliability and customer service, and rate
impacts. The engagement materials were tailored for each of Hydro One’s five customer
segments, namely, Residential and Small Business, Commercial and Industrial, Large
Distribution Accounts, Local Distribution Companies, and Distribution-connected

Generators.

Witness: Oded Hubert
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Based on the results of this formal initiative, and consistent with the customer feedback
that Hydro One receives in its day-to-day operations, Hydro One believes that keeping
costs as low as possible is the top priority of its customers. Specifically, the results

indicated that:*

e controlling cost is the top priority for customers;

e customers want to see Hydro One demonstrate greater fiscal management and
operational efficiency before considering rate increases;

e maintaining reliable electricity service is consistently second, after cost control, in
terms of priority;

e large customers are more concerned than other customers are with reliability and
capacity; and

e customers are generally unwilling to accept a rate increase, except in the context of
potentially degrading reliability.

4.3 ADDRESSING CUSTOMER FEEDBACK AND STRIKING THE RIGHT
BALANCE: “PLAN B MODIFIED”

Following the formal customer engagement initiative, Hydro One developed three
alternative candidate investment plans for consideration by its senior leadership team and
were reviewed by the Board of Directors. In developing these alternative investment
plans, Hydro One assessed the reliability impacts of varying investment levels for rights-
of-way (vegetation management), pole replacement and stations. Based on Hydro One’s
data, these three investment areas are the most significant, predictable drivers of
reliability. The alternative investment plans and their estimated projected rate impacts
are discussed below:

! Attachment 1 of DSP, Ipsos, Distribution Customer Engagement Report: Development of Distribution
Investment Plan August 2016, pp. 146-147 (Section 1.3).

Witness: Oded Hubert
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e Plan A, recommended by the Company’s asset managers, would improve reliability
and the overall condition of the system, and would result in a 7.1% rate increase in
2018 over 2017 and an average annual rate increase of 3.8% over the Term.

e Plan B, prepared to reflect an option that offered a smaller reliability improvement
and marginal improvements in the overall asset condition of the system, would have
resulted in a 6.2% rate increase in 2018 over 2017 and an average annual rate
increase of 3.5% over the Term.

e Plan C would achieve the lowest possible 2018 rate increase while ensuring continued
compliance with Hydro One’s regulatory obligations, but would likely result in
significantly reduced reliability and further deterioration in the overall condition of
the system. Plan C would have resulted in a 5.0% rate increase in 2018 over 2017,
and an average annual rate increase of 2.8% over the Term, and was not supported by
the Company’s asset managers because of the risk to the system.

More detail on Plans A, B, and C is provided in Section 2.4 of the DSP and in Tables 4
and 5 of this Exhibit.

The 2018 rate increases associated with all three of these investment plans reflects some
factors that were not entirely within the company’s immediate control in developing
those plans. Approximately half of the rate increase is caused by changes in the load
forecast (due to external factors such as conservation and demand management, and
economic conditions) and the settlement of existing regulatory accounts. The large non-
controllable component of the rate increase required Hydro One to consider aggressive
deferrals of certain investments and significant efficiency initiatives in order to prepare
investment plans that are consistent with the outcome of the customer engagement
process, which highlighted the importance to customers of keeping cost increases to a

minimum.
Hydro One’s management, in discussion with the Board of Directors, determined that

Plan B would still result in bill impacts that were too high for customers, particularly in

2018 and with the effects of the reduced load forecast. Senior management therefore

Witness: Oded Hubert
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challenged planners to continue to investigate a plan that would further mitigate cost

increases but still reflect responsible stewardship of the assets and no degradation in

reliability over the full Term. In particular, managers were challenged to consider how to

mitigate the significant rate increase in 2018.

As a result, an adjusted investment portfolio with a forecasted 2018 rate impact of 5.4%,

“Plan B — Modified”, was developed that would maintain overall forecasted system

reliability at current levels, while continuing to offer discrete power quality and reliability

improvements for certain segments of the network. Tables 4 and 5 summarize the

10 assumptions that defined Plans A, B, C and B - Modified.
11
12 Table 4: SAIDI Projection for Investment Plan Options
SAIDI: Avg. 2013-15: 7.3 hours/year | Average Number of Hours that a Customer is Interrupted
Assumptions | Forecasted Impact on SAIDI 2
Failure Rate/Impact Contribution SAIDI Plan | Plan Plan | Plan B-
to SAIDI Contribution A B C M
(based on 2013-15)
Poles e 345 outages/year
e 180 customers/outage 3% 0.2 20% | 15% | (15)% 7%
e 10 hours/outage
Stations e 16 failures (outages) /year
e 1200 customers/outage 4% 0.2 14% 5% (4)% 0%
e 24 hours/outage
Other Line e 2070 outages/year
Components | ¢ 180 customers/outage 23% 15 10% 0% (10)% (5%)
e 4 hours/outage
Vegetation e 15,530 outages/year 2% 1.8 8% 8% 4% 8%
Estimated Impact to SAIDI 6% 3% (2)% 0%
Forecasted SAIDI (hours) 6.9 7.1 7.4 7.3

13
14
15
16

Exhibit Reference: B1-1-1
1-  Excludes force majeure and loss of supply events
2 — These columns reflect the forecasted impact on SAIDI by the end of 2022. Estimated performance improvement is

expressed as a positive value; performance deterioration is expressed as a negative value.

Witness: Oded Hubert
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Table 5: SAIFI Projection for Investment Plan Options

SAIFI *: Avg. 2013-15: 2.6 outages/year | Average Number of Times a Customer is Interrupted
Assumptions Forecasted Impact on SAIFI?
Failure Rate/Impact Contribution SAIFI Plan | Plan Plan | Plan B-
to SAIFI Contribution A B C M
(based on 2013-15)
Poles e 345 outages/year
e 180 customers/outage 2% 0.1 20% | 15% | (15)% 7%
e 10 hours/outage
Stations e 16 failures (outages) /year
e 1200 customers/outage 3% 0.1 14% 5% ()% 0%
e 24 hours/outage
Other Line e 2070 outages/year
Components | o 180 customers/outage 18% 0.5 10% 0% (10)% (5%)
e 4 hours/outage
Vegetation e 15,530 outages/year 16% 0.4 8% 8% 4% 8%
Estimated Impact to SAIFI 4% 2% (2)% 0%
Forecasted SAIFI (instances) 2.5 2.6 2.6 2.6
2 Exhibit Reference: B1-1-1
3 1-Excludes force majeure and loss of supply events
4 2 — These columns reflect the forecasted impact on SAIFI by the end of 2022. Estimated performance improvement is
5 expressed as a positive value; performance deterioration is expressed as a negative value.
6
7 Plan B - Modified included the following adjustments compared to original Plan B:
8
o e A deferral of some 2018 capital spending on wood pole replacements, station
10 refurbishments, component replacements, system capability reinforcement,
11 information technology and facilities and real estate to minimize rate impacts and
12 offset the effects of a reduced load forecast, accepting short-term, small-scale
13 reliability impacts where appropriate;
14 e The acceleration of productivity initiatives to reduce unit and operational costs and
15 associated rate impacts, which are described in Section 1.5 of the DSP and
16 summarized in Table 6 of this Exhibit;
17 e To sustain reliability, continued investment in certain System Renewal projects and
18 programs based on asset condition and poor performance; and
19 e The establishment of OM&A and capital programs to investigate power quality
20 issues, install power quality meters and surge arresters, and improve grounding where
21 needed.
22
23 These initiatives reduced the total Term projected capital expenditures by $51 million or
24 approximately 7.5% when compared to original Plan B.

Witness: Oded Hubert



w

N o o

10
11
12
13
14
15
16
17
18
19
20
21
22

23

24

25

26

27

28

29

Filed: 2017-03-31
EB-2017-0049
Exhibit A

Tab 3

Schedule 1

Page 18 of 36

Plan B - Modified reflects an optimized investment portfolio that is designed to maintain
current reliability within the proposed envelope for the period 2018 to 2022 by:

e implementing a vegetation management plan that is expected to result in improved
reliability, at a spending level consistent with past OEB-approved levels, by using
lower cost temporary workers to complete low-skilled work and by better aligning
clearing frequency with reliability performance;

e outsourcing cable location work at lower cost;

e replacing poles at a rate that will maintain or slightly reduce by 2022 the population
of poles that are in poor condition;

o refurbishing stations at a rate where station condition and reliability will remain stable
over the forecast period;

e implementing a worst performing feeder initiative, which will deploy enhanced
communication and automation capability to targeted lines to improve reliability by
reducing outage duration;

e improved targeting of lines sustainment investments based on performance and
focused on the root causes of poor performance;

e targeting OM&A and capital investments to address industrial customer power
quality and reliability outliers; and

e ensuring continued compliance with regulatory, environmental and reliability
standards.

The investments are described in more detail in Sections 3.1 to 3.8 of the DSP and in
Exhibit C1, Tab 1, Schedules 1 to 10.

Hydro One believes that Plan B-Modified is the investment plan that most effectively
aligns customer needs and preferences, responsible asset management, and bill impacts.
Plan B-Modified maintains system health and reliability at current levels without further

degradation, albeit without material improvement to the overall system.

Witness: Oded Hubert
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44 EXECUTING THE BUSINESS PLAN

Hydro One is focused on delivering service expected by customers while managing costs
and improving operational efficiencies, all within the revenue requirement envelope set
by the Custom IR approach described in Section 2 of this Exhibit. To ensure Hydro One
meets the Dx Business Plan’s objectives within the OEB-approved envelope, Hydro One
is cultivating a performance management culture that tracks and motivates the desired

behaviours and adopting productivity incentives.

441 PERFORMANCE MANAGEMENT

4411 SCORECARDS

As illustrated in Figure 1 below, Hydro One is tracking its performance through (i) the
(mandatory) Electricity Distributor Scorecard; (ii) Hydro One’s proposed Distribution
OEB Scorecard, which is intended to provide greater transparency on outcome measures
and areas targeted for improvement; and (iii) its Team Scorecard which is used to award

annual short-term incentive payments to management employees.

Universe of Business Metrics

All Measures Fall into the four OEB Renewed Regulatory Frameworl k Principle categories

Customer Operational Policy Financial
Focus Effectiveness Responsiveness Performance

Hydro One Performance Reporting

Regulatory Reporting ( Compensation R
— e e Y By e Z |
5 LSOEE Dx OEB = e:'f:':‘tw \ Team
i= Scorecard Scorecard el | Scorecard ‘
(Tier 1) Scorecard :
e =
'd Operations Reporting i 1
o
= (
E Operational Tx OEB Metrics <
Metrics | Tier2 & 3

= )

Exhibit Reference: B1-1-1
Figure 1. Performance Reporting Tools

Witness: Oded Hubert
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The metrics contained in these scorecards align with the RRF objectives and are expected
to drive continuous improvement in asset management, work execution and in customer-
oriented performance in support of Hydro One’s business objectives. Managers
throughout the business are required to include these measures where appropriate in their
personal performance goals. As part of Hydro One’s performance management system,
they are intended to provide transparency to Hydro One’s Board of Directors,
management, customers, and the OEB, and provide business drivers to ensure that
targeted work is completed in an efficient manner, while delivering the stated outcomes

for Hydro One’s customers.

Exhibit A, Tab 5, Schedule 1 contains a discussion of Hydro One Distribution’s
performance and targets for the Electricity Distributor Scorecard. Section 1.4 of the DSP
addresses the Distribution OEB Scorecard and the targets that Hydro One is proposing
for the additional performance metrics described therein. Hydro One’s Team Scorecard
for 2016 is provided as Attachment 4 to Exhibit C1, Tab 2, Schedule 1.

4.4.1.2 BENCHMARKING

Since its last distribution rates application (EB-2013-0416), Hydro One has
commissioned several benchmarking studies as directed by the OEB. The benchmarking
reports are included in this Application and discussed in Section 1.6 of the DSP, Exhibit
A, Tab 3, Schedule 2, and Exhibit C1, Tab 2, Schedule 1. These studies are focused on:
(a) Hydro One Distribution’s larger work programs, specifically, its pole replacement,
station refurbishment, and vegetation management programs; (b) total compensation
costs; and (c) total factor productivity and total cost performance. Hydro One also
commissioned an additional benchmarking study focused on information technology

spending.

Witness: Oded Hubert
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The results of these studies have informed Hydro One’s Custom IR approach and its
investments and execution strategies. Based on these results, Hydro One continues to
evaluate opportunities to further improve its operational efficiency to ensure that it can
achieve its RRF-consistent business objectives. For example, Hydro One is investigating
the feasibility and cost-benefit analysis of pole refurbishment recommendations, and the
development of key performance indicators for station projects related to cost and system
impact. More detail on Hydro One’s responses to the benchmarking study results and

recommendations is provided in Section 1.6 of the DSP.

442 PRODUCTIVITY INCENTIVES

In its proposed Custom IR model, Hydro One includes an external productivity incentive
in the form of a stretch factor of 0.45%. This stretch factor will apply to the entirety of
the Hydro One Distribution revenue requirement over the Term. This stretch factor is
meant to mitigate the impact of Hydro One’s below-average total cost performance
relative to its peer group, as evidenced by a total cost benchmarking study performed by
Power System Engineering Inc., which is discussed in Exhibit A, Tab 5, Schedule 2.
Since filing this Application, Hydro One has updated its total cost performance forecast
using 2016 audited actual financial results. The updated forecast shows an improvement
in Hydro One’s performance relative to its peers, warranting a change in the originally
proposed stretch factor of 0.6% to 0.45%.

To ensure that Hydro One executes the Dx Business Plan within the allowed envelope,
management has reflected significant efficiency savings targets in the DX Business Plan.
These efficiencies are realized in both the capital and OM&A work programs as set out in
Table 6. The values in Table 6 are stretch targets that reflect management’s commitment
to ensuring that all possible efficiencies and cost reductions are achieved before Hydro

One asks customers for a rate increase, as expressed by customers during the engagement

Witness: Oded Hubert
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process. Specifically, the Company has taken targeted actions to implement productivity
improvements as early as 2018, the rebasing year, and intends to achieve further
efficiencies over the subsequent four years. While the OEB’s RRF provides an incentive
for utilities to achieve productivity gains during the Term, such efficiencies ultimately

accrue to the benefit of ratepayers at the time of the next rebasing.

Table 6: Detailed Productivity Savings Forecast

$Millions 2018 | 2019 2020 2021 2022
Capital 255 | 26.8 32.2 33.7 34.5
OM&A 348 | 407 43.4 45.8 50.0
Corporate Common 3.2 3.3 3.3 3.3 3.3
Total Savings 63.5 70.8 78.9 82.8 87.8

Exhibit Reference: B1-1-1

There are additional features of the Custom IR model which align Hydro One’s interests
with those of its customers in reducing its costs and executing effectively against plan.
Two features that provide customers with a measure of protection against excessive
utility earnings are the proposed earnings sharing mechanism and asymmetrical capital
in-service variance account. These mechanisms are discussed in Section 2 of this
Exhibit.

5. SUMMARY OF THE APPLICATION

5.1 REVENUE REQUIREMENT

Table 7 provides a comparative profile of the annual rates revenue requirement build-up

from 2017, the last OEB-approved rate year, to 2018, along with references to the
Exhibits in the Application that discuss each cost component.

Witness: Oded Hubert
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Components 2017* 2018 Reference

OM&A 593.0 584.8 Exhibit C1, Tab 1, Schedulel

Depreciation and Amortization 390.2 392.6 Exhibit C1, Tab 6, Schedule 1
Income Taxes 48.7 61.5 Exhibit C1, Tab 7, Schedule 1
Return on Capital 435.8 461.1 Exhibit D1, Tab 2, Schedule 1
Total Revenue Requirement 1,467.6 1,499.9 Exhibit E2, Tab 1, Schedule 1
Deduct External Revenues and Other (52.7) (53.6) Exhibit E1, Tab 1, Schedule 2
Rates Revenue Requirement 1,414.9 1,446.3

Regulatory Deferral and Variance Accounts Exhibit F1, Tab 2, Schedule 1,
Disposition 111 6.2 Attachment 1

Rates Revenue Requirement (with

Deferral and Variance Accounts) 1,426.0 1,452.4

Exhibit Reference: E1-1-1
Note 1: The 2017 revenue requirement is from the OEB approved Hydro One Distribution's 2015 to 2017 rate

application in EB-2013-0416

The increase in revenue requirement is largely attributable to the impact of rate base
growth, as reflected in the increase in depreciation, return on capital, income tax expenses
and lower external revenue forecast as described in Exhibit E1, Tab 1, Schedule 2. These

are partially offset by a lower cost of debt and lower OM&A costs.

5.11 BUDGETING ASSUMPTIONS

For 2018, Hydro One assumed 2.0% annual inflation and cost escalators for construction
and OM&A expense growth of 2.5% and 2.2%, respectively. These assumptions are
explained in further detail in Section 2.1.2 of the DSP. Hydro One adopted the US
GAAP accounting standard for regulatory purposes, based on the OEB’s Decision with
Reasons in EB-2011-0268.

5.1.2 LOAD FORECAST SUMMARY

Table 8 sets out Hydro One’s 2018-2022 distribution system load forecast, which

includes the impact of conservation and demand management and embedded generation.

Witness: Oded Hubert
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Table 8: Forecast Energy Deliveries and Customer Count
Year Energy Delivery Forecast | Change (%) | Distribution Customer Count | Change (%)
(GWh)

2018 36,019 (0.6) 1,300,516 0.7
2019 35,680 0.9) 1,309,216 0.7
2020 35,673 0.0 1,317,967 0.7
2021* 36,363 1.9 1,386,522 5.2
2022* 36,373 0.0 1,395,578 0.7

Exhibit Reference: E1-2-1

* The figures include the impact of integrating Acquired Utilities into Hydro One Distribution. Without
this, the GWh delivered would have changed by -0.3% in 2021 and 0% in 2022, and the number of
customers would have changed by 0.7% in both 2021 and 2022

The changes in the energy delivery forecast are distinct from the load impact on rates.
The load impact on revenue requirement is a function of peak demand, energy delivery
and customer count forecasts by rate class. It reflects changes since the last OEB-
approved forecast. As set out in Section 1 of this Exhibit, the reduced load forecast

contributes 3.0% of the resulting average increase in distribution rates of 4.9% in 2018.

The forecast was developed using the econometric and end-use approaches described in
Exhibit E1, Tab 3, Schedule 1. The forecast base year was corrected for abnormal
weather conditions, and growth rates were applied to the normalized base year value.
Consistent with the IESO’s approach, normal weather data is based on the average

weather conditions experienced over the last 31 years.

Relative to 2017 figures, Hydro One forecasts a decrease of 0.6% in its load forecast and
an increase of 0.7% over the customer count forecast for 2018. The small decrease in
load is mainly due to the impact of conservation and demand management and economic

factors.

Witness: Oded Hubert
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6. THE DISTRIBUTION SYSTEM PLAN

The basis of Plan B — Modified is Hydro One’s DSP, which is provided as Exhibit B1,
Tab 1, Schedule 1. The DSP capital expenditure forecast for the Term and for historical
years dating back to 2013 is set out in Table 9. A summary line for OM&A expenditures
is also provided.

Witness: Oded Hubert
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Table 9: Summary of Distribution Capital and OM&A Expenditures ($ Millions)

Historical (previous plan and actual) Forecast (planned)
2013 "] 2014* 2015 2016 2017 Bridge 2018 | 2019 | 2020 | 2021 | 2022
Plan | Plan | Plan [Actual] var | Plan [Actual| var | Plan [Actual| var | Test | Test | Test | Test | Test
CATEGORY M $M $M % $M % $M % $M $M $M M $M

System Access| 159.5| 199.4 | 183.3 | 188.1 | 2.6 182.6 | 182.7 [ 0.0 176.1 | 168.3 | (4.4) | 154.6 | 157.6 | 160.9 | 165.9 | 170.0
System Renewal| 265.7 | 262.7 | 250.7 | 308.4 | 23.0 | 265.4 [ 288.3 | 8.6 285.0 | 252.2 | (11.5) | 248.6 | 318.7 | 336.7 | 362.5 | 451.1
System Service| 96.5 | 85.5 | 120.1 | 71.6 | (40.4) | 103.3 | 77.4 [(25.1) | 110.1 | 66.6 [ (39.5)| 81.8 | 934 | 856 | 78.8 | 69.5
General Plant| 115.3 | 99.9 | 94.8 [ 110.1 | 16.2 | 103.3 [ 145.9 | 41.2 90.1 | 146.3 | 62.3 [ 149.0 | 187.1 | 135.8 | 133.4 | 136.6
Total| 637.0 | 647.5 | 648.9 | 678.3 | 4.5 654.7 | 694.2 | 6.0 661.4 | 633.5 | (4.2) | 633.9 | 756.8 | 719.0 | 740.7 | 827.2

System OM&A °| 610.6 | 674.5 | 543.1 | 572.5| 5.4 589.1 | 562.6 | (4.5) | 593.0 | 572.8 | (3.4) | 584.8 | 593.3 | 601.9 | 621.4 | 630.4

1) 2013 and 2014 were IRM years and therefore do not have Board-approved capital expenditure figures.

2) Bridge year 2017 is a forecast as of end of 2016
3) System OM&A values include all Operations, Maintenance and Administration expenses.

Exhibit Reference: B1-1-1

Witness: Oded Hubert
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6.1 CAPITAL DRIVERS

System Renewal costs are expected to increase by an average of 12.3% annually from
2017 to 2022, reflecting an increase in pole replacements, station refurbishments, line
sustainment and life cycle optimization investments to deal with assets at end of life.
PCB line equipment replacements increase to meet Environment Canada’s December 31,
2025 deadline. In 2021, there is a significant increase in spending as Hydro One begins
replacing smart meters that will be at end of life. Higher General Plant investment levels
are attributable to an investment in the Integrated System Operations Centre, which
replaces the existing backup power system control and telecommunication centres. This

investment is described in Investment Summary Document GP18 of the DSP.

Costs associated specifically with renewable energy connections/expansions, smart grid,

and regional planning initiatives are summarized in Table 10 below.

Table 10: REG Connections/Expansions, Smart Grid and

Regional Planning Investments

DSP I1SD# Investment Name Total Cost ($M)

2018 2019 2020 2021 | 2022
SA5 Generation Connections 4.1 3.4 3.3 2.9 3.0
SS2 System Upgrades Driven by Load Growth* 6.7 11.7 8.4 - -

- Regional Planning Projects only

SS7 Advanced Distribution System 5.0 0.0 0.0 0.0 0.0
GP25 Leamington TS Capital Contribution 2.2 0.0 0.0 0.0 0.0
GP26 Hanmer TS Capital Contribution 34 0.3 0.0 0.0 0.0
GP27 Enfield TS - Capital contribution 2.0 1.0 0.0 0.0 0.0

Exhibit Reference: B1-1-1
*These amounts are included in the investment summary document (“1SD”) which covers all investments
due to load growth.

Witness: Oded Hubert
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1 Investments have been paced to mitigate rate impacts and offset the effects of a reduced

2 load forecast, which includes managing asset replacement rates and, where appropriate,

3 accepting potentially increased risk, to reduce or defer capital spending requirements.

4 Hydro One’s leadership team is actively driving cost reductions and improving

5 productivity to help offset the customer bill impacts of the proposed plan and reduced

6 load forecast.

g 6.2

OPERATING, MAINTENANCE AND ADMINISTRATION DRIVERS

10 A summary of forecast OM&A expenses for 2018 is provided in Table 11. More detail is
11 available in Exhibit C1, Tab 1, Schedule 1.

12

13 Table 11: Summary of Recoverable Distribution OM&A Expenses ($ Millions)

Historic Bridge Test
2014
IR
Description M 2015 2016 2017 2018
Actual Actual | Approved Actual Approved | Forecast | Approved | Forecast

Sustainment 325.7 304.6 316.5 323.7 361.4 334.5 367.1 346.7
Development 11.0 10.9 154 11.9 17.8 13.2 17.0 11.0
Operations* 29.5 27.6 35.8 315 39.4 334 37.5 36.7
Customer Care* 209.3 155.4 111.7 118.8 110.9 132.6 111.6 131.6
Common Corporate Costs

and Other 94.4 69.1 59.0 72.0 54.8 54.4 54.7 53.9
Property Taxes & Rights

Payments 4.6 4.8 4.7 4.6 4.9 4.7 5.0 4.9
Total 674.5 572.5 543.1 562.6 589.1 572.8 593.0 584.8
% Change (year-over-year) -15.1% -19.5% -1.7% 8.5% 1.8% 0.7% 2.1%
% Change (Test vs. 2016

Actual) 3.9%

14 Exhibit Reference: C1-1-1
15 *Costs associated with the Smart Grid pilot were moved from Customer Care to Operations in 2015.

Witness: Oded Hubert
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Hydro One has identified and applied significant productivity and efficiency
improvements that have resulted in an OM&A plan that reflects this Application’s
commitment to the top customer priority of keeping bills as low as possible. In 2018,
Hydro One forecasts total OM&A expenditures of $584.8 million. This is an increase of
$12.0 million or 2.1% compared with the 2017 forecast expenditures, which is $20.2
million below OEB-approved levels, as shown in Table 12. Despite inflation, the
expansion of the Hydro One Distribution system, and expenditures that are required to
address the increasing maintenance requirements of a deteriorating distribution system,
Hydro One has planned for lower OM&A costs than the last level approved by the OEB
in 2017.

Table 12 compares 2017 projected costs to the 2017 OM&A expenditures approved by
the OEB in Hydro One’s previous distribution application (EB-2013-0416).

Table 12: 2017 OEB-approved versus 2017 Projected OM&A Expenditures

Bridge

Description 2017 2017

Forecast | Approved
Sustainment 334.5 367.1
Development 13.2 17.0
Operations 33.4 37.5
Customer Service 132.6 111.6
Common Corporate 54.4 54.7
Property Taxes &
Rights Payments 4.7 5.0
Total 572.8 593.0
% Variance -3.4%

Exhibit Reference: C1-1-1

Hydro One’s projected 2017 OM&A costs are $20.2 million lower or 3.4% below OEB-

approved levels, mostly due to lower Sustainment expenditures attributable to initiatives

Witness: Oded Hubert
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in the vegetation management program (described in Exhibit C1, Tab 1, Schedule 2) and
cost reductions that new management has been driving (including a reduction in pension

costs) and which are now benefiting the 2018 base year.

Details of Hydro One’s corporate staffing and compensation are provided at Exhibit C1,
Tab 4, Schedule 1.

7. RATE BASE

Exhibit D1, Tab 1, Schedule 1 provides the details of the derivation of the requested rate

base figures for the Term. Table 13 summarizes this request.

Table 13: Distribution Rate Base ($ Millions)

Description Test

2018 2019 2020 2021 2022
Mid-Year Gross Plant 11,908.0 12,500.4 13,179.1 14,048.7 14,757.7
Mid-Year Accumulated (4,561.8) (4,791.8) (5,056.0) (5,396.6) (5,722.0)
Depreciation
Mid-Year Net Plant 7,346.2 7,708.6 8,123.2 8,652.2 9,035.7
Cash Working Capital 321.2 335.7 348.3 378.5 395.3
Materials and Supplies 4.1 55 6.5 5.9 55
Inventory
Distribution Rate Base 7,671.6 8,049.8 8,477.9 9,036.5 9,436.6

Exhibit Reference: D1-1-1

Table 14 compares 2017 forecast rate base to the 2017 rate base approved by the OEB in
its Decision on Hydro One’s previous distribution application EB-2013-0416.

Witness: Oded Hubert
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Table 14: 2017 OEB-approved versus 2017 Bridge Year Forecast Rate Base

($ Millions)
Rate Base 2017 Bridge Year 2017 Board- Vari
ariance
Component (Forecast) approved
Mid-Year Gross 11,332.1 11,239.1 92.9
Plant
Less: Mid-Year
Accumulated (4,298.1) (4,311.7) 13.6
Depreciation
Mid-Year Net
Utility Plant 7,034.0 6,927.4 106.5
Cash Working 310.2 255.7 54.5
Capital
Materials & Supply 40 6.8 2.7)
Inventory
Total Rate Base 7,348.2 7,189.9 158.3

Exhibit Reference: D1-1-1

Total 2017 rate base is expected to be $158.3 million above the OEB-approved level.
This variance of 2.2% is explained by higher in-service additions due to higher than
forecast spending on trouble calls and storm damage, as well as joint use and relocation
projects. This is partially offset by lower demand for distribution generation connections
and more efficient completion of wood pole replacements. In addition, a higher cash

working capital requirement also results in higher rate base.

8. COST OF CAPITAL

Table 15 summarizes the cost of capital parameters reflected in the Application, details of
which can be found at Exhibit D2, Tab 2, Schedule 1.

Witness: Oded Hubert
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Table 15: Cost of Capital
OEB- Exhibit
Comparison of Cost of Capital and Rate Base | approved 2018 Reference
2017
Cost of Debt 4.25% | 4.16% D2-2-1
Cost of Equity 8.78% | 8.78% D2-2-1
Total Debt ($ Millions) 4,313.94 | 4,602.9 D2-2-1
Total Equity ($ Millions) 2,875.96 | 3,068.6 D2-2-1
Rate Base ($ Millions) 7,189.89 | 7,671.6 D2-2-1
Weighted Average Cost of Capital 6.1% | 6.0%

Exhibit Reference: D2-2-1 and Dx 2015-19 Rate Order Evidence

Hydro One’s deemed capital structure for distribution ratemaking purposes is 60% debt
and 40% common equity. The 60% deemed debt component comprises 4% short-term
debt and 56% long-term debt. For the 2018 rebasing year, Hydro One intends to
continue to use the OEB’s cost of capital parameters for its deemed short-term debt rate
and return on equity, consistent with the OEB’s report on cost of capital. Hydro One’s
forecast 2018 cost of long-term debt is calculated as the weighted average cost rate of
embedded debt, new debt issued after the last OEB-approved rate application and
forecast debt to be issued in 2017 and 2018.

Hydro One’s Application reflects a “placeholder” return on equity of 8.78% for the 2018
test year, based on the cost of capital parameters released by the OEB on October 27,
2016, for rates effective January 1, 2017. Hydro One will update the return on equity and
the cost of short-term debt for the purpose of establishing the final revenue requirement
for 2018, when those metrics are updated by the OEB later in 2017. Hydro One has
applied to also update the cost of capital metrics in 2021 with the integration of the

Acquired Utilities.

Witness: Oded Hubert
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9. COST ALLOCATION AND RATE DESIGN

Hydro One has followed the OEB’s cost allocation and rate design methodologies, with
minor changes to address Hydro One’s specific circumstances as previously reviewed
and approved by the OEB. For the 2021 cost allocation model, Hydro One adopted six
new customer classes for the Acquired Utilities and included some adjustment factors
within the model to ensure that costs allocated to the six new classes appropriately reflect
their cost to serve, as directed by the OEB. Details of these adjustments are discussed in
Exhibit G1, Tab 3, Schedule 1.

Hydro One proposes to change only those revenue-to-cost ratios that fall outside the
OEB-approved ranges for the Distributed Generation class from 2018 to 2020 and for
some of the new Acquired Utilities” rate classes in 2021 and 2022. No changes to
fixed/variable splits are proposed except with respect to the move to fully-fixed rates for
all residential classes as required by the OEB under proceeding EB-2012-0410, and the
transition to new customer classes for general service energy and demand customers of
two of the Acquired Utilities. The details of these changes are discussed in Exhibit H1,
Tab 1, Schedule 1.

Hydro One proposes bill impact mitigation by gradually phasing-in increases in revenue-
to-cost ratios to within the OEB- approved ranges for the Distributed Generation class
from 2018 to 2020, the new acquired urban general service energy and demand billed
classes in 2021 and 2022, and the new acquired general service demand billed class in
2021. Bill impact mitigation in the form of bill credits will be applied to the streetlight,
sentinel light and unmetered scattered load customers of the Acquired Utilities that are
transitioning to Hydro One’s existing classes. Details of these changes are discussed in
Exhibit H1, Tab 1, Schedule 1.

Witness: Oded Hubert
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10. DEFERRAL AND VARIANCE ACCOUNTS

Hydro One is seeking approval to continue or establish the following accounts:

e Pension Cost Differential Account;

e Tax Rate Changes Account;

e OEB Cost Differential Account;

e Smart Meter Entity Charge Variance Account;

e Lost Revenue Adjustment Mechanism Variance Account;

e Capital In-Service Additions Variance Account;

e Earning Sharing Mechanism Deferral Account; and

e Bill Impact Mitigation Variance Account.

e Other Post-Employment Benefit (“OPEB”) Cost Deferral Account
e Long Term Load Transfer Rate Impact Mitigation Deferral Account

Hydro One is seeking discontinuance of the following regulatory accounts:

e Rural and Remote Rate Protection Variance Account;

e Bill Impact Mitigation Variance Account;

e Revenue Offset Difference Account — Pole Attachment Charge; and
e Revenue Difference Account — Pole Attachment Charge.

Hydro One proposes disposing of its regulatory account balances as at December 31,
2016, plus interest improvement for 2017. Hydro One expects that the OEB’s final

decision will be based on the audited 2016 year end balances.
It is expected that new distribution rates will be effective and implemented on January 1,

2018 and that the disposition of these accounts will commence on that date. Hydro One’s
requested recovery in 2018 to 2022 of a total $30.9 million is detailed in Table 16:

Witness: Oded Hubert
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Table 16: Hydro One Distribution Regulatory Assets

Disposition of Regulatory Account Balances

($ Millions)
Description USof A Forecast
Account Ref. | Balance as
at Dec. 31,
2017
Retail Service Variance Accounts* 1550 to 1589 30.7
Retail Cost Variance Accounts 1518/ 1548 0.7
Pension Cost Differential Account 2405 7.9
Tax Rate Changes Account 1592 (4.9)
OEB Cost Differential Account 1508 (1.3)
Smart Meter Entity Charge Variance Account 1551 (0.1)
Revenue Offset Difference Account — Pole Attachment Charge 2405 (2.3)
Bill Impact Mitigation Variance Account 1508 2.4
Microfit Connection Charge Variance Account 1508 (0.8)
Distribution Generation — Other Costs — HONI - Variance Account 1533 0.6
Smart Grid Variance Account 1536 (12.2)
Distribution System Code (DSC) Exemption Deferral Account 1508 9.7
Total Regulatory Accounts for Disposition 30.9

Exhibit Reference: F1-2-1
*The disposition of the Retail Settlement Variance Accounts excludes the RSVA — Power — Sub-Account — Global
Adjustment. For details see Exhibit F1-1-1.

11. BILL IMPACTS

Table 17 summarizes the 2018 total bill impacts for typical customers in all customer
classes. Bill impacts across a range of consumption levels and for customer classes in
2019-2022 are provided in Exhibit H1, Tab 4, Schedule 1.

Witness: Oded Hubert
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Table 17: 2018 Total Bill Impacts for Typical/Average Customers

Rate Consumption | Monthly Consumption | Change in Total Bill | Change in Total Bill
Class Level (KWh/KW) %) (%)

UR Typical 750 3.71 2.8%
Average 755 3.72 2.8%
R1 Typical 750 4.40 2.9%
Average 920 4.64 2.6%
R2 Typical 750 4.37 2.9%
Average 1152 4.56 2.1%
Seasonal Average 352 2.68 2.5%
GSe Typical 2000 7.80 1.8%
Average 1982 7.74 1.8%
UGe Typical 2000 4.35 1.2%
Average 2759 6.03 1.3%
Gsd Average 36104/ 124 170.51 2.4%
UGd Average 50525/ 135 210.17 2.6%
St Lgt Average 517 3.23 2.7%
Sen Lgt Average 71 0.65 3.1%
USL Average 364 -0.65 -0.7%
DGen Average 1328/13 45.39 10.0%
ST Average 1601036 / 3091 1,223.27 0.6%

Exhibit Reference: H1-4-1

Witness: Oded Hubert
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Strateqy and Business Objectives

Corporate Vision, Values and Strateqy

Hydro One is transforming to achieve its vision of becoming a best-in-class, customer-centric
commercial entity, with a culture of continuous improvement and excellence in execution. To
achieve this vision, Hydro One will execute on its strategy to distribute electricity safely and
reliably in @ manner that produces the greatest value for customers. Hydro One seeks to be
excellent in every facet of its operations, to the benefit of customers, employees and shareholders.

Hydro One’s commercial orientation means that the company will be focused on
customers, demonstrate corporate accountability for performance outcomes, and drive company-
wide efficiency and productivity.  Understanding customers’ needs and preferences and
delivering distribution system outcomes that are valued by customers are critical to Hydro One's
future success.

Hydro One’s vision and strategy reflects values that are integral to the well-being of
communities:

e Maintaining a safe workplace;
e Caring for customers;

e Operating as one company;

e Being people-powered; and

e Executing with excellence.

Hydro One’s executive leadership and Board of Directors are committed to building a strong
performance management culture and the ability to measure and track performance is essential to
this vision.

Hydro One's vision, strategy and values inform everything the company does, as it works to
align three competing but equally important factors: customer needs and preferences, responsible
stewardship of its distribution system, and customer rates.

Hydro One's approach to the development of this six-year business plan has been shaped
by: (i) the company’s commitment to reduce costs and increase productivity and efficiency before
asking customers to pay more; (i) directing investment fo address specific customer needs and
preferences; (iii) reducing or deferring investment levels to where increases in reliability risk can
reasonably be justified by lower rates; and (iv) the resulting rates profile for the 2018 to 2022
portion of the planning period, evaluated in the context of the results of Hydro One's distribution
customer engagement process.

Hydro One has also taken into account previous direction by the Ontario Energy Board
(OEB) acknowledging that the company’s distribution system is in need of additional investment,
and that the company should be finding cost effective ways to improve its performance.

INTERNAL and CONFIDENTIAL
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As a result of this approach, the investment planning process that culminated in this
Distribution Business Plan and the Distribution System Plan described herein was iterative; Hydro
One created several different asset investment plans with different customer outcomes and rate
impacts, and these plans were evaluated by the Executive Leadership Team and discussed with
the company’s Board of Directors.  The Distribution Business Plan and the associated Distribution
System Plan in this document represent an investment plan that appropriately aligns the needs and
preferences of customers, customer rates and effective stewardship of the distribution system by
Hydro One.

Circumstances & Challenges

Hydro One is the largest electricity distributor in Ontario. Hydro One serves more than 1.3
million customers in largely rural and suburban areas across Ontario, with approximately
123,000 circuit kilometers of lower-voltage power lines, 1.6 million poles and over 1,000
distribution and voltage regulating stations.

Geography

Hydro One's service area is one of the largest in North America. It is predominantly rural,
with below average customer density by land area, higher than average tree density, and a
higher than average number of storms, especially in winter, that damage the distribution system
on a regular basis. Hydro One maintains over 100,000 kilometers of rights-of-way, and although
the majority of the company’s distribution power lines are along roadways, one-third of the lines
are off-road, requiring the use of special equipment for access and maintenance.

Reliability

Reliability performance is affected by factors such as: vegetation, equipment performance,
geography, and exposure to adverse weather, and as a result, the reliability of Hydro One’s
distribution system varies by location. In addition, much of Hydro One's distribution network uses
a radial circuit design to cover large areas. A radial circuit design does not provide the
redundant power supplies that are common in urban areas. These factors increase both the
frequency and duration of power outages and also increase the time and cost of restoring power
when outages occur.

Aging and Deteriorating Infrastructure

Much of Hydro One’s distribution system was built in the 1950s and 1960s and as a result,
many of the company’s assets are approaching or beyond the end of their expected service life.
While replacement decisions are based on actual asset condition, age is an indicator of
additional asset replacements over the business planning period. For example, Hydro One
currently has 240,000 wood poles (15% of fleet) that are beyond their expected service life of 60
years and 144 station transformers (12% of fleet) are beyond their expected life of 50 years. |If
no replacements are made in the next five years, the number of wood poles beyond their
expected service life rises to 400,000 (25% of fleet) and the number of transformers beyond their

INTERNAL and CONFIDENTIAL
Page 4 of 26



Distribution Business Plan 2017-2022 December 2, 2016

expected service life rises to 360 (30% of fleet). Assets that remain in use beyond their expected
service life generally demonstrate higher failure rates. Significant investment is required to
maintain the system in a reliable state.

Rising Cost of Power

Hydro One is very aware customers are experiencing increasing and, in many cases,
unmanageable electricity bills. These increases have been driven by many factors, including
investments in electricity generation, and material changes in generation fuel mix, from lower-cost
coal to greater reliance on cleaner and more efficient natural gas, nuclear and renewable
generation. In addition, conservation and demand management initiatives have increased costs,
on a kWh basis, as predominately fixed system investment is recovered over lower total Ontario
Demand. All of these factors, combined with the need for Hydro One to replace deteriorated
assets and invest in the distribution system, have increased customer bills significantly.  While
Hydro One does not control external factors it is mindful of the overall impact these costs have
had on customers and customers’ willingness and ability to pay rates that support needed
investment in Hydro One's distribution system.

Business Objectives

Hydro One Distribution’s business objectives are directly aligned with the OEB’s Renewed
Regulatory Framework for Electricity (RRFE), as shown in the table below.

Hydro One’s Values and Business Objectives

Customer

. ;  Improve current levels of customer satisfaction
Satisfaction

Customer Focus + Engage with our customers consistently and proactively
Customer Focus » Ensure our investment plan reflects our customers’
needs and desired outcomes

+ Actively control and lower costs through OM&A and capital

Cost Control oo
efficiencies

- Drive towards achieving an injury-free workplace for

Safet .
Operational y employees and the public
Effectiveness Employee ) o
Engagement » Achieve and maintain employee engagement
System . N . . .
Reliability * Provide reliability consistent with customer expectations
Public Policy » Ensure compliance with all codes, standards, and
; ; Responsiveness regulations
Public Policy P - Partner in the economic success of Ontario
Responsiveness
Environment + Sustainably manage our environmental footprint
Financial Financial » Achieve the ROE allowed by the OEB
Performance Performance * Manage planning and spending to mitigate customer impacts
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In order to achieve its business objectives, Hydro One continues to devise new approaches to
serve its customers, form its Distribution System Plan, and operate and maintain its assets, while
maintain a strong commitment fo safety and the environment. These initiatives are discussed, in
turn, in the sections below.

Customer Focus

Customer Engagement for Developing the
Distribution System Plan

Hydro One's objective is to engage with customers consistently and proactively. Hydro One
has a three-pronged approach to engaging its distribution customers:  formal customer
engagement, stakeholder engagement and other on-going forums through which Hydro One
interacts with its distribution customers. The company’s full spectrum of customer initiatives is
designed to: (i) increase the company’s understanding of customers’ needs and preferences; |ii)
enhance Hydro One’s ability to provide services that meet these needs; (iii) produce outcomes
that are valued by customers; and (iv) result in an improvement of customers’ overall satisfaction
with the service they receive.

One critical element of achieving this objective is the development of a Distribution System
Plan that is designed to meet customers’ needs and preferences and result in outcomes that
customers value.

In the summer of 2016, Hydro One undertook a comprehensive customer engagement
initiative, the purpose of which was to inform the development of Hydro One Distribution’s five-
year Distribution System Plan. This initiative was structured to identify customer needs and
preferences, result in the identification of customer needs and preferences, and allow for
identified needs and preferences to inform the Distribution System Plan that is reflected in this

Distribution Business Plan for the 2018 to 2022 planning period.

Hydro One engaged Ipsos, a global market research company, to assist in the design,
execution, facilitation, and documentation of this customer engagement initiative. Ipsos also
provided analysis of the feedback received during the engagement.

Customer Engagement Process

By engaging lpsos, Hydro One set out to: (i) establish a comprehensive, bestinclass
process; (i) establish an inclusive, accessible, verifiable and transparent process; and {iii) ensure
the associated customer and stakeholder research and feedback met the spirit and intent of the
RRFE.

The obijectives of the distribution customer engagement were to:

e Establish the process, vehicles, and conditions for effective engagement that captures the
feedback of all distribution customer segments;
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e Provide every customer with an opportunity to participate;

e Adopt a research-based approach to engagement to gather the data necessary to support
an informed and representative view;

e Contribute to unbiased analysis of customer input by engaging external research
professionals; and

e Demonstrate flexibility and provide tangible evidence of Hydro One's willingness to listen,
learn and establish plans that reflect and respect the needs of its customers.

Methodology

The distribution customer engagement process included a comprehensive consultation
methodology that was based on scientific method, by ensuring the rules of statistical validity and
reliability are followed, and at the same time, was inclusive of any customer seeking the
opportunity to voice an opinion. The methodology included both qualitative approaches in the
form of Focus Groups and Workshop sessions and quantitative approaches including a
Telephone Survey and Online Workbook.

The qualitative components were useful to uncover the reasons behind customer needs and
preferences, while the quantitative components allowed Ipsos to provide Hydro One with a
representative and reliable measurement of the magnitude of customer needs and preferences.

Hydro One's residential, seasonal and small business customers were surveyed using the
following approaches:

e Online Workbook: representative sample of 1,604 customers and 17,053 customer
responses from an open-link to the online workbook;

e Focus Groups: eight online focus groups with 56 customers;

e Telephone Survey: random and representative survey of 500 residential and seasonal
customers; 200 small business customers; and 300 First Nations customers.

Hydro One's large distribution customers, comprised of large distribution accounts, local
distribution customers, commercial and industrial customers, and connected distributed generation
customers were surveyed using the following approaches:

e Nine in-person Workshop Sessions held in seven cities and attended by 129 people
representing 104 customers; and

e Online Workbook completed by an additional 87 customers who did not attend the in-
person Workshop session.

Results of Customer Engagement

The customer engagement process produced the following key findings that are consistent
with the Distribution System Plan and Distribution Business Plan set out in this document:

e Keeping costs as low as possible is customers’ top priority. This preference is influenced
by a desire to see Hydro One demonstrate greater fiscal management and operational
efficiency before considering rate increases. Many customers believe that total electricity
costs are approaching being unaffordable.

INTERNAL and CONFIDENTIAL
Page 7 of 26



Distribution Business Plan 2017-2022 December 2, 2016

e Maintaining reliable electricity service is consistently second priority to cost. Power
quality events and unplanned momentary power interruptions of less than one minute,
rather than sustained interruptions of one minute or more, is the primary concern. Some
customers have capacity challenges and want more access to power in order to grow
their enterprises. Customer service improvements are not something for which customers
are willing to pay higher rates.

e large customers are more concerned with the reliability of service they currently receive
than residential and small business customers. However, although this group of customers
is more inclined to value better reliability, they are not willing to entertain the
corresponding rate impact.

e All large customer segments prioritize the renewal program that focuses on replacing
equipment that affects reliability ahead of other options for improving reliability. Other
options include: treetrimming, using technology to reduce the chances of losing power,
strengthening the grid to better withstand severe weather, better detection of outages
and/or remotely responding to outages.

e Willingness to accept a rate increase to maintain and improve service level is limited.
The maijority of residential and small business customers are unwilling to accept higher
rate impacts for better reliability; large customers generally accept that investments are
needed; however they expect HONI Dx to exhaust all operational efficiencies before
raising rates. At present, there is limited acceptance of any of the illustrative rate impact
scenarios, even fo maintain the current levels of reliability and service.

It is worth noting that when Residential & Small Business customers were informed that to
maintain reliability and customer service, a typical customer’s monthly bill would need to increase
by about 1% ($2.00), about half of Residential and Seasonal customers were willing to accept it.

How the Distribution System Plan reflects
Customer Needs and Preferences

Hydro One's Distribution System Plan reflects its general assessment of customer needs and
preferences. Customer needs and preferences have been incorporated into the Distribution System
Plan in the following ways:

e Pacing of investments in order to minimize rate impacts and offset the effects of a reduced
load forecast. This includes managing asset replacement rates and, where appropriate,
accepting potentially increased reliability risk to reduce or defer capital spending
requirements in order fo minimize customer rates;

e Hydro One has implemented a number of productivity initiatives to reduce unit and
operating costs. Executing on identified productivity and efficiency enhancements to
change and reduce its cost structure is expected to result in lower customer rates;

e Hydro One’s overall business plan was optimized such that distribution reliability will not
deteriorate. For example, pursuant to the pole replacement program, 77,400 poles will
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be replaced over the term of the plan, managing the aging pole population and
addressing the volume of poles that have been assessed to be in poor condition;

e A top priority for Large Customers is to improve power quality. Hydro One has therefore
created an OM&A program to assist Large Distribution Account customers with
investigations to determine the source of the power quality issue that they are
experiencing. This program has been budgeted to complete one audit per year;

e To help address Power Quality issues for Hydro One’s Large Customers a capital power
quality program has been incorporated into the plan. This program will install power
quality meters when needed to assist in power quality investigations, install surge
arresters, or improve grounding. Approximately $200 thousand per year has been
allocated to this work;

e Hydro One has increased the funding for reliability enhancement projects to specifically
target Large Distribution Account (LDA) and mid-size industrial customers. These projects
will be selected to improve system reliability where concerns have been raised by Hydro
One’s LDA and mid-size industrial customers that a performance issue with the existing
network. Investments may include installing lightning arrestors, new switches, automatic
sectionalizing devices, or creating feeder ties to improve restoration time. The funding for
these investments will increase by approximately $3 million annually starting in 2018 from
the current approximately $1.5 million per year; and

e Residential and Small Business customers requested that Hydro One maintain its existing
level of reliability. To prevent an overall deterioration in reliability, Hydro One will be
improving reliability on the worst performing feeders in the Province. This program will
deploy communication to the open point switches, and install sectionalizers and feeder
breakers. This will allow controllers to quickly isolate faults and restore power to the

majority of effected customers soon after the issue is identified. This program will annually
invest between $14 million in 2018 and $20 million in 2022.

The Distribution System Plan reflected in this Distribution Business Plan seeks to meet
customers’ needs regarding reliability and power quality, in a manner that produces outcomes
that are valued by customers.

Customer Initiatives

In order to provide better service for Hydro One customers, the following major customer
initiatives have been included in the business plan that will deliver cost savings and improved
customer experiences:

Initiative Description Cost

eBilling The number of eBilling customers is expected to increase from 8% $12.6 million
currently to over 40% in 2022. This will result in a reduction of
paper bill volumes and significant reduction in associated postage
costs.
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High Bill Alerts ~ Customers will receive an alert if their energy usage is expected to
surpass a certain threshold. This will reduce the volume of High Bill
calls into the call center. High Bill Alerts will also increase a
customer’s ability to manage their energy usage and reduce their
electricity bill.

Web Redesign  The new corporate website and My Account selfservice site is  $15.1 million
expected to increase the number of self-service transactions
completed by customers from 90 thousand currently to 500
thousand in 2019, thereby reducing calls into the call center.

Bill Redesign The bill redesign project will help to improve customer  $5.0 million
understanding of their bill, thereby improving customer satisfaction
and potentially reduce calls to the call center.

Remote Remote Disconnect technology will reduce disconnection volumes in ~ $4.5 million
Disconnect the field since fewer truck-rolls will be required, thereby reducing
operational costs.

First Nations and Métis

Hydro One's strategy insofar as it relates to First Nations and Métis is designed to ensure that
the Company remains committed to developing and maintaining relationships with First Nations
and Métis communities that are based on mutual respect. Hydro One’s Distribution business
serves the majority of the First Nations and Métis communities in Ontario and in many cases the
needs of these communities are unique. Hydro One’s ongoing engagement with First Nations
and Métis communities reflects the issues faced by these communities, and the evolving
commercial, legal and policy requirements necessary to develop and maintain strong
relationships.

Hydro One has multi-faceted relationships with First Nations and Métis communities, and our
management believes that there are many opportunities to strengthen and extend our
relationships. First Nations and Metis communities are involved in a variety of customer
engagement activities. For example, Hydro One’s customer engagement initiative in preparation
for its 2018-2022 Distribution System Plan included First Nations customers and over-sampled this
group relative fo their size within the total customer base, to ensure that we reliably captured the
needs and preferences of this important customer group.

Hydro One is also in the process of developing a consolidated framework to guide our First
Nations and Métis relations and engagement across all of our lines of business. This framework
includes reviewing concerns raised and issues faced by First Nations and Métis communities,
researching best practices across the industry, benchmarking Hydro One’s activities to these best
practices and holding workshops with internal stakeholders to give consideration to the new
strategic approaches.
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Hydro One is actively pursuing a number of initiatives that fit well with the new framework:

e Hydro One has been engaged with the Ontario Energy Board in the development of
an on-reserve First Nations electricity rate. Hydro One is committed to supporting the
OEB's work to develop meaningful solutions to the issues it is considering, including
the options to design, develop and implement a new First Nations rate, as well as
related cost and funding issues and their impact on other electricity consumers,
distributors, transmitters and other stakeholders;

e Over the past year Hydro One has also successfully offered a new service model to
several Ontario First Nation communities that focuses on in-community, face-to-face
interactions, to ensure that customers understand and have access to all available
programs. This service involves representatives from Hydro One’s Customer Service
and First Nations and Metis Relations teams visiting First Nations and Metis
communities around the province to meet with Chiefs and Councils to conduct
information sessions and hold one-on-one sessions with individual customers. During
these meetings Hydro One is signing up interested customers for available
conservation programs, collaborating with community service organizations such as
the United Way to help low-income customers, and ensuring that customers who
qualify are taking advantage of the Province’s Ontario Electricity Support Program;

e Hydro One is in the early-stage development of discussions with First Nations and
Metis representatives related to the company’s upcoming distribution rates
application for 2018-2022.

The Distribution System Plan to Achieve
Business Objectives

System Planning Process

Infrastructure asset management is the combination of management, financial, economic,
engineering, and other practices applied to physical assets with the objective of providing the
required level of service in the most cost-effective manner. It includes management of the entire
lifecycle - including design, construction, commissioning, operating, maintaining, repairing,
modifying, replacing and decommissioning/disposal - of physical and infrastructure assets.

Hydro One Distribution’s asset management process is designed to identify and scope the
optimal timing of asset maintenance and capital investments in order to mitigate incremental risk
to Hydro One’s business objectives, while optimizing total cost and managing customer rate
impacts.

Hydro One’s planning process is an ongoing cyclical process that develops an annual
budget for Operations, Maintenance and Administration (OM&A) and capital investments, and a
five-year planning forecast that is consistent with the OEB’s filing requirements for a consolidated
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five-year capital plan. All investments follow this same process. The planning process cycle in

2016, which underpins Hydro One’s investments in its Distribution System Plan, includes the
2018 to 2022 period.

The Hydro One planning process consists of seven stages and is outlined in the figure
below.

1. Strategic Context: Incorporation of strategic direction from Hydro One’s Board of
Directors and Executive Leadership Team that is used to focus the identification of needs
and appropriately prioritize the candidate investments.

2. Planning Assumptions: Incorporation of load forecast and economic assumptions to
guide the development of investments.

3. Needs Assessment: Assessment of needs based on the existing assets, customer needs
and preferences, system requirements and other influences.

4. Investment Development: Development of candidate investments to address the
identified needs.

5. Investment Optimization: Risk-based Prioritization of the proposed investments to
yield an optimized investment plan.

6. Investment Approval and Implementation: Management of the investments within
the optimized investment plan from planning, final approval and through execution to
project completion.

7. Performance Reporting: Monitoring the plan through a set of performance metrics.
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Hydro One’s Investment Planning Process
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Distribution System Plan

Hydro One's Distribution System Plan (DSP) reflects the outcome of Hydro One's iterative
business planning process to appropriately prioritize and pace its investment plan over 2017 to
2022 planning period, to align (i) identified customer needs and preferences; (i) responsible
stewardship of Hydro One's distribution system; and (iii) customer rates. This iterative process is
described below.

As part of the process to determine an investment plan for the 2018 to 2022 portion of the
business planning period, three investment scenarios were developed and shared for review with
the Executive Leadership Team and the Board of Directors for the purpose of understanding the

rate impact of each plan. A particular emphasis was placed on the first year of that period,
2018.

Plan A:

e 2018 Capital spend of $784 million. Average capital spend of $798 million for 2019-
2022; designed to meet business obijectives; Customer Service IT investments
implemented;

e 2018 Rate Increase of 7.1% and average annual rate increase 3.8% over 2018 to 2022;
and

e Reliability: System Average Interruption Duration Index (SAIDI) improves by
approximately 6% and System Average Interruption Frequency Index (SAIFI) by 4%, by
2022.

Plan B:
e 2018 Capital spend of $685 million. Average capital spend of $747 million for 2019-

2022; business objectives largely achievable, but effect on reliability and related customer
impacts may partly impair some objectives;
e 2018 rate increase of 6.2% and average annual rate increase 3.5% over 2018 to 2022;
e Lower reliability than Plan A;
o Reliability: SAIDI improves by approximately 3% and SAIFI by 2%, by 2022.

Plan C:

e 2018 Capital spend of $604 million. Average capital spend of $642 million for 2019-
2022; high risk of missing business objectives due to a large increase in reliability risk;

e 2018 rate increase of 5.1% and average annual rate increase 2.9% over 2018 to 2022;

o Reliability: SAIDI and SAIFI decline by approximately 2% by 2022; and

e Lower value for money as unplanned corrective work increases.

Ultimately it was decided to adopt Plan B “as modified” resulting in capital spend reductions
and additional OM&A savings from the corporate common groups in 2018 that would attain a
5.8% rate increase. Given the requirements of Hydro One's distribution system assets, the lower
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2018 capital expenditure level would only be sustainable for one year. Also, the plan does not
include a capital true-up in 2019-2022 for the reduction outlined in 2018.

Plan B “as modified” capital adjustments included a $5 million reduction in IT spend, $25
million reduction in the wood pole program, $15 million reduction in station refurbishment
investment, $10 million in component replacement activities and $10 million reduction in facilities
and fleet investments in 2018. Final plan has an average capital spend over 2018 to 2022 of
$732 million.

The summary of 2017 to 2022 distribution capital expenditures is set out in the table below.

Summary of Distribution Capital Budget ($ Millions)

Description 2017 2018 2019 2020 2021 2022

Sustaining $ 302 | % 282 | $ 346 | $ 369 % 383 (% 467
Development $ 2171 $ 2301 $ 240 | $ 233 1% 232 1% 233
Operations $ 13(% 171$ 46| $ 619 719 9
Corp Common Costs & Other Capital $ 102 | $ 106 | $ 124 | $ 1M1 (% 110 | $ 109
Total $ 634 | $ 634 | $ 757 | $ 719 | § 731 | $ 818

An overview of the main conditions driving the investments in each of the OEB-compliant
asset investment categories is set out below.

System Access

System Access investment costs are projected to decline in 2017 due mainly to the
completion of the metering CDMA replacement project and the expected decrease in distributed
generation connections. New connections, line relocations, and service upgrades make up the
bulk of activities in this category over the first four years leading to increases in-line with inflation.
There is a significant increase in projected spending in 2022, which reflects the anticipated
commencement of smart meter replacement, as the current population of smart meters approach
end of service life.

System Renewal

System Renewal investment costs are projected to increase by an average of 3.7% annually
during the forecast period. Storm damage restoration, pole replacements, and distribution station
refurbishments make up the bulk of the activities in this category. Storm damage restoration costs
are expected to remain flat. The pole replacement program is expected to increase until 2020 to
address poles that have reached the end of their expected useful life and then level off thereafter.
The station refurbishment program is expected to continue increasing over time to reflect the
growing number of assets expected to reach the end of their useful life.

System Service

While System Service investment costs are projected to fall slightly over the Distribution
System Plan period, Hydro One expects variability from year-to-year based on specific investment
needs. The bulk of these investments accommodate increases in load that will constrain the ability
of the system to provide consistent service. To alleviate this constraint, a number of investments
throughout the province are planned to upgrade capacity of Hydro One's distribution assets.
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Hydro One is implementing a new significant System Service approach in 2017, the
modernization of the worst performing feeders, and expanding it through the forecast period.
This investment will improve system reliability for poorly performing supply feeders.

General Plant

General Plant investment costs are expected to decline modestly over the forecast period.
The largest portion of General Plant spending is on transport and work equipment investments.
The next largest portion funds accommodation facility improvements. There is a significant
increase in General Plant spending forecast between the years 2017 to 2020. This forecasted
increase is primarily due to the new planned Integrated System Operations Centre, which will
replace the existing backup power system control and telecommunications management centers
and accommodate a new security operations center to meet business and regulatory
requirements.

Distribution In-Service Additions

Capital expenditures and additions to rate base can be a significant contributor to revenue
requirement increases. Hydro One has targeted a paced approach to its distribution capital
program to address the needs and preferences of our customers; the condition and reliability of
the distribution system; and mitigate the effect of in-service additions on customer rates.

Hydro One has pursued efficiencies and renewal capital deferrals over the 2017/18 period
to mitigate the impact of in-service capital on customer rates.

There are two significant, non-typical investments in Hydro One’s Distribution System Plan
that represent a substantial increase over historically approved levels; these investments include
the Integrated Systems Operations Centre in 2019 and the Advanced Metering Infrastructure
(“smart meter”) replacement beginning 2022, as discussed above.

Expected in-service additions over the 2018 to 2022 period that are needed to maintain the
condition and reliability of the distribution system are forecast to increase by approximately 10%
in 2019 versus 2016 levels, and stabilize through 2022, as shown in the figure below.

Integrated Systems Operations Centre

The Integrated System Operations Centre (ISOC) will serve as the backup center for the
Ontario Grid Control Center and the Integrated Telecommunications Management Centre. The
current backup facilities are currently at capacity and do not meet Hydro One minimum
standards. Security Operations Centre and an Emergency Operating Centre are included due to
the risk and lack of a primary site for operations, monitoring and coordinated response for
physical security threats, which are imperative for business continuity. Security Event Monitoring
provides cyber surveillance monitoring services and will be provisioned with Data Centre

capacity.
The ISOC has a planned in-service of 2020 with capital spend of $10.5 million in 2018,
$42.6 million in 2019 and $3.3 million in 2020.

INTERNAL and CONFIDENTIAL
Page 16 of 26



Distribution Business Plan 2017-2022 December 2, 2016

Operations, Maintenance and Administration
(OM&A) Expense

Summary of Distribution OM&A Budget ($ Millions)

Description 2017 2018 2019 2020 2021 2022

Sustaining $ 334 % 347 | $ 349 | $ 358 (% 364 | $ 368
Development $ 211$ 221 $ 231$ 251% 261 $ 27
Operations $ 25(% 25($ 26| $ 26| $ 27 | $ 27
Customer Services $ 133 | % 132 | $ 132 | $ 132 | $ 132 | $ 132
Corp Common Costs & Other OM&A $ 77| $ 751% 711% 67| % 67| % 66
Property Taxes & Rights Payments $ 5% 5% 5% 5% 51% 6
Total $ 595|$% 606|($ 606|$S 613|$ 621|$ 626

Distribution OM&A is forecast to increase over the 2017 to 2022 business planning period
by approximately 1%. Forecast OM&A reflects Hydro One Distribution’s planned Custom
Incentive Rates application for 2018 to 2022, which includes an Annual Adjustment Mechanism
that is adjusted for inflation, distribution industry productivity, and a Hydro One Distribution
productivity stretch factor.  Actual OM&A performance over the business planning period is
expected to vary with the amount of OM&A costs notionally recovered in OEB-approved rates,
due to the productivity and efficiency initiatives incorporated into this Distribution Business Plan.

Corporate Common Costs

Hydro One utilizes a centralized shared services model to deliver its common services to its
transmission and distribution businesses and to its affiliated companies. Each business and
affiliate pays its share of these costs based on a cost allocation methodology developed by Black
and Veatch Corporation and approved by the OEB, which utilizes a breakdown of activities and
drivers based on cost causality principles.

Distribution Corporate Common Costs and Other OM&A Costs ($ Millions)

Description 2017 2018 2019 2020 2021 2022

Common Corp Functions and Services $ 92($ 91 (% 911($ 9| $ 911($ 92
Asset Management $ 14($ 14($ 14($ 14($ 15($ 15
Information Technology $ 80| $ 76 $ 751 $ 741$ 741$ 74
Cost of Sales $ 4% 5% 5% 5% 5(% 5
Other OM&A s mals s mals  qi9[s qals (120
Total $ 77 | $ 75| $ 71§ 67 | $ 67 | $ 66

Productivity and Savings

Productivity Strateqgy

Hydro One’s executive leadership and Board of Directors are committed to building a strong
performance management culture and the ability to measure and track performance is essential to
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this vision. The Company has aligned its planning, execution and reporting functions around
performance outcomes that are consistent with the OEB’s RRFE outcomes that are reflected in the
regulatory scorecards for both Transmission and Distribution. The RRFE has four outcome
categories: Customer Focus, Operational Effectiveness, Policy Responsiveness and Financial
Performance. The correlation between Hydro One’s values and business objectives and the
OEB’s RRFE performance outcomes, is set out in the Table on page 6.

Although Hydro One’s outcome measures scorecard has been designed for regulatory
purposes, the measures will be used in the company operations to determine whether the
execution of the company’s investment and operating plans create outcomes that are valued by
customers. Performance outcomes will also be tied directly to the variable or “at risk” portion of
management compensation, ensuring managers are rewarded for achieving or exceeding
performance outcomes that are aligned with outcomes that are valued by customers.

Hydro One will measure the impact of cost reduction strategies associated with implementing
industry best practices and strategic initiatives by using a variety of metrics to baseline its
historical performance and track progress. Despite increasing external cost pressures and
inflation, Hydro One will improve its performance each year in line with its vision of creating a
continuous improvement culture.  For strategic initiatives or projects that enable productivity
improvements, Hydro One will define measures that specifically track the effectiveness of each
initiative. Each line of business will be accountable for planning and executing its respective
productivity initiatives and will provide a plan to Hydro One’s Finance department for review and
implementation that will include measures to track performance outcomes based on the RRFE
principles.

Performance measures from productivity enabling projects and work program spending will
be tracked and reported by the Finance department. These results will be consolidated and
reported quarterly to the Executive Leadership Team.

Productivity in the Business Plan

Over the past year, Hydro One completed a company-wide internal evaluation seeking to
reduce costs without compromising service quality or work outputs. The purpose of the evaluation
was to assess operations for potential efficiency gains and to align the company with industry
best practices, freeing up additional resources that could be used to improve RRFE performance
outcomes. The recommendations from this review were then investigated to determine if they
were feasible and if they could create sustainable improvements. Quantifiable improvements
were then embedded in the business plan and were tied to the work programs that they impact so
that managers would be accountable for delivering the savings. The key sources for potential
productivity savings include:

e More effective procurement programs, including investments in new processes and tools;

e Reductions in administrative expenditures through improved processes and optimization of
internal staff skills;

e Rationalization of Hydro One's IT spending;
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e Improved field efficiency through improved work planning; and
e Improved execution through the consolidation of stations work.

The cost savings anticipated from these productivity initiatives, along with a number of
additional, more recent initiatives, have been included in the table below that illustrates the
measurable savings that have been embedded in the business plan.

Productivity Improvements in Business Plan 2017-2022

SM 2017 2018 2019 2020 2021 2022
Operations $ 70 $ 113 $ 115 % 131 % 135 % 1338
Procurement $ 103 $ 142 $ 153 $ 191 $ 202 $ 208

Capital $ 173 $ 255 $ 268 $ 322 $ 33.7 $ 345
Operations $ 201§ 235 § 267 $ 284 § 297 $ 33.1
Customer $ 0.6 $ 1.8 §$ 26 $ 32 $ 41 % 4.8
Procurement $ 1.5 § 22 % 2.1 % 25 % 27 $ 2.8
IT $ 53 $ 73 $ 93 $ 93 $ 93 $ 9.3

OMA $ 275 $ 348 $ 407 $ 434 $ 458 $ 50.0
Procurement $ 1.8 §$ 1.8 $ 1.8 $ 1.8 $ 1.8 §$ 1.8
Administrative $ 1.1 §$ 1.4 $ 1.5 % 1.5 % 1.5 % 1.5

Corporate Common $ 29 $ 32 $ 33 $ 33 $ 33 $ 33

Grand Total $ 477 $ 635 $ 708 $ 789 $ 828 $ 87.8

The major drivers of the savings in each category are highlighted below.

Operations

e Move-to-Mobile will increase field workforce efficiencies through the utilization of new
mobile application technology to manage inventory, and document field work order
management and enable onsite decision making;

e The vegetation management program will deliver savings from various initiatives such as
use of hiring hall workers to complete low-skilled a large portion of the low-skilled brush
control activities; and

o The cable locates program will be outsourced to significantly reduce the cost per unit.

Procurement

e Will achieve cost reduction by bundling multiple contracts with a single supplier and
negotiating volume discounts across multiple categories and contracts; maximize
competitive pressure through multiple feedback rounds; installation of catalogue buying
via new SAP tools and enforcement of compliance with procurement contracts; and

e Standardization of spend and specifications will enable direct, like-for-like comparisons
across bidders, reducing procurement costs and inventory requirements.
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Customer
e The new eBilling solution will reduce the volume of paper bills and result in associated
postage savings over the planning period. The department also anticipates approximately
500,000 self-service transactions by 2019 as a result of the Web Redesign project.

Information Technology
e 3w Party contractor rate reduction will reduce rate by 20-30% effective 2017;
e Backup and storage optimisation will reduce SAP storage costs by 75% without a material
change in risk profile; and
e Infrastructure and database decommissioning of 138 servers and 38 databases that had
very little or no utilization and reduced monthly server and database fees; plans for
additional decommissioning in 2017.

Administrative
e Lleveraging expense IT systems has enabled additional efficiencies such as the reduction of
company provided credit cards; and
e Organizational changes have enabled labour efficiencies resulting in recently vacant
positions not being backfilled.

Pension Savings

Hydro One engaged Willis Towers Watson to prepare an updated actuarial valuation report
relating to Hydro One’s defined benefit pension plans as at December 31, 2015. As a result of
changes in employee contribution rates, updated investment returns, changes in employee
benefits and updated actuarial assumptions, Hydro One’s pension contribution declined for the
three years, as follows, allowing reductions in OM&A by $48 million and capital by $51 million
for the three years, providing a significant and immediate reduction in customer rates. These
savings are in addition fo the productivity savings identified in the Productivity Improvements in
Business Plan above.

SM 2016 2017 2018
OM&A 16 16 16
Capital 17 17 17

Total 33 33 33

The capital reductions are offset by additional reinvestment, and the OM&A reductions are
included in the OM&A amounts.
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Productivity and Outcome Measures Scorecard

Hydro One is accountable for identifying specific outcomes valued by its customers and
demonstrating how the utility’s plans and proposed operating and capital expenditures deliver
those outcomes.  These outcomes are aligned with the four outcomes of the RRFE; Customer
Focus, Operational Effectiveness, Public Policy Responsiveness and Financial Performance.

Hydro One identified potential metrics drawn from internal and external sources that include:
Hydro One's past performance management metrics, benchmarking studies, scorecards and
metrics of other utilities in the public domain. The identified metrics were screened to select
metrics that are relevant, objective, measurable and actionable. The company benefited
significantly from knowledge obtained by the consideration of cost trends, benchmarking of
comparable utilities, and from its customer engagement in setting outcomes and performance
metrics.

Metrics were selected that promote behaviors that will drive desired outcomes for customers,
stakeholders and shareholders. The proposed framework aligns customer and distributor interests,
supports the achievement of important public policy objectives, and places a greater focus on
delivering long term value to customers.

e The proposed measures have been selected based on guidance from the OEB’s Handbook
for Utility Rate Applications which indicates the OEB's key considerations for a utility’s
proposed outcomes and performance metrics reflects a focus on strategy and results, not
activities;

e The need to demonstrate continuous improvement;

e Outcomes which are demonstrated to be of value to customers; and

e Performance metrics which will accurately measure whether outcomes are being achieved,
and which include stretch goals to demonstrate enhanced effectiveness and continuous
improvement.

The table below illustrates the draft productivity and outcomes measures scorecard that Hydro
One is proposing in addition to the OEB distribution scorecard that is already in use. This
scorecard is still under development with a completed version expected to be filed in the 2017
Distribution application.
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Productivity and Outcome Measures Scorecard

Historical Results

RRFE Outcomes Measure 2013 2014 2015
1 Handling of Unplanned Outages Satisfaction (%) 78% 75% 76%
Customer Satisfaction 2 Call Centre Customer Satisfaction 82% 81% 85%
3 My Account Customer Satisfaction 64% 75% 78%
5 Pole Replacement - Cost Per Unit 7,824 8,928 8,392
6 Vegetation Management - Cyclical Cost per km Line Clearing 7,994 10,317 9,032
Cost Control 7 Station Refurbishments - Cost per Transformer Bank New measure - to be defined.
8 OME&A per custamer 498 551 454
9 OMEA per km of line 5,398 5,872 4917
10 Line Equipment Caused Interruptions 7,266 8,311 8,164
11 Vegetation Caused Interruptions 5,791 6,540 6,944
12 Substation Caused Interruptions 129 158 141
o 13 SAIDI - Rural 4.9 3.7 3.9
System Reliability
14 SAIFI - Rural 30.0 10.9 14.3
15 SAIDI - Urban 2.8 2.3 1.6
16 SAIFI - Urban 11.1 3.1 3.5
17 Large Customer Interruption Frequency (LDA's) New measure - to be defined.
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Benchmarking

In the Decision relating to Hydro One’s last Distribution Rate Application for 2015 to 2019
distribution rates (EB-2013-0416), dated March 12, 2015, the OEB found the proposed
application showed limited prospects for continuous improvement, lacked externally imposed
improvement incentives, included limited cost and productivity benchmarking support and failed
to demonstrate value to customers commensurate with the forecast spending. To address the
perceived shortcomings in the application, the OEB directed Hydro One to undertake a number
studies and submit these reports in conjunction with its next application for distribution rates:

e Total factor productivity study of Hydro One’s own productivity, included data from 2002
and following years at a minimum;

e A comprehensive trend analysis of the vegetation management program showing year
over year comparisons in unit costs;

e A best practices study for vegetation management similar to the CN Utility study filed in
EB-2009-0096;

e An external benchmarking study on the unit cost of the pole replacement program;

e An internal frend analysis to show the variability of the unit costs of the pole replacement
program year over year;

e An external benchmarking study on the unit cost of the station refurbishment program;

e An infernal trend analysis to show the variability of the unit costs of the station
refurbishment program year over year; and

e A compensation study similar to the study filed as part of the application considered in EB-
2013-0416 to allow benchmarking to comparable companies.

The Distribution System Plan and this Distribution Business Plan reflect the recommendations
from each of these studies, consistent with the expectations of the OEB. Where recommendations
have not been adopted by Hydro One, the company will explain why it was appropriate to do so
or that adopting the recommendation was not otherwise feasible, in the upcoming application for

2018 to 2022 distribution rates.
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Revenue Requirement & Customer Bill

Impacts
Distribution Revenue Requirement 2017 2018 2019 2020 2021 2022
OM&A $ 593 § 592 $ 600 $ 607 $ 615 § 623
Depreciation $ 390 $ 394 $ 414 $ 429 $ 448 $ 464
Return on Debt $ 183 § 191 §$ 200 $ 211 $ 224 $ 234
Return on Equity $ 253 $ 269 $ 283 $ 208 $ 316 $ 330
Income Tax $ 49 $ 58 $ 61 $ 63 $ 70 $ 71
Revenue Requirement $ 1,468 $ 1,505 $ 1,558 $§ 1,607 $ 1,674 $ 1,723
Acquired LDCs OM&A Adder $ - $ -3 -3 - $ 11 $ 11
Rate Riders $ 1 $ 23 § 23 $ 23§ 23§ 23
Other revenue impacts $ (53) $ (47) $ 47) $ 47) $ 47) $ (47)
Rates Revenue Requirement $1,426 $1,480 $ 1,534 $ 1,583 $ 1,660 $ 1,710
Rate Increase Required, excl Load 3.8% 3.6% 3.2% 4.9% 3.0%
Estimated Load Impact 2.0% -0.2% -0.7% 2.5% -0.6%
Rate Increase Required 5.8% 3.4% 2.5% 2.4% 2.4%
Est Total Bill Impact (R1 customer - 30%) 1.7% 1.0% 0.7% 0.7% 0.7%

Revenue requirement calculated above reflects the following:

e 2017 OEB approved revenue levels;

e 2018 rebasing year reflecting required revenues;

e 2019-2022 OM&A reflects OEB proposed Price Cap escalations; and

e 2019-2022 depreciation, return on debt and tax related revenues assume the
implementation of a Custom Capital Factor.

Load Forecast Summary

Hydro One uses a number of methods, such as econometric models, end-use models, and
customer forecast surveys to produce the load forecast required for its distribution business. This
load forecast methodology is the same method that Hydro One has applied in previous
Distribution Rate Applications (EB-2005-0378, EB-2007-0681, EB-2009-0096, and EB-2013-

0416). Similar methods are also used by major utilities throughout North America.

The forecasts presented are weather-normal at the wholesale level unless otherwise specified.
Abnormal weather effects are removed from the base year for load forecasting purposes so that
the forecast assumes typical weather conditions based on the average of the last 31 years. This

weather correction methodology was reviewed and approved by the Board in the Distribution
Cost Allocation Review (EB-2005-0317).

Using this approved forecasting methodology; the forecast for the test years (2018 to 2022)
is presented in the table below.
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Distribution
2017 2018 2019 2020 2021 2022
Number of Customers (by contract) 1,291,963 1,300,519 1,309,221 1,317,972 1,326,734 1,335,373
Energy (Consumption) Billed sales (GWh) 15,094 15,003 14,878 14,881 14,844 14,845
Demand Billed sales (GWh) 3,450 3,426 3,392 3,387 3,374 3,370
Sub-Transmission 4,912 4,877 4,828 4,818 4,807 4,808
Total Consumption Sales (GWh) 23,457 23,306 23,098 23,086 23,025 23,023
Demand sales (MW) 11,925 11,848 11,739 11,731 11,692 11,685

While the Provincial aggregate load growth is expected to decline, the customer count is
expected to rise moderately. The decrease in load is mainly due to the impact of Conservation
and Demand Management (CDM) and the current economic conditions. There are also pockets
of load and customer growth expected to occur in Hydro One’s service territory, primarily in
areas that border major urban centers.

Acquired LDC’s

Hydro One Distribution expects to continue to assess further opportunities to acquire other
Ontario-based local distribution companies over the 2017 to 2022 business planning period.
Consistent with OEB policies, the integration of acquired utilities for rate setting purposes will not
occur until the conclusion of the OEB-approved rebasing deferral period. Hydro One Distribution
plans to apply to the OEB for approval to close each of Norfolk, Haldimand and Woodstock to
Hydro One's revenue requirement and rate base in 2021.

Acquired LDCs OM&A Budget ($ Millions)

Description 2017 2018 2019 2020 2021 2022

Norfolk 3.1 3.1 3.2 3.2 3.3 3.4
Haldimand 5.0 5.1 5.1 5.2 5.3 5.4
Woodstock 2.1 2.1 2.3 2.1 2.1 2.2
Total 10.2 10.3 10.6 10.5 10.7 11.0

Acquired LDCs Capital Budget ($ Millions)

Description 2017 2018 2019 2020 2021 2022

Norfolk 2.6 2.1 2.1 2.1 3.2 3.2
Haldimand 3.4 3.4 3.9 4.0 4.0 4.0
Woodstock 2.2 2.3 1.8 2.0 2.2 2.3
Total 8.2 7.8 7.8 8.1 9.4 9.5
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Key Financial Results

Following is a summary of principal financial outcomes for Distribution for 2017-2022.

Key Financial Results 2017 2018 2019 2020 2021 2022

Revenue requirement $ 1,468 $§ 1,505 $ 1,558 $ 1,607 $ 1,684 $ 1,734
Net income $ 252 $ 286 $ 302 $ 317 $ 328 $ 341
Achieved ROE 8.2% 8.8% 8.9% 8.9% 8.9% 8.9%
Allowed regulatory ROE 8.8% 8.8% 8.8% 8.8% 8.8% 8.8%
OM&A $ 606 $ 616 $ 616 $ 624 $ 631 $ 637

$ 642 $ 642 $ 765 $ 727 $ 741 $ 827
$ 71090 $ 7,672 $ 8,049 $§ 8,477 $ 9,010 $§ 9,408
56.0% 56.0% 56.0%

Capital expenditures

Total rate base
Total fixed rate debt to rate base 56.0% 56.0% 56.0%

Required revenue for Distribution aligns with that approved by the OEB for 2017. Forecast
revenue requirement for 2018 through 2022 reflects Hydro One Distribution’s planned Custom
Incentive Rates application, which reflects an Annual Adjustment Mechanism and a Custom
Capital Factor. It is assumed that the Distribution business will achieve the allowed ROE
throughout the business planning period, with the exception of 2017. Shortfalls in financial
performance in 2017 is largely attributable to load impacts arising from lower load relative to the
forecast embedded in the approved Distribution rate application for 2015-2017.

INTERNAL and CONFIDENTIAL
Page 26 of 26



Filed: 2017-03-31
EB-2017-0049
Exhibit A-3-1
Attachment 2
Page 1 of 5

hya O he

Consolidated Business Plan

201/7-2022

December 2, 2016

INTERNAL and CONFIDENTIAL

INTERNAL and CONFIDENTIAL
Page 1 of 5



Strateqy

The strategy and business goals set out below are consistent with and included in the
business plans for Hydro One’s Ontario-based transmission and distribution businesses. A
statement of the company’s vision, goals, and business objectives that includes non-Ontario

growth, innovation, and other strategic imperatives is under development and will be presented to
the Board in April 2017.

Hydro One's strategic vision for its Ontario-based, rate-regulated transmission and
distribution businesses is the following: Hydro One is transforming to achieve its vision of
becoming a bestin<class, customer-centric commercial entity, with a culture of continuous
improvement and excellence in execution. To achieve this vision, Hydro One will execute on its
strategy to transmit and distribute electricity safely and reliably in a manner that produces the
greatest value for customers. Hydro One seeks to be excellent in every facet of its operations, to
the benefit of customers, employees and shareholders.

Hydro One’s commercial orientation means that the company will be focused on
customers, demonstrate corporate accountability for performance outcomes, and drive company-
wide efficiency and productivity.  Understanding customers’ needs and preferences and
delivering transmission system outcomes that are valued by customers are critical to Hydro One's
future success.

Hydro One’s vision and strategy reflect values that are integral to the well-being of
communities:

e Maintaining a safe workplace;

e Caring for customers;

e Operating as one company;

e Being people-powered; and

e Executing with excellence.

Hydro One’s executive leadership and Board of Directors are committed to building a strong
performance management culture and the ability to measure and track performance is essential to
this vision.

Hydro One's vision, strategy and values inform everything the company does, as it works to
align three competing but equally important factors: customer needs and preferences, responsible
stewardship of its transmission system, and customer rates.

The key outcomes that the Company expects from its strategy are as follows:
e Improved levels of customer satisfaction;

e Minimizing the longterm cost of maintaining the reliability of the Transmission and
Distribution systems;
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e Maintain top quartile reliability in the Transmission system and continually improve
reliability in the Distribution system by mitigating risk arising from asset deterioration;

e Achieve an injury free workplace and a safe environment for the public;

e Compliance with all regulatory and reliability standards; and

e Responsible environmental stewardship.

Customer Expectations

Hydro One will be a customer centric commercial entity that provides service to its customers
that meets their needs and preferences while ensuring that the system continues to deliver safe,
reliable energy. This customer focus requires that Hydro One have a strong understanding of
customer’s expectations for Hydro One. These expectations evolve and change over time which
is why it is necessary for Hydro One to conduct formal customer engagement activities at regular
intervals to ensure that Hydro One’s business objectives and investment planning outcomes are
appropriate, supplementing ongoing customer feedback and interaction. It also allows us to have
focused discussions on system investment plans prior to rate filings.

Hydro One’s Transmission and Distribution businesses have very different classes of
customers that were segmented and engaged using a variety of consultation methods including
but not limited to one-on-one sessions, online surveys and focus groups. The results of the
engagement showed contrasting priorities between the two businesses. Transmission customers’
top priority was reliability maintenance or improvement and they were willing to accept a small
rate increase to achieve that outcome. In addition, energy quality was a significant factor for
several sophisticated energy users. Distribution customers consistently prioritized low cost and
wanted Hydro One to do its best to limit increases in rates. These preferences have guided the
development of the investment plan for each business, with Transmission focusing on investments
that will improve reliability and quality, and the Distribution investment plan designed to leverage
productivity and keep rate impact low while still seeking some improvements in reliability. Both
plans have benefited from a significant focus on analytics and cost efficiency plans to continue to
reduce our own costs before we ask our customers for increases in rates.

More details on the methodology for customer engagement and detailed results of the
findings can be found in the business plans for Transmission and Distribution.

INTERNAL and CONFIDENTIAL
Page 3 of 5



Common Corporate Costs

Hydro One utilizes a centralized shared services model to deliver its common services to its
transmission and distribution businesses and to its affiliated companies. Each business and
affiliate pays their share of these costs based on a cost allocation methodology developed by
Black and Veatch Corporation and approved by the OEB which utilizes a breakdown of activities
and drivers based on cost causality principles.

Of the total common costs, 3.5% or $11 million per year is not allocated to a regulated
business as it relates to management of non-regulated activities (for example mergers and
acquisitions and non-regulated strategy work).

Total Corporate Common Costs 2016 to 2022

Corporate Common Cost $M | 2016F | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 | cAGR
Audit $ 4% 7% 7% 719% 7% 719% 7 9.6%
Corporate Management $ 201 $ 231$ 231$ 24| $ 24| $ 24| $ 24 3.6%
Customer and Corporate Relations $ 451$ 521$ 521% 521$ 521% 52| % 52 2.5%
Facilities Real Estate $ 921% 91% 921% 10(% 10 $ 10(% 10 1.6%
Finance Total $ 291$ 33(%$ 331(% 33($ 31 1% 31($ 32 1.8%
Finance Inergi $ 12|$ 111$ 12| $ 12| $ 13($ 13|% 13 1.7%
General Counsel and Secretfary $ 91$ 101 $ 101 $ 10| $ 101$ 111$ 11 2.6%
Information Solutions Division $ 22$ 211 $ 211 $ 211 $ 211 $ 221$ 22 0.2%
Network Operating $ 491$ 49 $ 49 1% 50($% 50($ 511% 51 0.9%
Operations COO Office $ 39 41$ 41$ 41$ 41$ 41$ 4 3.4%
People & Culture $ 14($ 16|$ 16| $ 16|$ 171$ 171$ 17 3.5%
Planning $ 49| $ 52$% 521% 521$% 521$% 521$ 53 1.3%
Regulatory Affairs $ 231$ 231%$ 231%$ 191$ 191$% 191 $ 21 -1.4%
Strategic Services $ 11$ 2% VAR 2% 2% 2|$ 2 10.4%
Total $ 288|$ 313|$ 312|$ 310|$ 312|$ 315|$ 320 1.8%
OM&A Capital
Transmission Portion 19.0% 30.0%
Distribution Portion 26.4% 19.4%
Other Allocated 52%

Over the planning period between 2016 and 2022, corporate common expenditures are
expected fo rise by approximately 11% with a compounded annual growth rate of less than 2%,
but still in excess of the expected price cap factor of 1.3%.  Planned productivity savings and
cost efficiencies play an integral role in capping the costs and, in some cases, fully offsetting
required increases. From 2018 onwards the costs stabilize and annual increases are mostly due
to inflationary pressures.

Main cost drivers and major initiatives within the business planning period are as follows:

e In 2017, Internal Audit will be assuming responsibility for the company’s ICFR (Bill 198)
program and the associated personnel resulting in increased costs, and in 2016 the new
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management made a decision to increase both the talent and the scope of internal audit
activities.

People and Culture work requirements are growing over the business planning period,
principally an investment in technology to introduce Employee Central and Workforce
Analytics. This will allow for faster data extraction in generating reports and the ability to
create customized dashboards for managers, and will result in better workforce planning
based on attrition and workforce demand.

The scope of work for Regulatory Affairs has increased significantly due to new requirements
outlined in the OEB’s Renewed Regulatory Framework (including the new customer
engagement process) and new development projects and growth initiatives. Total costs for
2018 and beyond are as a result of efficiencies arising from the recent merging of the
Reliability Compliance Assurance group with the Regulatory Compliance group.

The 2017 to 2022 Customer and Corporate Relations group business plan allows Hydro
One to deliver value to our customers and improve customer satisfaction while ensuring
compliance with Ontario Energy Board regulations. Increased customer focus results in
higher costs required to develop, implement and oversee initiatives leading to improved
customer satisfaction results. Initiatives currently underway include improving First Call
Resolution within the call centre, new technology that allows customers to interact with Hydro
One through the channels of their choice, accommodated through various technology
enhancements.  Remote Disconnect technology will reduce disconnection volumes in the
field since fewer truck-rolls will be required, resulting in approximately $3 million of annual
OM&A savings over the planning period.
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INTERNAL AUDIT: Auditor General Report Follow-up 2016

EXECUTIVE SUMMARY

On December 2™ 2015, the Office of the Auditor General of Ontario released its 2015 Annual Report in the
Ontario Legislature. Within her report, the Auditor General presented 17 specific recommendations that
related to Hydro One’s business operations. In response to these recommendations, Hydro One formally
committed to 37 actions, which were included in the Auditor General’s published report. As part of its
response, Hydro One stated that its Internal Audit group will oversee the Company’s implementation of the
recommendations where Hydro One believes they enhance reliability while balancing service and cost.
Completion of the actions supporting Hydro One’s response included in the Auditor General’s report is
important to the company since it can have an impact on the overall efficiency of work performed in
maintaining its assets to ensure a safe, reliable, and cost effective electricity supply to its customers, as well as
on the company’s reputation. Thus, it is important that Executives and Board members of Hydro One be
aware of the status of actions by Hydro One management so that any necessary remediation receives
appropriate oversight.

The objective of this audit was to perform a follow-up review of Hydro One management actions in response
to the Auditor General’s recommendations. Early in 2016, management identified, assigned and scheduled 71
separate actionable tasks to address Hydro One’s commitments. Our work involved a review of the status of
these actions and the degree to which they address the issues (design effectiveness).

Our work included:

e A rreview of the available evidence supporting the status of actions in response to the 2015 Auditor
General’s Report, to provide assurance that a process is in place to address all of the recommendations.
Only the actions planned for completion by September 30, 2016 were assessed in this review. Our
assessments were conducted between October 3 and November 15.

e Updating our understanding of the key controls that provide assurance relative to the audit objective.

e Interviewing and discussion with the accountable management, staff and stakeholders regarding
completeness of committed actions.

e Briefing management on any gaps throughout the review.

e Recommending improvements, where appropriate.

The scope of our work did not include an assessment of the propriety of the Auditor General’s

recommendations.

There were 8 actions that had target completion dates beyond September 30, 2016. These were not formally
assessed as part of this audit and are identified in this report as “work in progress”. These actions, along with
those found to be partially or substantially complete in this review will be assessed as part of the future
follow-up audit later in 2017 that is part of Internal Audit’s approved 2017-2019 work program.

We noted that the following success factors were in place:

e A single accountable director was assigned to coordinate with the lines of business to establish, assign,
prioritize, and schedule the required actionable tasks.

e A mechanism to track and report on all completed and outstanding actions was established.

e All actions were assigned a target completion date by the respective line of business directors with
management status update comments provided at milestone points, June 30, 2016 and September 30, 2016
for most of the actions.

e The designs of controls for the actions assessed by Internal Audit as being either “complete” or
“substantially complete” were found to be effective.

e Although we did not assess the Work In Progress items as part of this audit, we reviewed evidence
provided by management and have observed that progress is being made on these management actions.
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The following table shows the status of the actions at the conclusion of this review, with further details
outlined in Appendix A, along with definitions of the assessment levels.

Auditor General Management Actions Substantially Partially Early Work In
Recommendations Committed Complete Complete Complete Stage Progress
Actions
17 71 40 9 13 1 8

* Definitions on the degree of completeness can be found in Appendix C.

The chart shown below provides an illustration of the summary status of Hydro One’s actions as at September
30, 2016.

Status of Hydro One Commitments to Auditor General's Recommendations

Work In Progfess

Partially Complete
18%

Complete
56%

On June 30, 2016, management established target completion dates for all actions. Of the 63 actions due on or
before September 30", 2016, management reported 47 actions as complete.

We have shared our observations with management as summarized in Appendix A of this report. Meetings
were held with responsible VPs and key stakeholders to review our findings. The objective of those meetings
was not to elicit any management responses or action plans; rather to communicate the outcome of our
review. Management demonstrated that it is committed to continue its efforts to complete all of the actions in
support of the commitments made.

We would like to thank the management and staff in the Planning Optimization, Transmission Asset
Management, Distribution Asset Management, Reliability Studies, Project Management, and Security
Operations for their assistance during this review.
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Appendix A

OBSERVATIONS, ASSESSMENTS, AND REQUIREMENTS TO COMPLETE

Observations

Assessment of
Completion®

Assessment of Control
Design Effectiveness®

Requirement to Complete®

AG Recommendation 1: Transmission System Reliability

@)
©)

Set targets and timetables, and cost-effective action plans, to improve the poor performance of its single-circuit transmission system.
More thoroughly analyze outage data on both its single- and multi-circuit systems to correct the main issues that are contributing to the system’s

declining reliability.

Set multi-year targets and timetables for reducing the frequency and duration of power outages that would lead to it having a system reliability and
availability that compares favourably to other utilities in North America.
Establish an action plan and strategy for achieving these targets.
Regularly report publicly on its efforts to achieve these targets.

Planning has conducted a thorough analysis of outage
data on both single and multi-circuit systems to identify
factors affecting reliability.

Management is leveraging existing reliability
measurement and analysis tools to perform detailed
reliability analyses.

Although Planning conducted a cost-benefit analysis of
planned maintenance activities, no evidence was
provided to demonstrate how this information was
incorporated into the investment plan.

Multi-year targets have not been established on
reliability targets. Only 2017 reliability targets have
been established.

Substantially Complete

Effective

a) Review the results of the
cost/benefit analysis performed
by Planning Optimization, with
Transmission Asset Management
with the objective to influence the
investment planning process to
drive reliability performance
improvements, and determine the
resulting impact on multi-year
reliability targets.

b) Complete tasks #3 and #6 as
committed by management.

AG Recommendation 2: Backlog of Preventive Maintenance
Establish a timetable that eliminates its growing preventive maintenance backlog as soon as possible.
Improve its oversight of preventive maintenance programs to ensure maintenance is completed as required and on time.

@)
©)

A Work Governance agreement was established
between Asset Management(AM) and Station Services
in October 2016 to clarify the accountabilities,
authorities and process for work order tasks (incl.
generation, prioritization, redirection, scheduling,

Complete

Effective

None

! The assessment of each section is an aggregate of individual task assessment. The assessment criteria are included in Appendix C.
% Task numbers referenced in this column are described in Appendix B.
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cancellation and deferral), and communication between
these lines of business. It also includes a high level
reconciliation process that shows how AM will manage
the expected year to year backlog of work orders. This
process includes the review of the carry-over from
unfinished work orders and how this will affect AM
subsequent release of work for the follow year.

AG Recommendation 3: Replacement of Transmission Assets at Risk of Failure

O

Ensure that its asset replacement program targets assets that have the highest risk of failure, especially those rated as being in very poor condition.
Re-assess its practice of replacing assets that are rated as being in good condition before replacing assets in very poor condition.
Replace assets that have exceeded their planned useful service life.

O
O
°

Evidence provided by management demonstrates that
transmission power transformer replacements are
supported by engineering reports. Transmission Asset
Management (TXAM) reviews breakers by
classification and type with replacement requirements
based on the specific needs. These replacements are
supported by engineering reports based on TXAM
discretion. The criteria for breaker replacements are
based on: Asset Analytics risk factors, health and
safety requirements, environment, and obsolescence
concerns. Currently, evidence shows that this
information is available within the Station Assessment
Report compiled by TxAM planners.

Complete

Effective

None

AG Recommendation 4: Accurate Reporting of Replacement Activities to the Ontario Energy Board

o Hydro One should ensure that its applications for rate increases to the Ontario Energy Board provide accurate information on its asset replacement
activities, including whether it actually replaced assets in poor condition that were cited in previous applications and whether the same assets in

poor condition are being resubmitted to obtain further or duplicate rate increases in current applications.

Clear explanation regarding transformer and breaker
replacements along with a list of transformers requiring
replacement with planned in-service dates in 2017 and
2018 was provided to the Ontario Energy Board as part
of the recent transmission rate filing®.

Complete

Effective

None

* OEB Rate Application EB-2016-0160
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AG Recommendation 5: Information Systems on Asset Condition incl. Asset Analytics
o Enhance its Asset Analytics system to include information on all key factors that affect asset investment decisions, including those related to
technological/manufacturer obsolescence, known defects, environmental impact and health and safety.
Review and adjust current weighting assigned to risk factors in Asset Analytics to more accurately reflect their impact of asset condition and risk of

©)

failure.

Make changes to its Asset Analytics system and procedures so that updates to its data are complete, timely and accurate.
Conduct a comprehensive review of the data quality in Asset Analytics to update any incomplete or erroneous information on its assets and to

ensure the information can support its asset replacement decision making process.

Investigate why known deficiencies in the reliability of the Asset Analytics system, such as those found two years earlier by internal audits, have

not been corrected by management in a timely manner.

Management demonstrated that its analytics tools
continue to be maintained and improved: e.g. Google
Earth view in Asset Analytics was replaced with Space
Time Insight Interface, and the Transmission Lines
Graphic Information System (TLGIS) work backlog
was completed to make design changes visible.

Recent data remediation efforts were primarily focused
on transmission data (due to the timing of the
transmission rate filing) but did not adequately address
distribution data integrity issues. The company’s plan
to develop a long term sustainable approach to
management of data quality and completeness should
upon completion, help mitigate the risk of continuing
data integrity issues.

Three of the tasks have target completion dates at
December 31, 2016 and remain as work in progress.

Partially Complete

Partially Effective

a) Completion of the design and
implementation of the Data
Governance project presently
underway.

b) Complete tasks #21 and #24 and
work in progress tasks #16-18, as
committed by management.

AG Recommendation 6: Quality of Asset Data
o Hydro One should ensure that its applications to the Ontario Energy Board for rate increases include accurate assessments of the condition of its

assets.

Management focused its efforts on remediating data
completeness issues on transmission data at the time of
the audit. Current data governance is not adequate to
provide ongoing data completeness and data quality
monitoring.

Substantially Complete

Effective

Completion of the design and
implementation of the Data
Governance project presently
underway.
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AG Recommendation 7: Spending to Maintain Transmission System Reliability

o Conduct an assessment of its past maintenance expenditures and activities to determine what changes and improvements can be made to more
effectively focus its efforts on the critical factors that improve system reliability and how its planned maintenance and capital improvements work

can be completed with less risk of service disruption.

o Benchmark cost assessments with other similar North American transmitters to compare its results with those that have reasonable expenditures

and that maintain reliability.

o Conduct a study of other leading cost-effective transmitters and consider implementing their best practices to quickly improve Hydro One’s

reliability and improve its costs.

e A transmission benchmarking study was conducted by | Substantially Complete
Navigant. The report reaffirms the need for Hydro One
to increase capital expenditure due to deteriorated asset
needs to stay within the reliability performance range
of its peer group.

e A comprehensive analysis comparing past maintenance
expenditures with transmission reliability performance
was completed. We have not seen evidence that
demonstrates implementation of the analysis results
into the investment plan.

e The analysis performed by Planning Optimization
identifies opportunities to reduce equipment outages
through the bundling of preventive maintenance plans.
The optimization approach has not been fully
implemented.

Effective

a) Complete Requirement 1a as
stated on page 3 of this report.

b) Complete task #28 as committed
by management which includes
the implementation of a long-
term metric to monitor the
effectiveness of work bundling at
the planning stage, in order to
facilitate integrated outage
scheduling and execution.

AG Recommendation 8: Security Framework on Electronic Devices

o Ensure a robust and high level of security for the transmission system to mitigate the risk of service disruptions due to sabotage, vandalism,
software viruses, and unauthorized or unintentional changes to device software or controls, Hydro One should develop a comprehensive security
framework to cover all its electronic devices. The framework should include best practices for security over electronic devices, including
establishing standards similar to those set by the North American Electricity Reliability Corporation, performing security vulnerability risk
assessments on all electronic devices, establishing appropriate actions and controls to mitigate security risks to an acceptable level, and conducting

regular audits to validate that the security framework has been adhered to.

e Hydro One has completed the development of a Complete
comprehensive security framework. The framework is
called the Hydro One Security Code of Practice and
includes the Security Policy and Security Operating
Standards for the organization which clearly defines at
a high level, the governance, strategy, security access

Effective

None
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controls (for both data and physical), training,
monitoring, and resiliency planning.

AG Recommendation 9: Distribution System Reliability
o Establish more ambitious performance goals, targets and benchmarks for system performance.
o Develop short- and long-term strategies for new and enhanced activities and cost-effective investments that will improve its overall reliability

record.

A new feeder prioritization model was established by
Distribution Asset Management (DxAM) to place a
higher priority on reliability.

Although an end target for distribution reliability was
established for 2022, multi-year targets as originally
committed had not yet been established at the time of
our follow—up.

Most Investment Planning Approval Documents
(IPADs) are under development and in draft form.
DxAM anticipates the need to update these documents
pending the Board’s recommendation on the
appropriate funding level for the Investment Plan.
Management informs us this work will be delayed to
Q1, 2017.

Substantially
Complete

Effective

a) Establish the appropriate funding
level with senior management
and the Board prior to 2017
Distribution Rate Filing.

b) Based on the approved funding
in the investment plan, DxAM
needs to establish multi-year
reliability targets and implement
the new initiatives (programs) to
specifically target improving
distribution reliability
performance.

AG Recommendation 10: Prioritization of Vegetation Management Work on the Distribution System

o Shorten its current 9.5-year vegetation-management cycle to a more cost-effective cycle of less than four years, in line with other similar local

o

distribution companies.

Change the way it prioritizes lines that need clearing so that lines with more frequent tree-related outages are given higher priority and work crews

are dispatched sooner.

A new draft strategy has been established,
communicated and stakeholdered with the service
providers that includes on-cycle and strategic
vegetation management approaches.

A review of the vegetation-management program and
improvements on the prioritization model to support
decision-making. Management reported a target
completion date of December 31, 2016 so this task is
still work-in-progress.

Substantially
Complete

Effective

Complete the task #39, currently
work in progress, as committed by
management.
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AG Recommendation 11: Quality of Data for Distribution Assets
o Ensure that management decisions on replacing distribution system assets are made using reliable and complete information, Hydro One should
take the actions needed to ensure its Asset Analytics system provides timely, reliable, accurate and complete information on the condition of assets.

e An interface was established between the Distribution | Substantially Effective a) Complete task #42 as committed
GIS and Asset Analytics to make recent design changes | Complete by management.
more visible. A test coordinated by ISD and Inergi
shows that this interface is functioning properly. b) Completion of the design and

e Although recent data remediation efforts achieved implementation of the Data
success in reducing the number of data points that were Governance project presently
found to be missing or incomplete, the focus had been underway.

on transmission data (to support the more immediate
needs of the transmission rate filing). This effort had
not yet addressed the data quality of distribution data at
the time of our follow—up.

AG Recommendation 12: Replacement of Distribution Assets at Risk of Failure

o Replace assets that have exceeded their planned useful service life.

o Reassess its planned expected service life for assets and justify any variances in the years used by Hydro One compared to other similar local
distribution companies.

e Distribution Asset Management (DxAM) has Complete Effective None
performed benchmarking studies with peer utilities on
various maintenance programs including, pole
replacements, station refurbishment, and vegetation
management. The external study report from First
Quartile/Navigant Consulting has informed and
supports Hydro One’s approach. For example, focusing
the on-cycle vegetation management program on high
priority/impact feeders (with high customer density,
LDAs, and critical loads).
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AG Recommendation 13: Spending to Maintain Distribution System Reliability

o Conduct an assessment of its past maintenance expenditures and activities to determine how to focus efforts on more critical factors that affect the
system.

o Benchmark cost assessments with other similar local distribution companies (LDCs) in Ontario and Canada, and consider implementing the best
practices of the leading cost-effective LDCs.

e Benchmarking studies were conducted to inform and Partially Complete Effective Complete Tasks #46, 48 and 49 as
support management’s approach to investment, committed by management.
maintenance, and sustainment activities, in preparation
for the March, 2017 distribution rating filing.

e The asset planning documents for vegetation
management, distribution station refurbishment, and
pole replacement are delayed and remains as drafts due
to activities required for the creation of the Distribution
System Plan, were forecast for completion by
December 31, 2016 at time of our review.

e There was no evidence provided to address the third
party review of the Distribution System Plan. At the
time of our review, Management informed us that the
plan was still being developed with end of year as the
target date of completion.

AG Recommendation 14: Smart Meter Capabilities to Improve Response to Power Outages

o Lower its repair costs and improve customer service relating to power outages through more accurate and timely dispatches of its repair crews,
Hydro One should develop a plan and timetable for using its existing smart meter capability to pinpoint the location of customers with power
outages.

e The Advanced Metering Infrastructure for Operations | Work In Progress Not Assessed by None
and Analytics (AMIA) project charter has been created, Internal Audit in this
reviewed and approved for implementation. This review.

charter describes the solution that will be put in place
to leverage installed smart meter capabilities to
pinpoint the location of customers with power outages.
At the time of our review, one management action had
a target completion date of December 31, 2017.
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AG Recommendation 15: Operating Spares Management of Transmission and Distribution Transformers

Improve the forecasting model it uses for predicting transformer failures.

O

o Maintain its inventory levels of spare transformers in accordance with the forecasts.

o Develop a plan to standardize in-service transformers as much as possible.

o Set targets and timelines for achieving savings from better managing both spare and in-service transformers.

e As part of a more detailed audit of this area in the Partially Complete Effective Complete management’s
Operating Spare Management audit recently commitment to review the existing
completed, Asset Management has committed to draft strategies and policies on
“...review the existing draft strategies and policies (for operating spares, make appropriate
transmission and distribution operating spare updates, stakeholder them and
requirement and management).... make appropriate formally issue them for use.
updates, stakeholder them and formally issue them for
use.”

AG Recommendation 16: Power Quality

o

Minimize the number and impact of power quality events for its large customers, Hydro One should proactively use the data collected by its power
meters to help assess the frequency and location of power quality events on its transmission and distribution systems and thereby improve the
reliability of the power supply.

The Company is implementing initiatives to address Complete Effective None
large customer power quality issues more proactively
by providing power quality information to customers;
and working with the information to estimate the
frequency, duration, and magnitude of potential events
that could have an adverse effect on its equipment and
processes.

AG Recommendation 17: Oversight on Capital Project Costs

Use industry benchmarks to assess the reasonableness of capital construction project costs, and whether using internal services and work crews is

@)
more economical that contracting out capital projects.

o Use and adhere to contingency and escalation allowances that are more in line with industry norms for capital construction projects.

o Improve its management reporting and oversight of project costs by regularly producing reports that show actual project costs and actual
completion dates compared to original project cost estimates, cost allowances used, original approved costs, subsequent approvals for cost
increases, and planned completion dates.

o Regularly analyze its success in preparing project estimates by comparing them with final project costs.

e At the time of our review, one management action Substantially Complete | Effective Complete task #68 as committed by
(#68) had a target completion date of December 31, management.

2017. (This action was not assessed as part of this

10
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audit.)

All remaining management actions are complete and
designed effectively (review project contingency and
escalations, project closure process, comparison of
project costs).

11
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Task Numbers referenced in Appendix A — Requirements to Complete

Recomﬁlz}n dation nglzlsl)lier Management Commitments as of September 30, 2016
3 Set Multi-year reliability targets for 2016 to 2020 in 2016 Corporate Scorecard. Hydro One will determine if it is
| viable to continue participating in studies that include comparable utilities beyond the Canadian utility landscape.
6 Revisit the maintenance plan strategies and costs to optimize equipment performance and costs (aligned to historical
Tx-SAIDI equipment causes).
16 Re-visit and evaluate the augmentation of the Asset Analytics tool to include the additional risk factors (i.e.
Environmental/Health & Safety, Obsolescence)
17 Risk Algorithms Review: Conduct a review of the risk factors algorithms and adjust current weightings as necessary to
better support the asset replacement decision-making process.
> 18 Improve the data collection, population and monitoring process for SAP data utilized in the Asset Analytics tool.
71 Implementation of strategies for the population of absent legacy data (~1 million data fields will be addressed through
default populations, derivation, validation, etc.).
24 Development of data quality assessments and data audits for all Transmission asset classes.
Planned Maintenance Bundling Enablement: Continue to ensure work bundling efficiency at the Planning level is
7 28 enabled (i.e. aligning call dates of maintenance plans that impact delivery points) to allow integrated outage scheduling
and integrated work execution and minimize outages on same.
Review vegetation-management program and improve prioritization model to support decision-making. Quarterly
10 39 . . ..
review of progress in 2016; Annual review in Q3/4 2016.
1 47 Following the remediation of the Tx data, Planning will enable a project to focus on the Dx data. However, due to
resource constraints, both of these initiatives are not able to be implemented simultaneously within the business.
46 Assessment of past maintenance expenditures and activities, with a focus on critical factors and contributors to the
distribution reliability measure.
13 43 Undertake a third-party review of its distribution system plan that will provide unit cost validation for forestry, pole
replacement and station refurbishment.
49 Hydro One’s Distribution System Plan is under development and we will be having an independent third party review
of such in 2016.
17 68 As part of project closure process, compare our internal construction project costs to industry benchmarks of

contracting out similar capital work.

12
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Assessment of Action Item Status and Control Design Effectiveness by Internal Audit

Assessment
Type

Assessment Level

Description

Complete

Evidence exists to demonstrate that the committed actions are complete. All actions fully
address Hydro One’s response in the Auditor General’s Report.

Substantially Complete

Most actions and control designs are complete, however they are lacking any of the following
elements: implementation plan, rollout, approvals, communication, awareness to stakeholders.

Actions have been taken on some tasks, however the controls still require further design,

Action Item Partially Complete stakeholdering, and implementation. Insufficient completeness for Internal Audit to assess
Status control design effectiveness.
Little to no progress has been made in actions and control designs. Insufficient completeness for
Early Stage . . .
Internal Audit to assess control design effectiveness.
Tasks that were planned for completion past the audit timeframe — i.e. later than September 30,
Work In Progress 2016. The design effectiveness on the management action was not assessed as part of this
follow-up audit.
) The actions or controls designed fully address the commitments within Hydro One’s response in
Effective . ,
the Auditor General’s Report.
The actions or controls designed mostly address the commitments within Hydro One’s response
. Substantially Effective |. . , 8 Y Y P
Control Design in the Auditor General’s Report.
Effectiveness . D . .
Partially Effective | The review of control designs indicate that only some risks are mitigated.
. The control design is ineffective. Better controls are available to address the commitments
Ineffective

within Hydro One’s response in the Auditor General’s Report.
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Hydro One’s Enterprise Risk Universe relationship to Auditor General’s Recommendations

Below are the relevant enterprise risks related to the Hydro One’s risk universe (as communicated at the August Audit Committee) that would be
mitigated with appropriate controls based on the Auditor General’s Recommendations:

Committee Risk Description Relationship to
AG . Recommendation Reference
Recommendation
7)) 5 Human Resources Uncertain ability to attract, retain, and deploy staff with Indirect
<Zﬁ 8 e Risk the required skills, knowledge, and experience.
& =
=25
= Q
=235
= O
&O
A o Employee Injuries/ Risk of employee injury or illness. Includes major Indirect
>~ 7 & = | Work Related incidents, minor incidents, or lost time due to
E : C£ E Absenteeism occupational or non-occupational cause.
&3 e
g E g é Environment Risk Uncertain impact of current or past environment practices Indirect
o § <8 on Hydro One's business. Includes failure to meet
E o E @) environment improvement goals/requirements.
Eon & .
é N = = | Public Risk of death or injury to members of the public due to Indirect
== E = E Safety/Security interaction with Hydro One's assets, business processes,
or products.
Power System Risk of unexpected harm to power system assets. Direct 8
= Security Risk
E (includes NERC,
E = Cyber, Physical)
3 § Information Risk of unexpected loss, failure or less-than-planned Direct 5,6, 11
o Technology and performance of IT infrastructure. Risk of inadequate
o Data Risk availability, quality, or control of data/information for

decision-making or reporting. Includes data security and

14
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confidentiality.
Market/Economic Risks related to changes in financial marketplace Indirect
Conditions (economy, interest rates, etc.) and credit conditions.
Includes Hydro One's reputation with investors, and
ability to raise capital.
Financial Risk Risks associated with inaccurate financial reporting Indirect
(MD&A, AIF, other financial disclosures), and
inadequate/inappropriate financial controls.
Regulatory Potential for actions or decisions of regulators (OEB, Direct 4
Uncertainty FERC, NERC, WSIB, etc.) to negatively affect Hydro
One.
Inadequate or Uncertain ability of our Distribution assets (as-designed Indirect
Uncertain Dx Asset | and built) to accommodate supply or load customers'
Capacity/Configurat | needs and regulate power flows on the system.
ion
Cost/Productivity Uncertain ability to control internal/operational costs and Direct 1,2,3,7,9,10, 12,13, 15
Uncertainty meet productivity objectives.
[9p]
14
O
o
| Work Program Risk of inability of our Operations workforce to complete Direct 2,17
% Accomplishment the established/prescribed work program, due to people,
n ("getting the work process, resource or technology issues and constraints.
o done")
6( Inadequate or Risk of failure of Transmission assets due to age and Direct
@ Uncertain Tx Asset condition.
Condition
Inadequate or Risk of failure of Distribution assets due to age and Direct 1.3.7.9.12. 13
uncertain Dx Asset condition.
Condition
Inadequate Tx Asset | Uncertain ability of our Transmission assets (as-designed Indirect

15
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Capacity/Configurat | and built) to accommodate supply or load customers'

ion needs and maintain required control and redundancy.

Customer Risk of damage to Hydro One's relationship with its Direct 16
Relationship customer segments.

Uncertainty

16
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Background

The 2015 Ontario Auditor General’s report identified a number of areas of concern for Hydro One’s Transmission
and Distribution systems. These concerns were summarized into 17 findings/conclusions as follows:

Transmission System
1. Transmission System Reliability Has Worsened (deteriorated) from 2010 to 2014
Growing Backlog of Preventive Maintenance on Equipment Reduced System Reliability
Hydro One Not Replacing Transmission Assets that are at Very High Risk of Failure
Transmission Assets in Service Beyond Their Expected Life Increases Risk of Power Outages
Asset Analytics System Incomplete and Inaccurate
Inaccurate Information Provided to OEB in Rate Applications
Overall Spending to Maintain the Transmission System Has Increased, but Reliability Has Deteriorated

© NS LA WD

Weak Security over Electronic Devices Increases the Risk of Unauthorized Use

Distribution System
9. Poor Distribution System Reliability Has Not Improved
10. Improper Prioritization of Vegetation Management Work Resulted in More Outages Caused by Trees
11. Information on Condition of Key Distribution System Assets Not Reliable
12. Distribution Assets in Service Beyond Their Expected Life Increases the Risk of Power Outages
13. Increased Spending on Distribution System Did Not Result in Improved Reliability
14. Smart Meters Capabilities Not Used to Improve Response to Power Outages

Applicable to both T&D Systems
15. Spare Transformers in Storage Not Aligned with Hydro One’s Needs
16. Data from Power Quality Meters Not Used to Help Customers Avoid Disruptions
17. Weak Management Oversight Processes over Capital Project Costs

Status of Recommendations Response(s)

Hydro One, in response to these 17 findings, committed to completing 71 remedial activities. As of tabling of this
update:

e Total of 66 of these activities are now completed
e Two (2) activities will be completed by May 2017 (i.e. establishing long-term T&D reliability goals)
e The remaining 3 items will be completed by the end of 2017.
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These activities have been grouped into 12 functional areas, with the related finding noted in the subject
headers along with a high-level brief on the activities completed and status below.

1. Transmission & Distribution Systems Reliability Performance [Rec 1, 9] (Complete v')

Recommendations included setting multi-year targets and timetables for reducing the frequency and duration of
power outages and establishing cost-effective action plans and strategies to improve reliability performance.
Also, to more thoroughly analyze outage data on both its transmission single and multi-circuit systems.

Activities Completed:

>To improve our ability to more accurately measure the effect of system investment on transmission reliability,
Hydro One has supplemented its existing analysis with an additional model to quantify reliability risk which
provides a directional indication of the effect of system investment on future transmission system reliability.
This was introduced in the latest transmission rate filing application.

>Organizational changes were implemented in 2016 establishing a Planning Analytics team that works closely
with the asset planners. This has enabled better performance analysis and integration into the Investment
Planning process.

>Multi-year transmission and distribution reliability targets are in development as part of the COO roadmap and
will be set in accordance with the desired outcomes, corporate goals and strategies by the end of May 2017.

>Transmission Strategies have been implemented combining planned maintenance activities into a single work-
stream to enable the reduction of planned outages, creating outage and work bundling opportunities in the
execution phase, hence reducing the risk of customer delivery point interruptions.

>Annual iterative processes are in place to conduct detailed analyses on transmission customer delivery point
performance and determine investment options for outliers. This enables integration into business plans
through an annual review of the interruption data on both the single-circuit and multi-circuit systems to identify
the main issues (and geographical areas) that are negatively impacting the system’s reliability.

>Annually, a comprehensive analysis of the 5-yr and 10-yr historic transmission reliability performance is
executed. Within this process, opportunities identified within Hydro One's control are the primary focus; these
are further investigated for remediation investment options in accordance with the Customer Delivery Point
Performance Standard (CDPPS). Communication to affected Customers on plans for outlier improvement
activities occurred for the first time in 2016 and is now an annual iteration.

>A high-level analysis of the 5-yr historic transmission reliability performance vs maintenance program spend
was completed, identifying opportunities for shifting of program funds to asset classes which contribute
significant duration minutes to overall reliability performance.

>A comprehensive review of the outstanding deficiency reports (i.e. Defect Notifications, DRs) across all the
asset hierarchies: T&D Stations & Lines (and Forestry program) has been completed, ensuring that no open DRs
of a critical rating are unaddressed. This action ensures that no known deficiencies are overlooked, and
mitigates the impact equipment failures can have on planned outages.

>The Distribution System Plan (DSP) for the 2017-2022 timeframe has been developed and included in the
recent rate filing submission. Strategic updates based on customer consultation feedback were incorporated in

Page 2 of 10



=

late 2016 along with adjusted investments in programs to improve reliability on specific under-performing
assets.

>Distribution Strategies implemented include: Increasing Programs for line renewal and distribution station
renewal; moving the location of rebuilt lines from off-road line sections to road allowances to improve access
and facilitate fault-finding; enabling control room visibility and controllability of many devices, and prioritizing
vegetation management programs to focus on reliability to large commercial/industrial customers.

>Distribution investment prioritization matrix has been updated to include greater weighting on reliability and
more priority categories to give field crews more direction for work throughput and better visibility to important
feeders. This includes off ramps in the program (forestry) to cut lower priority work if funding constraints are
encountered.

>Monitoring of distribution work accomplishments on a more granular level (including project completions) are
in place and reported monthly. Station refurbishments include monitoring and control in the scope of work and
Line switch remote controllability is monitored annually to demonstrate number of controllable points.

2. Transmission and Distribution Systems Spend Related to Reliability [Rec 7, 13] (Complete v')

Recommendations included conducting an assessment of past maintenance expenditures and activities to
determine what changes and improvements can be made to more effectively focus efforts on the critical factors
that improve system reliability and to conduct benchmarking cost assessments related to reliability.

Activities Completed:

>Transmission: Several activities were completed in the areas of reviewing of maintenance expenditures,
reliability performance, enabling work bundling opportunities and deficiency reports. All of these activities are
listed above under item 1.

>Transmission: Cost and reliability performance benchmarking was completed by Navigant and submitted as
part of the 2017-2018 rate filing application.

>Distribution: An assessment of past maintenance expenditures and activities was completed, with a focus on
critical factors and contributors to the distribution reliability measure. Strategic updates to distribution
programs and projects, based on customer consultation feedback, were undertaken in Q3 2016, are supported
by standardized Investment Summary Documents (ISDs) which are included in the Distribution System Plan.

>Distribution: Hydro One participated in benchmarking studies to support its approaches to the investment,
maintenance and sustainment activities included in the recently filed distribution rate application. Studies
included vegetation management, pole replacement program and station refurbishment program.

>Distribution: In 2016 Hydro One undertook an independent third-party review of the Distribution System Plan,
providing unit cost validation for forestry, pole replacement and station refurbishment programs.
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3. Transmission and Distribution Assets in Service Beyond Their Expected Life [Rec 3, 4, 12] (Complete v')

Recommendations included ensuring that its applications for rate increases to the Ontario Energy Board provide
accurate information on its asset replacement activities, including whether assets in poor condition that were
cited in previous applications were replaced and whether the same assets are being resubmitted. In addition,
the findings had recommended targeting assets that have exceeded their planned useful service life and have
the highest risk of failure and to re-assess its practice of replacing assets that are rated as being in good
condition.

Activities Completed:

Context Clarification: As defined in our latest rate filing evidence, the expected service life is the average time in
years that an asset can be expected to operate under normal system conditions. It does not imply the asset will
need immediate replacement beyond this period of time. Hydro One operates a fleet of assets that are beyond
expected service life. However, Hydro One’s asset management objective is to maintain asset performance
while minimizing full life cycle costs. This is accomplished through proper maintenance and timely replacement
which are detailed in our application. This approach benefits ratepayers by minimizing rate increases.

The Auditor General made a recommendation that Hydro One should be replacing assets based on their age
rather than their condition. Hydro One employs investment planning processes, systems and trained planning
Engineers to make prudent renewal plans based on multiple risk factors. The Company’s experience is that our
expected service life for various assets is appropriate given the operations, maintenance and conditions under
which they are used. Hydro One does not replace assets that, while old, are in good working condition. The aim
is to maximize the life expectancy of an asset and optimize work efficiency in order to derive the most value
from our investments.

>The expected service life values for key asset classes was reviewed, found to be valid and in line with other
utilities. Replacement rates and pacing of investments are reflected in both the transmission and distribution
rate applications and aligned with the customer consultation needs and preferences.

>Transformer and breaker replacement strategies, selection process and execution methodology are clearly
outlined in our rate filing evidence, providing the rationale behind each replacement.

>Transmission: A third party industrial expert, Electric Power Research Institute (EPRI), reviewed our
transformer fleet health (condition) assessment. This supports our fleet health assessment methodology to
verify that rate increases accurately reflect asset replacement activities.

Context Clarification: The Auditor General made conclusions regarding the deferral or delay in replacing
transmission transformers. This conclusion was solely based on asset condition information but without the
benefit of the full information that Hydro One uses in determining asset replacement.  Asset Condition is not
the sole consideration in determining the need to replace an asset. These replacement decisions take into
account many factors; conversely, assets in good condition may need replacement based on other factors such
as environmental, health and safety, inadequate capacity and customer needs, while assets that are
deteriorated may be deprioritized due to their having a less material impact on the system.

>Transmission: All transformers selected for replacement in 2017-2018 are supported by detailed assessments
and engineering reports. Replacement is anchored by an overarching strategy document. Individual transformer
replacement decisions are based on Asset Risk Assessment process as outlined in rate filing evidence.
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4. Information Provided to OEB in Rate Applications [Rec 6] (Complete v")

Recommendations included ensuring that its applications to the Ontario Energy Board for rate increases include
accurate assessments of the condition of its assets.

Activities Completed:

Context Clarification: Hydro One endeavors to ensure all data submitted to the OEB for rate setting purposes
accurately reflects its forward test year plans. In making this statement, the Auditor General appeared to have
focused on investments that appeared in successive applications. In practice, investments are sometimes
delayed due to work execution delays or other factors including changes in priority due to changing
circumstances since the last rate application.

>To address this concern Hydro One has provided evidence supporting the 2017-2018 capital spending plans.
These plans are based on the best information available at the time of filing the application. Hydro One is also
prepared to explain variations from its previous plans and/or OEB approved spending amounts, compared to
actual work completed. In addition, data quality improvement activities have been taken explained under item 5
below.

5. Asset Analytics System — Data Remediation [Rec 5, 11] (Mostly Complete M )

Recommendations included enhancing the Asset Analytics system to include information on all key factors that
affect asset investment decisions; review and adjust current weighting assigned to risk factors to more
accurately reflect their impact of asset condition and risk of failure; and make changes to procedures so that
updates to its data are complete, timely, reliable and accurate to ensure the information can support its asset
replacement decision making process.

Activities Completed:

Context Clarification: The purpose of Asset Analytics is to provide asset planners with convenient access to asset
data and assess emerging risk factors in an efficient manner. Decisions to replace assets are made by the asset
planners in part based on Asset Analytics output and also based on many factors fully described in our rate filing
evidence. Asset Analytics is one tool to aid in decision making, but it is not the only factor considered.

>A data remediation project was established in 2015 to address data quality, population levels, processes and
functionality issues related to the Asset Analytics tool. The focus was on data used in the AA algorithms.

>Significant data and functionality improvements for Asset Analytics were completed over 2015-2016, with key
activities as follows:

» Metrics: Dashboards for population levels, missing data reports and effectiveness of new assets completeness
have been established for all of the Transmission and Distribution asset hierarchies.

» Data: Transmission Stations data has been increased from 35% to 85%, Transmission Lines from 50% to 70%, with
new assets consistently close to 100% population

> Data: Distribution Stations data has been increased from 35% to 60%, Distribution Lines data is a current focus,
starting at 69%, with a plan to get to 85% by year end. This work is in progress.
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>  GIS: A backlog of TLGIS updates has been completed; and the distribution MADX translator has been fixed. With
these fixes in place, transmission and distribution Planners can now see updates using the AA tool to view an
accurate transmission and distribution network configuration in a GIS environment.

» Roles: Accountabilities for creation, revisions, updates, deletions of all transmission assets are documented in the

Line of Business Reference Registry (LRR) for more than 330 transmission and distribution asset classes.

» Characteristics: ~30-40% of asset characteristics were discarded through workshops conducted to confirm “needs”
tied to business needs. This eliminates data being collected for fields that are not required. All characteristic data
has been assigned a priority rating, high priority data population is showing great improvement.

> Data Templates: More than 250 data templates were revised, enabling better data quality entry and providing
clear direction to staff in LOB population roles.

» Legacy population strategies were employed; utilizing default values, data audits/comparisons to other systems,
matching of records on key attributes, and some manual entry. All of these contributed to improving the quality
and population level of the transmission hierarchies.

> In progress: Distribution data remediation continues, focusing on key activities such as asset counts across multiple
systems (i.e. poles, pole-top transformers in GIS, SAP differ at present), development of Lines metrics dashboard
and process fixes, targeted completion for main activities is by the end of 2017.

6. Prioritization of the Distribution System Vegetation Management Program [Rec 10] (Complete v")

Recommendations included shortening the vegetation management cycle to be more cost-effective and in line
with other similar local distribution companies and to change the way we prioritize lines that need clearing.

Activities Completed:

>A comprehensive review of the vegetation management program was undertaken and the prioritization model
was improved to better support decision-making through the increase in reliability weighting on the risk matrix
so that it becomes a major driver of prioritization. The program is reviewed annually.

> The vegetation management program has been adjusted to get feeders to an eight-year cycle over the longer
term and in 2016, a new On-Cycle Maintenance Program was introduced. It is not economically feasible to get to
a shorter (4-year) cycle as the Auditor General had recommended. Re-focusing work crew deployment and
flexible locational work is also being implemented to enable improvement in unreliable areas.

7. Preventive Maintenance Orders Backlog on Transmission Equipment [Rec 2] (Complete v')

Recommendations included establishing a timetable that eliminates a growing preventive maintenance backlog
and improved oversight of preventive maintenance programs to ensure it is completed as required and on time.

Activities Completed:

>Backlog: The identified backlog was partially due to a one-time generation of 2,440 PCB oil sampling orders
(consisting of 12,500 equipment) to facilitate execution efficiency. These orders are not expected to be
completed until 2021. These oil sample testing orders are to ascertain PCB level in oil filled equipment older
than 1985. The result of these testing will determine if the PCB level is >50 ppm, which will help Hydro One
determining whether a retro-filling or replacement is needed to comply with federal regulation to phase out PCB
by 2025.
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>Qversight: There are clearly outlined accountabilities, authorities and processes around preventive
maintenance order generation, prioritization, redirection, scheduling, cancellation and deferral. This includes an
over-release strategy (8% buffer above and beyond available resources) for maintenance orders to minimize
outages. No critical preventive maintenance orders can be deferred without approval from Asset Management.

8. Use of Smart Meters Capabilities to Improve Response to Power Outages [Rec 14] (Mostly Complete M)

Recommendations included improving customer service and lowering repair costs relating to power outages
through more accurate and timely dispatches of its repair crews and to develop a plan and timetable for using
its existing smart meter capability to pinpoint the location of customers with power outages.

Activities Completed:

>The Advanced Metering Infrastructure for Operations and the Advanced Metering Infrastructure for Analytics
project charters have been reviewed and approved for implementation. This will allow for integration of the
smart meter outage data to the outage management system, enable monitoring of asset loading information
based on the network topology and proactively allow monitoring of our assets to avoid premature and possibly
unplanned asset failures due to overloaded equipment.

>Our pilot technology has continued to deliver value. As a result, in addition to being able to ping meters to
determine whether customers have power at their premise and avoid re-dispatching crews for further repair
work, it will deliver further value by consolidating multiple meters without power and showing the scope of a
power outage to the control room operators.

>In progress. Requirements and scope have been solidified and vendors chosen to do the work. Estimated
completion and implementation is the end of 2017.

9. Electronic Devices Security Framework [Rec 8] (Complete v')

Recommendations included developing a comprehensive security framework to cover all electronic devices
ensuring a robust and high level of security for the transmission system to mitigate the risk of service disruptions
due to sabotage, vandalism, software viruses, or unauthorized changes to device software or controls.

Activities Completed:

>Hydro One has completed the development of a comprehensive security framework. This framework is called
the Hydro One Security Code of Practice which includes the Security Policy and Security Operating Standards for
the organization. The Code of Practice was completed and implemented as part of the NERC CIP v5 Standards.

10. Transmission and Distribution Spare Transformers Fleet [Rec 15] (Complete v')

Recommendations included improving the spares forecasting model; review and adjust spares inventory levels;
develop plans to standardize in-service transformers and set targets and timelines for achieving savings.
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Activities Completed:

Note: All activities are applicable to both the Transmission and Distribution power transformer spares.

>The Markov Model used to predict spare requirements have been updated; this model utilizes industry proven
strategic spares risk analysis methodology to determine the appropriate quantity of operating spares.

>Spares Strategies. Transmission and Distribution Spares strategies have been approved. The strategies address
key issues such as (i) reducing existing inventory, (ii) reinforcing first-in-first-out policy, and (iii) establish spare
transformers shelf life to trigger mandatory deployment.

>Standardization. Transmission power transformer fleet was reviewed for further standards incorporation and
determined that the existing 14 procurement standards are sufficient, limited value in adopting additional
standards. Distribution power transformer fleet was reviewed and a refined set of procurement standards was
established, reducing from 60 standards down to 45. Quantification of savings and timelines for achieving same
has been established and documented.

>A comprehensive review and documentation of power transformer inventory at the Central Maintenance Shop
(CMS) was completed and plans are in place to ensure required compliment totals are accurate and maintained.
Asset data (including Level 1, 2, 3 spares information) has been updated in the system of record (i.e. SAP) to
enable better tracking of available spares and their deployment status. Reviews will be completed annually.

11. Power Quality Meters Data Use, Helping Customers Avoid Disruptions [Rec 16] (Complete v')

Recommendations included minimizing the number and impact of power quality events for its large customers
through proactively using the data collected by its power meters to help assess the frequency and location of
power quality events on its transmission and distribution systems, thereby improving the reliability.

Activities Completed:

>Hydro One has completed system studies to estimate the magnitude, frequency and duration of power quality
voltage sag events. The results of these system studies provide an indication of the number, severity and
duration of voltage sag events that a customer may experience and should be able to withstand. These studies
are used by Hydro One to identify and undertake initiatives to minimize power quality impacts to customers and
Customers will be able to use these studies to inform their decisions regarding investments to improve their
resilience.

>Hydro One is working with our customers to enable their revenue meters to serve as PQ meters. This will allow
for more effective assessment of PQ events and customer impact. We have also offered the services of 3rd party
experts to assess customers’ facilities and recommend measures to increase their resilience to minor to
moderate PQ events.
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12. Management Oversight Processes over Capital Project Costs [Rec 17] (Mostly Complete M )

Recommendations: Included conducting benchmarking to assess capital construction project costs; adherence
to industry-normal contingency and escalation allowances; to improve management reporting and oversight of
project costs showing actual project costs and completion dates compared to estimates.

Activities Completed:

>Total Cost Benchmarking study (Navigant) was completed noting a number of benchmarks for project
management performance. The internal work breakdown structure has been refined to enable a more efficient,
consistent and accurate cost collection process for capturing project actual costs and comparisons.

>Contingency and escalation allowances have been reviewed and redefined. Escalation rates are now in line and
consistent with our corporate business plan and we have implemented a quantitative project risk management
methodology. In addition, a formalized project closure report process (including all project stakeholders) has
been implemented to analyze the project plan and the effectiveness of its execution.

>In progress. Hydro One is currently working to develop relationships with peer Canadian utilities to develop a
consistent approach to benchmarking capital project work with an early focus on transmission lines projects and
with a subsequent focus to be on substation projects.

Summary of Outstanding Remediation Activities [5 activities in total]

1. Transmission & Distribution Systems Reliability Performance [Rec 1, 9] [two open activities]
» Multi-year transmission and distribution reliability targets are in development and will be set in
accordance with the desired outcomes, corporate goals and strategies by the end of May 2017.

5. Asset Analytics System — Data Remediation [Rec 5, 11] [one open activity]

> Distribution data remediation continues, focusing on key activities such as asset counts across multiple
systems (i.e. poles, pole-top transformers in GIS, SAP differ at present), development of Lines metrics
dashboard and process fixes, targeted completion for main activities is end of Q3 2017.

8. Use of Smart Meters Capabilities to Improve Response to Power Outages [Rec 14] [one open activity]

» Requirements and scope have been solidified and vendors chosen to do the work. Estimated completion
and implementation is the end of 2017.

12. Management Oversight Processes over Capital Project Costs [Rec 17] [one open activity]

> Hydro One is currently working to develop relationships with peer Canadian utilities to develop a
consistent approach to benchmarking capital project work with an early focus on transmission lines
projects and with a subsequent focus to be on substation projects. Estimated completion is end of 2017

Follow-Up Request — Internal Audit — Validation of Activities Completion
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> Internal Audit validated 39 activities as completed in Sept 2016. As a follow-up, at the end of March
2017, a request was made to Internal Audit to validate evidence on the remaining items completed over
the timeframe of Oct 2016 to March 2017. This will take place before the end of 2017.
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ATTACHMENT 5: CORPORATE ORGANIZATION CHART

This Attachment describes the corporate organization as it relates to Hydro One
Distribution. Hydro One Distribution is owned and operated by Hydro One Networks
Inc., a wholly-owned subsidiary of Hydro One Inc., which in turn is wholly-owned by
Hydro One Limited.

1. CORPORATE ORGANIZATION

Figure 1 shows the organizational structure of Hydro One Limited as of February 28,
2017. This chart is simplified and does not include all legal entities within Hydro One

Limited’s organizational structure.

HYDRO OME
ORGANIZATIONAL CHART AT FEBRUARY 28, 2007

Public Sharehalders

Common Shares and Common shares
Series 1 preferred shares

Hydra One Limited

Public Debt

100% 1005

Hydre One Inc.

100%, 100%

Hydro One Hydro One Remote Hydro One B2M Hydro One Sault Ste. Other - Non-0EB regulated
Metworks Ine. Communities Inc. Entities Marie Entities subsidiaries of HOI

Rate-Regulated Businesses

Figure 1: Hydro One Limited Corporate Structure

Witness: Michael Vels
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Hydro One’s internal organization is led by its President and Chief Executive Officer
whose direct reports include: the Chief Financial Officer; the Chief Operating Officer;
the Executive Vice-President and Chief Legal Officer; the Executive Vice-President of
Customer and Corporate Affairs; the Executive Vice-President and Chief Human
Resources Officer; Executive Vice-President of Strategy and Corporate Development;
and the Vice-President of the Office of the President & CEO.

2. GOVERNANCE AGREEMENT

Hydro One Limited entered into a governance agreement with the Province dated
November 5, 2015 (the “Governance Agreement”) which describes the principles that
govern how Hydro One Limited will be managed and operated, including that the
Province, in its capacity as a holder of voting securities, will engage in the business and
affairs of Hydro One Limited as an investor and not as a manager. It also contains
commitments by the Province restricting the exercise of its rights as a holder of voting

securities.

The Governance Agreement specifically addresses the following matters: (i) the
governance principles under which Hydro One Limited will be managed and operated;
(it) the nomination of directors, which includes: (a) the requirement for a fully
independent board of directors (other than the Chief Executive Officer) and (b) the
maximum number of directors that may be nominated by the Province; (iii) the election
and replacement of directors; (iv) approvals requiring a special resolution of the directors;
(v) restrictions on the right of the Province to initiate fundamental changes; (vi) pre-
emptive rights provided to the Province with respect to future issuances of voting
securities by Hydro One Limited; and (viii) limits with respect to the Province’s

acquisition of outstanding voting securities.

Witness: Michael Vels
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The Governance Agreement also provides that the Boards of Directors of Hydro One Inc.
and Hydro One Networks Inc. shall be comprised of the same directors as the Board of
Hydro One Limited, until the Board of Hydro One Limited determines otherwise. To
date, the Board of Hydro One Limited has not changed the constitution of the other
Boards. The Governance Agreement also specifically refers to the governance of Hydro
One Limited's subsidiaries, providing that the subsidiaries should be managed and
operated in a way that allows Hydro One Limited to comply with the governance

principles contained in the Governance Agreement.

Witness: Michael Vels
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CUSTOM IR APPLICATION SUMMARY

1. APPLICATION STRUCTURE

Hydro One’s application is based on a Custom Incentive Rate-Setting approach for a 5-
year period. The methodology utilized is a Revenue Cap IR in which revenue for the test
year t+1 is equal to the revenue in year t inflated by the Revenue Cap Index (“RCI”) set

out below.

Hydro One’s revenue requirement in the first year of the 5-year period (2018) is
determined using a cost of service, forward test year approach, consistent with the
Board’s Renewed Regulatory Framework (“RRF”) as most recently set out in the
Handbook for Utility Rate Applications (the “Handbook™), released by the Board in
October 2016. The revenue requirement in each of the following four years (2019-2022

inclusively) is determined using an RCI that is calculated for each year.

The RCI includes an industry-specific inflation factor and two custom productivity
factors. Consistent with RRF, these productivity factors are explicitly included in the rate
adjustment mechanism and provide an incentive for Hydro One to achieve capital and
OM&A productivity improvements that are in addition to those imbedded in the 2018 to
2022 Hydro One Distribution Business Plan in Exhibit A, Tab 3, Schedule 1, Appendix 1.

The RCI also includes a Custom Capital Factor (“C”) that is designed to recover revenue

related to new capital investments that are placed in-service in each test year, as further
described in this Exhibit.

Witness: Oded Hubert
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The Custom Revenue Cap Index (RCI) is expressed as:
RCI=1-X+C
Where:

e “I”is the Inflation Factor, as determined annually by the OEB.

e “X” is the Productivity Factor that is equal to the sum of Hydro One’s Custom
Industry Total Factor Productivity measure and Hydro One’s Custom Productivity
Stretch Factor.

e “C” is Hydro One’s Custom Capital Factor, determined to recover the incremental
revenue in each test year necessary to support Hydro One’s proposed Distribution
System Plan, beyond the amount of revenue recovered in rates.

Although Hydro One is seeking the Board’s approval for a Revenue Cap IR and Revenue
Cap Index, the overall approach is consistent with the RRF and is similar to the custom
Price Cap IR and Price Cap Index methodology approved by the Board in EB-2014-0016,
for Toronto Hydro-Electric System Limited.

The proposed Revenue Cap IR has a number of advantages versus a Price Cap IR. The

Revenue Cap IR:

e Gives Hydro One the needed flexibility to introduce new rate classes in 2021 to fully
integrate Norfolk Power Distribution Inc., Haldimand County Hydro Inc., and
Woodstock Hydro Services Inc. (“Norfolk”, “Haldimand”, and “Woodstock”,
together the “Acquired Utilities”), as described in Exhibit A, Tab 7, Schedule 1;

e Permits the continued transition to fully-fixed rates for residential customers (EB-
2014-0416);

e Provides adequate flexibility to reset customer rates should the OEB proceed with the
elimination of the Seasonal Rate Class over the 2018 to 2022 Custom IR term (EB-
2013-0416/EB-2016-0315);

e Provides adequate flexibility to reset customer rates as the OEB advances its initiative
relating to rate design for Commercial and Industrial electricity customers (EB-2015-
0043); and

Witness: Oded Hubert
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e Allows Hydro One to update its billing determinants to reflect estimated changes in
the load forecast over the Custom IR term, consistent with its proposal to integrate the
Acquired Utilities.

11 INFLATION FACTOR

In its December 2013 Report, “Rate Setting Parameters and Benchmarking under the
Renewed Regulatory Framework for Ontario’s Electricity Distributors” (EB-2010-0379),
the OEB established a methodology for determining the annual Inflation Factor (“1”) to
be used in incentive-based rate adjustment mechanisms. The Inflation Factor is based on

the weighted sum of:

e 70% of the annual percentage change in Canada’s GDP-IPI (FDD) as reported by
Statistics Canada; and

e 30% of the annual percentage change in the Average Weekly Earnings for workers in
Ontario, as reported