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protection bill monitoring

Robert Mace
President & CEO, Thunder Bay Hydro Electricity Distribution Inc.

Robert Mace is the President and CEO of Thunder Bay Hydro Electricity Distribution Inc., and its three

subsidiary companies.

Mr. Mace currently sits as the Northwestern Ontario representative for the Electricity Distributors
Association Board and occupies a position on the MEARIE Board. He has previously served as Chair of
both entities. Additionally, Mr. Mace sits on the Board of the Electrical Safety Association. He participates
as a member of the IESO’s Stakeholder Advisory Committee and the OEB Chair’s Advisory Committee.

2

6/26/17,3:21 PM



Thunder Bay, Kenora hydro companies explore potential merger - Thund...  http://www.cbc.ca/news/canada/thunder-bay/thunder-bay-kenora-hydro-...

Thunder Bay, Kenora hydro companies explore potential merger

Two northwestern Ontario utilities announced memorandum of understanding Friday

CBC News Posted: Oct 21, 2016 11:33 AM ET Last Updated: Oct 21, 2016 3:16 PM ET

The locally-owned hydro companies in Thunder Bay and Kenora, Ont. have signed a memorandum of
understanding to explore a potential merger.

The proposed venture, which was announced in a press release Friday, would help both utilities operate
in an increasingly complex power industry, in part by achieving economies of scale, said Robert Mace,
the president and CEO of Thunder Bay Hydro,

"You don't need to have two audits, you don't need to do two sets of filings to your regulator, you don't
have to have multiple insurance policies," he told CBC News.

"Part of what we're doing through this process is putting together a business model for when those
efficiencies would kick in and, frankly, what the transition costs are."

A merger could help reduce the price of electricity in Thunder Bay and Kenora, Mace said.

Other utilities examining consolidation

In Friday's press release, Mace was quoted as saying that a number of utilities in Ontario are exploring or
actively pursuing consolidation.

"As this complexity continues, larger, better resourced utilities will be better positioned to effectively and
efficiently meet the needs of our customers," he added.

The president and CEO of Kenora Hydro also noted that the two companies are already working together
on initiatives like smart meters and office support.

"Thunder Bay does our after-hours callouts, we have a joint plan for conservation and demand
management and a lot of the administrative functions are handled through Thunder Bay, so anywhere it
makes good business sense to share those services, we are currently doing so," said Dave Sinclair.

According to the joint statement, the hydro companies will start analysing the feasibility of a merger and
how customers and the municipalities would be affected.

Mace added that there will be public discussions on the proposal, and recommendations are possible by
late spring 2017.

Any potential merger must be approved by city councils in both municipalities.
Thunder Bay Hydro employs 130 people and has 50,000 customers, while Kenora Hydro employs 14

people and serves 5,600 customers.

Explore CBC
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1.0-SEC-11
Ref: Exhibit One, page 36

[1, p.36] Please provide evidence to support the statement “In practice, [the IRM] adjustment does not
keep up with various costs such as rising salaries and wages, new initiatives and regulatory compliance
requirements.”

Thunder Bay Hydro Response:

Thunder Bay Hydro provides the following examples in the table below as evidence of cost
increases in excess of the IRM adjustment:

2014 2015 2016
IRM Adjustment (net) 1.3% 1.4% 1.8%
Negotiated wage rate 2.25% 1.5% 2.0%
OEB Annual 14.37% (15.6%) 107.8%
Assessment Costs
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Additional Costs are Recovered
through Rates

m 20.97% increase in Annualized Distribution Revenue

0 Budget to Budget 14% due to May 1 effective
date

m High increase amount function of COS 4 year cycle
— Capital spending increases largely unfunded
between COS decisions

12017 Residential Distribution Rate +20.9%
02013 Residential Distribution Rate +18.53%
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Source: Thunder Bay Newswatch

Infrastructure improvements driving
Thunder Bay Hydro bid to increase rates

Infrastructure investments for the future of Thunder Bay Hydro will mean increasing distribution
rates, according to the company.

Nov 24, 2016 12:13 AM by: Jon Thompson




Residential Customer 7 Fysis

Average 750 kWh / Month

Current Proposed Change

Thunder Bay Hydro 22.52 27.23 4.71
Other Distribution Charges 2.90 1.89 (1.01)
Transmission Charges 8.30 6.52 (1.78)

Sub-Total of Delivery 33.71 35.63 1.92

Regulatory Charges 490 4.90 0.00
Electricity (TOU) 83.54 83.54 0.00

Total on Bill Before Taxes 122.16 124.08 1.92
HST 15.88 16,15 .25

TOTAL BILL IMPACT $138.04 $140.21 ($ 217 1.57%

Key Factors

in Requested Rate Increase

Past and Future Investments in
End of Life Infrastructure

New Targeted Maintenance Programs
and Increased Forestry Activity

Required Move to Monthly
Customer Billing

Increased Regulatory Expenses

Thunder Bay Hydro president Robert Mace answers questions regarding the utility's application
to increase distribution rates at a community meeting held at the Oliver Road Community Centre
on Wednesday evening.



THUNDER BAY -- Thunder Bay Hydro's top executive says rebuilding infrastructure for the
future will mean it will need to increase distribution rates.

The local utility is appealing to the Ontario Energy Board for permission to increase rates $4.71
or 1.57 per cent for the average home. If approved, the changes would take effect May 1, 2017.

"The bulk of the increase, our ask, in the rate application relates to investing in our electricity
distribution infrastructure. It's the biggest strategic issue we have," said Thunder Bay Hydro
president Robert Mace.

Of the $4.1 million in increased revenue the proposal would bring in, $2.8 million would be
committed to infrastructure.

Mace made his case to the OEB at a public meeting on Wednesday evening, arguing system
sustainability depends on having upgraded between 400 and 600 poles per year since 2012 and
upgrading over 600 per year next four years.

"Historically, we were behind where we needed to be. If you go back to 2008, we were doing
200 poles. If you keep doing that, the system in 20 years, is going to fall down around your ears,"
he said.

"We've now gotten past that point. It's not getting older and in fact in that last few years, it's
getting younger."

According to the company's self-reported scorecard, Thunder Bay Hydro's cost per customer was
$635 in 2015, having risen from $577 in 2011.

The OEB sets those annual "adjustment" increases based on inflation and profitability indicies.
The "rate" increase for which Thunder Bay Hydro is now applying can be perceived as the first
step in the next five-year cycle.

Local distribution rates are currently listed as the fourth lowest in Ontario but they would
be among the lower 20th or 25th percentile if the municipality wanted to recover the
company's 5.69 per cent profitability, as the city is the company's sole shareholder.

"If we were going to provide a full rate of return to the city, they have somewhere in the
neighbourhood of $26 million debt with us that we don't pay any interest or principle on," Mace
said.

"If they wanted that money, we'd have to raise rates to pay for it. As a consequence of the
shareholder forgoing their financial return, we have among the lowest distribution rates in
Ontario for residential customers."

Only seven members of the public attended Wednesday evening's session and only two
registered to speak.



Peter Kresin was among them, claiming delivery charges to his home on the city's southwest side
would increase 18 per cent under Thunder Bay Hydro's proposal. He said he has been seeing 10
per cent increases to his bill per year since 2012.

"I've reduced my energy consumption but I'm getting to the point where there's a limit. You can
only reduce so much and it doesn't really matter," he said.

"Whatever you reduce, because they're not collecting enough money, they can apply for rate
increases to make up the difference. That's the hydro system."

OEB manager of stakeholder relations Sylvia Kovesfalvi said those opinions will be taken into
account including those citizens who submit their testimonies online.

"Rarely do utilities get everything they want," she said.

"In 2015, we reviewed 12 cost of service applications and reduced the rate asks by $50 million."
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4.0-SEC-52

[4-SEC-20, Board Presentation] Please show through a numerical calculation that $2.8 million
of the deficiency sought to be recovered in increased rates is the result of the Capital Investment
Plan. Please confirm that, at the Community Day, the CEO of the Applicant told customers that
$2.8 million of the rate increase was 68% of the rate increase, and was the result of increased
spending on capital assets.

THUNDER BAY HYDRO RESPONSE

Thunder Bay Hydro’s statement is supported as follows:

Increases over 2013 Board Approved to support Capital Investment

Depreciation & Loss on Disposal $ 356,459

Regulated Return $2,028,180
PlLs $ 403,572

$2.788,459 or $2.8M

Thunder Bay Hydro confirms that the CEO told customers the following:

“We need this increase to pay for:
= Past and Future Investments in end of life infrastructure

=  $2.8M or 68% of total increase”.

97
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ltems which Increase to Support
Capital Reinvestment

m Increases relative to prior COS Rates

0 Depreciation on capital investments $653K,
18.9%

Olncrease in return on Debt & Equity $2M, 58%

m Approx. $2.8M of total $4.1M increase
related to Capital Investment Plan
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4. Generally, do you feel that you receive value for the portion money you pay Thunder Bay Hydro?
Very Satisfied

Somewhat satisfied

Somewhat dissatisfied

Very dissatisfied

Rate Increase

Thunder Bay Hydro has applied to the Ontario Energy Board seeking approval of a rate increase of
approximately $4.71 per month on the average residential customer’s bill effective May 1, 2017. This
equates to a 20.92% increase. However, because other areas of your hydro bill will be decreasing,
Thunder Bay Hydro estimates that this will result in a total bill increase of $1.92 per month for the
average residential bill. The resulting overall increase on the residential bill is 1.57%.

Prior to having these bill impacts available, Thunder Bay Hydro surveyed our residential, small
commercial and industrial customers in late 2015 and the early winter of 2016. Because Thunder Bay
Hydro has these bill impacts we are resurveying our customers.

The next two sections of this survey will outline the reasons why Thunder Bay Hydro is asking for a rate
increase by walking through the cost drivers.

Capital Renewal

Several years ago, Thunder Bay Hydro recognized that a significant portion of its assets (poles, wires,
transformers, etc.) were nearing the end or exceeding their useful life. To combat this, Thunder Bay
Hydro put in place a capital plan to incrementally increase infrastructure renewal spending in order to
ensure that old assets were replaced at a steady and manageable renewal rate. Other portions of the
capital budget such as system access and general plant are expected to remain flat.

Thunder Bay Hydro’s plan includes an incremental increase in capital renewal spending in 2017. As
illustrated in the graph below.

44 |Page
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Thunder Bay Hydro Actual and Proposed Capital
Budget
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Thunder Bay Hydro’s system engineers believe that this renewal approach is needed to maintain system
performance while keeping bill impacts manageable over the longer-term.

As mentioned previously, Thunder Bay Hydro is proposing the average residential customers’ rate
increase by approximately $4.71 per month on the distribution portion of their bill in 2016. The cost to
continue financing this renewal plan makes up approximately $2.21 of the proposed increase which is
47% of the proposed distribution rate increase.

5. With regards to projects focused on replacing aging equipment in poor conditions,
which of the following statements best represents your point of view?

Thunder Bay Hydro should invest what it takes to replace the system’s aging
infrastructure to maintain system reliability, even if that increases my

monthly electricity bill by a few dollars over the next few years.

Thunder Bay Hydro should lower its investment in renewing the system’s

aging infrastructure to lessen the impact of any bill increase, even if

that means more or longer power outages.

Don’t know

No opinion

45| Page
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Operating Maintenance & Administration Costs

The operating costs of Thunder Bay Hydro include costs for operating, maintaining the system and
administering the utility, and are comprised of employee wages and benefits, outside services,
regulatory costs (including OEB license fees) and other miscellaneous costs (including postage and
trucking). As mentioned above, Thunder Bay Hydro is seeking an increase of $4.71 per month. The
operating cost portion of the increase is approximately $1.55 per month, which is 33% of the proposed
distribution rate increase.

The operating cost increase is comprised of the following major cost drivers:

First, employee wages and benefits: Thunder Bay Hydro’s employees received an inflationary increase in
wages. This is approximately $0.60 per month.

Second, regulatory costs: Thunder Bay Hydro’s regulatory costs have increased; largely due to the OEB’s
increased licensing fees and mandatory monthly billing. This accounts for $0.40 of the proposed OM&A
increase.

Third, outside services: Thunder Bay Hydro has proposed an increase to the tree trimming program and
started a new porcelain insulator replacement program. The objective of these programs is to reduce
safety risk and increase reliability. This represents $0.33 of the proposed monthly increase.

Fourth, remaining operating costs: The remaining $0.22 make up miscellaneous expenses such as
trucking and administrative costs.

6. Now that you have a better sense of the operations of Thunder Bay Hydro, including the cost
drivers, do you feel the proposed operating budget is reasonable?

Yes

No

| Don’t know

Thunder Bay Hydro endeavours to keep operating costs as low as possible. Some of these costs cannot
be avoided and must be incurred.

However, there are some costs which Thunder Bay Hydro can be flexible with. For example, the planned
tree trimming program can be spread to a seven year program instead of five years. The number of
years represents how long it would take Thunder Bay Hydro to complete the entire service area.

Foreign interference and tree contacts accounted for an average of 29% of outages by duration between
2012-2015.

46 | Page
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Human Element
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Figure 5.2.3-6 Outage Causes by Duration 2012-2015

Moving from 5 to 7 years tree trimming cycle would lower the impact of the program from $0.33 per
month to $0.28 per month for the average residential customer; however it may also increase the risk of
increased outages caused by tree contacts.

Thunder Bay Hydro engineers believe a 5 year program is the right approach - to balance the rate
increase against the risk of increased outages. But we want to know what you think.

7. Would you like to see the tree trimming program done over five years, as proposed, or over seven
years ?

| support Thunder Bay Hydro’s proposed 5 year tree trimming program.

| prefer a 7 year tree trimming program, which will help lower my rates, but could result in increased
outages due to foreign interferences and tree contacts in my service area.

No opinion.

8. The remaining $0.22 per customer per month represents normal inflationary costs for things like
trucking, IT equipment and other administrative costs. Do you feel that this increase is:

Reasonable

Unreasonable

| Don’t know

To recap, Thunder Bay Hydro has applied for a $4.71 increase to the distribution portion of the

residential bill. Again, the distribution portion of the residential bill represents approximately 16% of
the total bill. In terms of the entire electricity bill, Thunder Bay Hydro estimates that the average

47 |Page
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residential customer will end up paying $1.92 per month more in 2017, as other portions of the hill
are forecasted to come down next year.

10. Considering the costs of Thunder Bay Hydro's application, would you say
The rate increase is reasonable

| don’t like it, but | think the rate increase is necessary

The rate increase is unreasonable

| Don’t know

SEGMENTATION
These last few questions are for statistical purposes only and we remind you again that all of your
responses are completely confidential.

AGE: Can you tell me what age category do you fall into?
Less than 18 0

18-251

25-342

35-443

45-54 4

55-64 5

65 years or older 6

Prefer not to answer

11. Do you own or rent your home?
Own

Rent

Prefer not to answer

12. How would you describe your primary residence? Would you say you live in

A fully-detached home;

A semi-detached home;

An apartment or condo building less than 5 stories;
An apartment or condo building 5 stories or higher?
Prefer not to answer

13. Counting yourself, how many people live in your household?
1 person

2---7 people

8 or more people

Prefer not to answer

48 |Page
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2.0-SEC-45

[2-VECC-4] Please confirm that, as a result of the reduction in working capital allowance, driven
largely by the move to monthly billing, the working capital included in rate base for the test year is
lower by $7.39 million, and the revenue requirement is reduced by $349,512 (at 4.73% WACC)
plus the PILs associated with the equity component, about $93,517, for a total of $443,029. Please
explain why, at the Community Day, the President of the Applicant told customers that $234,000
of the reason for the rate increase was the OEB’s requirement to go to monthly billing, but did not
mention the $443,029 offsetting rate reduction from the same cause.

THUNDER BAY HYDRO RESPONSE

Thunder Bay Hydro was addressing the OM&A cost drivers in the presentation. OM&A postage
cost increase was $234K and the most significant driver of this was the transition to monthly

billing. See also response to 4.0-SEC-54.

Thunder Bay Hydro agrees that the change in the working capital factor resulted in a reduction of
$443,029 in Distribution Revenue; however, this was not relevant to the discussion of the OM&A

Cost Drivers.

77
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4.0-SEC-51

[4-SEC-20, Board Memo] Please confirm that the Board of Directors of the Applicant has not yet
approved the operating and capital budgets contained in the Application. Please confirm that, by
reason of statements at page 6 of the Report to the Board of Directors, it is expected that the actual
spending by the Applicant in the test year is forecast to be based on a deficiency of about two-
thirds of the deficiency included in the Applicant (i.e. a 14.1% increase in revenues rather than a
20.97% increase in revenues).

THUNDER BAY HYDRO RESPONSE

Thunder Bay Hydro confirms that the Board of Directors has approved the 2017 Provisional
Capital and Operating budgets contained in the Application. Page 6 of the Notes to the
Provisional Budget is dealing with Distribution Revenue only and not the 2017 spending. The
budget as presented to Thunder Bay Hydro Board of Directors represents the fact that rate
increases are effective May 1% and as such, 2017 results will in fact be less than what is filed as

part of the COS process which requires calendar year assumptions

96
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4.0-SEC- 20
Ref: Exhibit Four, page 5

[4, p. 5] The Applicant describes the normal budget process in a non-rate-application year, and how the
process differed due to the rate application in 2016. Please confirm that an operating budget is not being
approved by the board of directors in Q4 of 2016. If that is not confirmed, please provide the operating
budget actually approved by the board of directors for 2017, and the materials provided to the board of
directors by management in the process of obtaining that approval.

Thunder Bay Hydro Response:

Thunder Bay Hydro Board of Directors did not approve an operating budget, but rather have
approved a Provisional Budget. Please refer below to President’s Report to the Board of
Directors; 2017 Provisional Capital and Operations Budget and COS Application — Impacts on
2017 Budget - Nov 22 2016

362 |Page
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PRESIDENT’S REPORT
fo the Board of Directors

Item No. 2016 D5.5
Corporate Division:  Distribution Company
Preparation Date: November 15, 2016

Board Meeting Date: November 22, 2016

Subject: 2017 PROVISIONAL CAPITAL & OPERATIONS BUDGET

Purpose of Report

Attached for the Board’s information is the 2017 Capital and Operations Budget
package which supports the utility's 2017 Cost of Service Distribution Rate
Application.

Comments

Under normal circumstances the Board approves the budget late in the year for the
following year. After approval, the budgeted expenditure levels do not change
without subsequent Board approval. However, in years when the utility is filing a
Cost of Service (COS) Distribution Rate Application with the Ontario Energy Board,
a change to this process is required.

Due to the COS application process, the budget being presented should be
considered as a provisional budget. The expenditures budget as presented has
been included in the COS application as support for our requested rates. As the
Board is aware from our previous 2013 COS decision, there is a high probability that
the rate decision we receive from the regulator will necessitate changes to both the
revenue and expenditure budgets for 2017. It is anticipated that not all of the
budgeted expenditures reflected in the budget will be approved in the rate decision.
As such, there is little to be gained from a thorough review and formal approval of
the attached budget package.

The 2017 COS decision is not expected until sometime next spring. In the likely
event that the decision requires revisions to 2017 expenditures, a revised budget

Page 1
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President's Report to the Board of Directors Page 2

which reflects these revisions will be provided to the Board for review and formal
approval.

The Board should also be aware that while the Operations budget does contain a
line item for Distribution Revenue, this line item is ultimately what will be decided by
the COS decision. The post COS decision budget to be provided later will reflect for
the Board the actual impact of the OEB decision

Normally the President leads the Board through a discussion which outlines factors
that have influenced the budget, discusses the link between previous Board
decisions and strategy to the budget, and compares key components of the current
budget to the previous year's budget. This discussion will be undertaken at a future
Board meeting once the COS decision has been received and the budget package
has been adjusted.

Although the Board is not being asked to formally approve the 2017 Capital and
Operating budget at this time, technically management has no authority to expend
financial resources in 2017 without prior Board approval. As such, the Board will be
asked to consider a resolution granting management the authority to expend
resources at a level consistent with the approved 2016 Budget adjusted for
inflationary increases. Such approval will be replaced with a formal 2017 Budget
approval once the COS decision is received and an adjusted budget package is
considered by the Board.

An alternative course of action would be to approve the Budget package as
presented, with the condition that a revised budget package be presented for Board
approval once the COS decision is received. However, the President feels that
approving a lower overall level of provisional expenditures and potentially adjusting
the budget upward at a later date is the more prudent option.

In lieu of a full budget presentation at the upcoming Board meeting, the President
will present the Board with an overview of items in the budget which are likely to
attract the interest of the regulator in the COS process.

As always, if any Directors require additional information or have any questions on
this item they should not hesitate to contact me directly.

Attachments

1. 2017 Capital and Operations Budgets
2. COS Application — Impact on Budget (Presentation)
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Recommendations

THAT, the Board of Directors approves a provisional level of Capital and Operating
expenditures for 2017 that are consistent with inflation adjusted Board approved
2016 Budget amounts. Such provisional approval shall be replaced with Board
approval of 2017 Capital and Operating budgets once the 2017 Cost of Service
Distribution Rate Decision is received from the Ontario Energy Board.

Respectfully Submitted: Robert Mace, MBA
President & CEO

= A

Signature:

365|Page
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SHAREHOLDER DECLARATION

This Declaration is made as of May 18, 2011, by THE CORPORATION OF THE CITY OF
THUNDER BAY, in its capacity as the sole shareholder of Thunder Bay Hydro Corporation. It
restates, amends and replaces the original shareholder declaration passed as of October 30, 2000.

[ RECITALS: ]

(a) Each of Thunder Bay Hydro Corporation (the “Corporation™), Thunder Bay Hydro
Electricity Distribution Inc. (“DistributionCo”), Thunder Bay Utility Service Inc.
(“ServiceCo™) and Thunder Bay Renewable Power Inc. (“PowerCo”) is a corporation
formed under the Ontario Business Corporations Act (“OBCA”).

(b) DistributionCo, PowerCo and ServiceCo are referred to, collectively, in this shareholder
Declaration as the “Subsidiary Companies”. The Corporation and the Subsidiary
Companies are jointly referred to as “Thunder Bay Hydro™ and/or “the Thunder Bay
Hydro Group of Companies”.

(c¢) The Corporation of the City of Thunder Bay (the “Shareholder”) is the beneficial owner
of all the issued shares of the Corporation and the Corporation is the beneficial owner of
all the issued shares of the Subsidiary Companies.

(d) The Corporation and DistributionCo are the successors to the business of the historic
Hydro Electric Commission of Thunder Bay. They inherited this business in 2000, at the
time that each was incorporated.

(e) The Shareholder wishes to establish certain principles of governance and to outline its
expectations and objectives relating to the Thunder Bay Hydro Group of Companies”.

NOW THEREFORE THIS DECLARATION WITNESSES:

SECTION ONE: INTERPRETATION

1.1 Definitions: Wherever a term set out below appears in the text of this Declaration with
its initial letter capitalized, the term shall have the meaning set out for it in this Section
1.1. Wherever a term below appears in the text of this Declaration in regular case, it shall
be deemed to have the meaning ordinarily attributed to it in the English languageln this
Declaration:

(a) Board means the board of directors of the Corporation or any Subsidiary.

(b) Business means the businesses carried on by the Corporation and the Subsidiary
Companies as at May 18, 2011.

(c) Business Review has the meaning given to it in Section 5.1.

(d) City Manager means the person employed by the Shareholder with this title, or, should
the title change, the person employed by the Shareholder whose duties equate to those of
the City Manager as of May 18, 2011.
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Corporation has the meaning given to it in Recital (a).
Corporation Board means the board of directors of the Corporation.

Declaration means this shareholder declaration including its recitals and schedules, as
amended, supplemented or restated from time to time.

DistributionCo has the meaning given to it in Recital (a).
DistributionCo Board means the board of directors of DistributionCo.

Lien means lien, mortgage, charge, hypothec, encumbrance, security interest, pledge,
hypothecation, deposit arrangement, priority, conditional sale agreement, other title
retention agreement or other security arrangement of any kind that secures the payment
of any indebtedness or liability or the observance or performance of any obligation.

OBCA means the Business Corporations Act, R.S.0. 1990, c. B.16, as amended from
time to time, including successor legislation.

PowerCo has the meaning given to it in Recital (a).

Rate Minimization Model means a Shareholder philosophy of minimizing electricity rates
for customers of DistributionCo by having these rates reflect the Shareholder forgoing its
allowable regulated return on shareholder equity from DistributionCo and forgoing
payment of interest or principal on long term debt held in DistributionCo by the
Shareholder.

Shareholder means The Corporation of the City of Thunder Bay, its successors and
assigns.

Shareholder Representative has the meaning given to it in Section 3.2.
ServiceCo has the meaning given to it in Recital (a).

Subsidiary means, with respect to the Corporation, any corporate or other entity of which
more than 50% of the outstanding securities of any class carrying exercisable voting
rights are beneficially owned, directly or indirectly, by the Corporation, and includes any
corporate or other entity in like relation to a Subsidiary.

Subsidiary Companies means DistributionCo, PowerCo and ServiceCo.

Thunder Bay Hydro means the Corporation, the Subsidiary Companies, and any other
Subsidiaries formed or acquired from time to time.

Headings: The division of this Declaration into sections and the insertion of headings are
for convenience or reference only and are not to affect the construction or interpretation of
this Declaration.

Interpretation Rules: Unless otherwise specified, words importing the singular include
the plural and vice versa, and words importing gender include all genders. The term
“including” means “including without limitation”.
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1.4 Statutory References: Each reference to a provincial statute in this Declaration is
deemed to be a reference to that statute, and to all regulations made under that statute, in
either case, as amended or re-enacted from time to time.

1.5  Conflict: If there is a conflict between the provisions of this Declaration and the articles
or by-laws of any of the Hydro Group of Companies, the provisions of this Declaration
shall prevail and such articles and by-laws shall be amended accordingly. If there is
conflict between any provision of this Declaration and any other document contemplated
by or delivered under or in connection with this Declaration, the relevant provision of this
Declaration is to prevail.

1.6 Unanimous Shareholder Agreement: This Declaration is a unanimous shareholder
agreement within the meaning of the OBCA. To the extent that this Declaration specifies
that any matter may only be or shall be dealt with or approved by or requires action by the
Shareholder, the powers of the Board to manage and supervise the management of the,
business and affairs of the relevant corporatlon with respect to those matters are
correspondingly restricted.

SECTION TWO BUSINESS AND GOVERNING PRINCIPLES 1

2:1 Business: Subject to the approvals and restrictions set out in this Declaration, Thunder
Bay Hydro may engage in such business activities as are permitted by applicable law from
time to time, including the Energy Competition Act, 1998 and the Green Energy Act. In
particular, the business activities of DistributionCo shall include distributing electricity
and such other incidental and ancillary activities as are permitted by law and approved by
the Shareholder from time to time. For clarity, any restrictions, approvals or consents
imposed or required by this Declaration on or by the Shareholder regarding Thunder Bay
Hydro shall be deemed to have been met or given by the Shareholder if the action is
required to be undertaken by applicable legislation or regulation governing the business of
Thunder Bay Hydro.

22 Governing Principles: Except as may be amended by the Shareholder from time to time,
the principles in this Section 2.2 will govern the operations and affairs of Thunder Bay
Hydro.

(a) DistributionCo shall be operated in accordance with the Rate Minimization
Model.

(b) The business and affairs of Thunder Bay Hydro shall at all times be conducted on
a commercially prudent basis and in a manner consistent with the energy policies
and financial performance objectives established by the Shareholder from time to
time.

(c) Thunder Bay Hydro shall provide, through DistributionCo, a reliable, effective
and efficient electricity distribution system.
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(d) Distribution rates to customers of DistributionCo shall be set by the
DistributionCo Board in accordance with the best interests of DistributionCo and
the directives of the Shareholder.

(e) The Business shall at all times be conducted in accordance with all applicable law
and the licenses, codes, policies, rules, orders, approvals and consents of every
governmental or regulatory authority having jurisdiction over Thunder Bay
Hydro.

3] Thunder Bay Hydro shall operate in a safe and environmentally responsible
manner and shall promote energy conservation and environmental responsibility,
subject to any provision, limitation or restriction imposed by legislation,
regulation or order.

(2) Thunder Bay Hydro shall maintain a prudent financial structure for the
Corporation and its Subsidiaries which is consistent with sound financial
principles and is established on the basis that these entities are intended to require
no additional investment by the Shareholder, except where the Shareholder
otherwise determines.

(h) Thunder Bay Hydro shall develop, maintain and implement appropriate risk
management strategies and internal controls consistent with industry norms to
properly minimize and manage all risks related to its Business.

(1) Thunder Bay Hydro shall develop a long range strategic plan for the Corporation
and its Subsidiaries which is consistent with the maintenance of a viable business
and preserves the value of its Business.

Implementation: The Boards, with specific direction from the Shareholder as and when
determined by the Shareholder from time to time, shall be responsible for determining and
implementing the appropriate balance among the principles in Section 2.2, and the
respective Boards shall be responsible for causing each of the Thunder Bay Hydro Group
of Companies to conduct its affairs in accordance with those principles.

| SECTION THREE: _THE BOARDS OF DIRECTORS ]

3.1

Duties of the Boards Subject to this Declaration and those matters requiring approval of
the Shareholder as set out in it, the Boards of each of the respective Thunder Bay Hydro
Group of Companies will supervise the management of the business and affairs of the
relevant corporation, including the specific matters set out in this Section 3.1.

(2) Each Board shall establish appropriate reserves consistent with sound financial
principles and objectives set out in this Declaration.

(b) Each Board shall approve any dividend payment or distribution of capital, in
accordance with this Declaration or other direction of the Shareholder.

(¢) Each Board shall select bankers and other financial institutions and establish required
banking authorities.
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f&A Ontario Energy Board
Revenue Requirement Workform
(RRWF) for 2017 Filers

Capitalization/Cost of Capital

Line

No. Particulars Capitalization Ratio Cost Rate
Initial Application
(%) ®) (%)
Debt
1 Long-term Debt 56.00% $62,830,836 2.10%
2 Short-term Debt 4.00% $4,487,917 1.65%
3 Total Debt 60.00% $67,318,753 2.07%
Equity
4 Common Equity 40.00% $44,879,168 9.19%
5 Preferred Shares 0.00% $- 0.00%
6 Total Equity 40.00% $44,879,168 9.19%
7 Total 100.00% $112,197,921 4.92%
Interrogatory Responses
(%) ®) (%)
Debt
1 Long-term Debt 56.00% $61,923,526 2.05%
2 Short-term Debt 4.00% $4,423,109 1.76%
3 Total Debt 60.00% $66,346,635 2.03%
Equity
4 Common Equity 40.00% $44,231,090 8.78%
5 Preferred Shares 0.00% $- 0.00%
6 Total Equity 40.00% $44,231,090 8.78%
7 Total 100.00% $110,577,725 4.73%
Per Board Decision
(%) ®) (%)
Debt
8 Long-term Debt 56.00% $56,280,837 2.10%
9 Short-term Debt 4.00% $4,020,060 1.65%
10 Total Debt 60.00% $60,300,897 2.07%
Equity
11 Common Equity 40.00% $40,200,598 9.19%
12 Preferred Shares 0.00% $- 0.00%
13 Total Equity 40.00% $40,200,598 9.19%
14 Total 100.00% $100,501,495 4.92%
Notes

Return

®)

$1,317,699
$74,051
$1,391,750

$4,124,396
$-
$4,124,396

$5,516,146

®)

$1,271,826
$77,847
$1,349,673

$3,883,490
$-
$3,883,490

$5,233,162

$)

$1,180,332
$66,331
$1,246,663

$3,694,435
$-
$3,694,435

$4,941,098
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@ Ontario Energy Board
Revenue Requirement Workform
(RRWF) for 2017 Filers

Revenue Requirement

Line Particulars Application Interrogatory Per Board Decision
Responses
No.
1 OM&A Expenses $15,729,872 $15,729,872 $15,729,872
2 Amortization/Depreciation $3,587,236 $3,604,822 $3,604,822
3 Property Taxes $6,700 $6,700 $6,700
5 Income Taxes (Grossed up) $403,572 $264,024 $264,024
6 Other Expenses $-
7 Return
Deemed Interest Expense $1,391,750 $1,349,673 $1,246,663
Return on Deemed Equity $4,124,396 $3,883,490 $3,694,435

8 Service Revenue Requirement

(before Revenues) $25,243,526 $24,838,580 $24,546,516
9 Revenue Offsets $1,247,451 $1,445,060 $-
10 Base Revenue Requirement $23,996,074 $23,393,520 $24,546,516

(excluding Tranformer Owership

Allowance credit adjustment)
11 Distribution revenue $23,996,075 $23,393,520 $23,393,520
12 Other revenue $1,247,451 $1,445,060 $1,445,060
13 Total revenue $25,243,526 $24,838,580 $24,838,580
14 Difference (Total Revenue Less

Distribution Revenue Requirement

before Revenues) $0 U] - U] $292,065 M

Summary Table of Revenue Requirement and Revenue Deficiency/Sufficiency

Application Interrogatory Responses 4% ?  Per Board Decision A% (2)
Service Revenue Requirement $25,243,526 $24,838,580 ($0) $24,546,516 ($1)
Grossed-Up Revenue
Deficiency/(Sufficiency) $4,132,757 $3,530203  ($0) $3,169,975  ($1)

Base Revenue Requirement (to be

recovered from Distribution Rates) $23,996,074 $23,393,520 ($0) $24,546,516 ($1)
Revenue Deficiency/(Sufficiency)

Associated with Base Revenue

Requirement $4,132,757 $3,530,203 ($0) $ - ($1)

Notes
o Line 11 - Line 8
@ Percentage Change Relative to Initial Application
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f&? Ontario Energy Board
Revenue Requirement Workform
(RRWEF) for 2017 Filers

Revenue Deficiency/Sufficiency

Initial Application

Interrogatory Responses

Per Board Decision

Line Particulars At Current At Proposed At Current At Proposed At Current At Proposed
No. Approved Rates Rates Approved Rates Rates Approved Rates Rates
1 Revenue Deficiency from Below $4,132,757 $3,530,203 $3,169,975
2 Distribution Revenue $19,863,318 $19,863,318 $19,863,318 $19,863,318 $19,863,318 $20,223,545
3  Other Operating Revenue $1,247,451 $1,247,451 $1,445,060 $1,445,060 $1,445,060 $1,445,060
Offsets - net
4  Total Revenue $21,110,769 $25,243,526 $21,308,378 $24,838,580 $21,308,378 $24,838,580
5  Operating Expenses $19,323,808 $19,323,808 $19,341,394 $19,341,394 $19,341,394 $19,341,39%4
6  Deemed Interest Expense $1,391,750 $1,391,750 $1,349,673 $1,349,673 $1,246,663 $1,246,663
8  Total Cost and Expenses $20,715,558 $20,715,558 $20,691,067 $20,691,067 $20,588,057 $20,588,057
9  Utility Income Before Income $395,211 $4,527,968 $617,311 $4,147,514 $720,321 $4,250,524
Taxes
10  Tax Adjustments to Accounting ($3,005,054) ($3,005,054) ($3,151,196) ($3,151,196) ($3,151,196) ($3,151,196)
Income per 2013 PILs model
1 Taxable Income ($2,609,843) $1,522,914 ($2,533,885) $996,318 ($2,430,875) $1,099,327
12  Income Tax Rate 26.50% 26.50% 26.50% 26.50% 26.50% 26.50%
13 ($691,609) $403,572 ($671,480) $264,024 ($644,182) $291,322
Income Tax on Taxable Income
14  Income Tax Credits $- $- $- $- $- $-
15  Utility Net Income $1,086,819 $4,124,396 $1,288,791 $3,883,490 $1,364,503 $3,986,500
16  Utility Rate Base $112,197,921 $112,197,921 $110,577,725 $110,577,725 $100,501,495 $100,501,495
17  Deemed Equity Portion of Rate $44,879,168 $44,879,168 $44,231,090 $44,231,090 $40,200,598 $40,200,598
Base
18  Income/(Equity Portion of Rate 2.42% 9.19% 2.91% 8.78% 3.39% 9.92%
Base)
19 Target Return - Equity on Rate 9.19% 9.19% 8.78% 8.78% 9.19% 9.19%
Base
20 Deficiency/Sufficiency in Return -6.77% 0.00% -5.87% 0.00% -5.80% 0.73%
on Equity
21 Indicated Rate of Return 2.21% 4.92% 2.39% 4.73% 2.60% 5.21%
22 Requested Rate of Return on 4.92% 4.92% 4.73% 4.73% 4.92% 4.92%
Rate Base
23  Deficiency/Sufficiency in Rate of -2.71% 0.00% -2.35% 0.00% -2.32% 0.29%
Return
24  Target Return on Equity $4,124,396 $4,124,396 $3,883,490 $3,883,490 $3,694,435 $3,694,435
25 Revenue Deficiency/(Sufficiency) $3,037,576 $0 $2,594,699 $- $2,329,932 $292,065
26  Gross Revenue $4,132,757 $3,530,203 ™ $3,169,975
Deficiency/(Sufficiency)
Notes:

™

Revenue Deficiency/Sufficiency divided by (1 - Tax Rate)
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! 2nd Floor, City Hall

Superior by Nature 500 Donald Street East
Thunder Bay, ON P7E 5V3

CITY MANAGER'S OFFICE Tel: (807) 625-2224
Fax: (807) 623-1164

February 7, 2017
DELIVERED BY EMAIL

Mr. Robert Mace

President

Thunder Bay Hydro

34 Cumberland Street N Suite 101
Thunder Bay ON P7A 414

Dear Mr. Mace:

Re: Clarification concerning the Rate Minimization Model in the Shareholder Declaration
governing Thunder Bay Hydro Corporation and its subsidiaries made as of May 18, 2011

We understand that a question relating to the interpretation of the shareholder declaration governing
Thunder Bay Hydro Corporation and its subsidiaries made as of May 18, 2011 (the “Shareholder
Declaration”) has arisen in the context of the Thunder Bay Hydro Electricity Distribution Inc.
(“Thunder Bay Hydro”) 2017 rate application that was filed with the Ontario Energy Board on
September 9, 2016 (the “Application™).

Relevant excerpts from the Shareholder Declaration are included as Appendix “A” to this letter.

We have reviewed an interrogatory question and response labelled as 5.0-SEC-32 which arose during
the discovery phase of the Application, which we have attached as Appendix “B” to this letter.

[ would like to clarify the views of the Corporation of the City of Thunder Bay (the “City”) that no
amendments to the Shareholder Declaration are required to allow for the inclusion of the full ROE in
rates to fund retained earnings, as described in the Application. You may file this letter on the public
evidentiary record in connection with the Application if you deem it appropriate.

In particular:

1. Section 2.2 of the Shareholders’ Declaration establishes the principles that will govern the
operations and affairs of Thunder Bay Hydro.

2. Subsection (a) of the governing principles stipulates that Thunder Bay Hydro shall be
operated in accordance with the Rate Minimization Model.

3. Rate Minimization Model is defined in Section 1.1(m) to mean “a Shareholder philosophy of
minimizing electricity rates for customers of DistributionCo by having these rates reflect the
Shareholder forgoing its allowable regulated return on shareholder equity from
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DistributionCo and forgoing payment of interest or principal on long term debt held in
DistributionCo by the Shareholder.”

4. Pursuant to the Rate Minimization Model, and subject to Section 6.1 of the Shareholder
Declaration, the City of has voluntarily agreed to forego its entitlement to:

a. receive dividends (“the Shareholder forgoing its allowable regulated return on
shareholder equity from DistributionCo”); and

b. be paid for interest or principal on its long term debt (‘“forgoing payment of interest or
principal on long term debt held in DistributionCo by the Shareholder™).

5. The City does not view the Shareholder Declaration as prohibiting Thunder Bay Hydro from
seeking to include in rates the full allowed ROE that is permitted by the Ontario Energy
Board for the purposes of financing retained earnings and supporting the funding of
necessary capital investments in the system as proposed in the Application.

6. Thunder Bay Hydro’s request to include in rates the full allowed ROE is, in the view of the
City, consistent with the obligation to maintain a prudent financial structure which is
consistent with sound financial principles as stipulated in Section 2.2(g) of the Shareholder
Declaration, which provides: “Thunder Bay Hydro shall maintain a prudent financial
structure for the Corporation and its Subsidiaries which is consistent with sound financial
principles and is established on the basis that these entities are intended to require no
additional investment by the Sharcholder, except where the Shareholder otherwise
determines.”

7. Thunder Bay Hydro’s request to include in rates the full allowed ROE is, in the view of the
City, consistent with the ongoing obligation to perform all maintenance and capital work
necessary to maintain a safe and reliable electricity distribution system as stipulated in
Section 2.2(c) of the Shareholder Declaration, which provides: “Thunder Bay Hydro shall
provide, through DistributionCo, a reliable, effective and efficient electricity distribution
system.”

8. Finally, Thunder Bay Hydro’s request to include in rates the full allowed ROE is, in the view
of the City, consistent with the obligation to conduct the business and affairs of Thunder Bay
Hydro on a commercially prudent basis as stipulated in Section 2.2(b) of the Shareholder
Declaration, which provides: “The business and affairs of Thunder Bay Hydro shall at all
times be conducted on a commercially prudent basis and in a manner consistent with the
energy policies and financial performance objectives established by the Shareholder from
time to time.”

Sincerely,
The Corgjoration of the City of Thunder Bay

Nort Gal'q& City Manager
[ have authority to bind the City
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Appendix “A”

Excerpts from the Shareholder Declaration made as of May 18, 2011 governing Thunder Bay Hydro
Corporation (the “Corporation”) and its subsidiaries including Thunder Bay Hydro Electricity
Distribution Inc. (“DistributionCo "), Thunder Bay Utility Services Inc. (*“ServiceCo ") and Thunder
Bay Renewable Power Inc. (“PowerCo”):

1.1 Definitions: Wherever a term set out below appears in the text of this Declaration with its initial

s

[..

letter capitalized, the term shall have the meaning set out for it in this Section 1.1. Wherever a
term below appears in the text of this Declaration in regular case, it shall be deemed to have the
meaning ordinarily attributed to it in the English language in this Declaration:

]

(m) Rate Minimization Model means a Shareholder philosophy of minimizing electricity rates for
customers of DistributionCo by having these rates reflect the Shareholder forgoing its allowable
regulated return on shareholder equity from DistributionCo and forgoing payment of interest or
principal on long term debt held in DistributionCo by the Shareholder.

]

2.2 Governing Principles Except as may be amended by the Shareholder from time to time, the
principles in this Section 2.2 will govern the operations and affairs of Thunder Bay Hydro.

(a) DistributionCo shall be operated in accordance with the Rate Minimization Model.

(b) The business and affairs of Thunder Bay Hydro shall at all times be conducted on a
commercially prudent basis and in a manner consistent with the energy policies and financial
performance objectives established by the Shareholder from time to time.

(¢) Thunder Bay Hydro shall provide, through DistributionCo, a reliable, effective and efficient
electricity distribution system.

(d) Distribution rates to customers of DistributionCo shall be set by the DistributionCo Board in
accordance with the best interests of DistributionCo and the directives of the Shareholder.

(e) The Business shall at all times be conducted in accordance with all applicable law and the
licenses, codes, policies, rules, orders, approvals and consents of every governmental or
regulatory authority having jurisdiction over Thunder Bay Hydro.

(f) Thunder Bay Hydro shall operate in a safe and environmentally responsible manner and shall
promote energy conservation and environmental responsibility, subject to any provision,
limitation or restriction imposed by legislation, regulation or order.

(g) Thunder Bay Hydro shall maintain a prudent financial structure for the Corporation and its
Subsidiaries which is consistent with sound financial principles and is established on the
basis that these entities are intended to require no additional investment by the Shareholder,
except where the Shareholder otherwise determines.
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(h) Thunder Bay Hydro shall develop, maintain and implement appropriate risk management
strategies and internal controls consistent with industry norms to properly minimize and
manage all risks related to its Business.

(i) Thunder Bay Hydro shall develop a long range strategic plan for the Corporation and its
Subsidiaries which is consistent with the maintenance of a viable business and preserves the
value of its Business.
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5.0-SEC-32
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5.0-SEC-32
Ref: Exhibit Five, page 6

[S, p. 6] The Rate Minimization Model, which binds the board of directors of the Applicant through the
Shareholder Declaration, prohibits the inclusion in rates of the “allowable regulated return on shareholder
equity”. The current Application seeks to include in rates the full allowed ROE. Please provide the
amendment to the Shareholder Declaration, or other documentary evidence, showing that the City of
Thunder Bay has legally modified the Rate Minimization Model to allow the inclusion in rates of full ROE. If
no such documentary evidence is available, please provide evidence that the Applicant has the legal
authority under its constating documents to seek approval for inclusion of full ROE in its rates starting in
2017.

Thunder Bay Hydro Response:

No amendments to the Shareholder Declaration are required to allow for the inclusion of the full

ROE in rates as set out in the Application.

The Rate Minimization Model is one of the principles stipulated in Section 2.2 of the Shareholder

Declaration which Thunder Bay Hydro must comply with.

Rate Minimization Model “means a Shareholder philosophy of minimizing electricity rates for
customers of DistributionCo by having these rates reflect the Shareholder forgoing its allowable
regulated return on shareholder equity from DistributionCo and forgoing payment of interest or

principal on long term debt held in DistributionCo by the Shareholder.”

In simple terms, the Rate Minimization Model prohibits the payment of dividends, interest or
principle to the Shareholder. Thunder Bay Hydro is and will comply with the Rate Minimization
Model. The Application demonstrates this: Thunder Bay Hydro does not forecast the payment of
any dividends, interest or principle to the Shareholder. Doing otherwise would be in violation of the

Rate Minimization Model.

However, Section 2.2 the Shareholder Declaration includes other principles that Thunder Bay
Hydro must also comply with. For example, Thunder Bay Hydro must operate and maintain a
reliable, effective and efficient electricity distribution system; and must maintain a prudent financial

structure which is consistent with sound financial principles and is established on the basis that it
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will require no additional investment by the Shareholder, except where the Shareholder otherwise

determines.

Thunder Bay Hydro has included in its Application a comprehensive five (5) year distribution
system plan that details a capital program that is needed to ensure Thunder Bay Hydro can meet
its obligation to operate and maintain a reliable, effective and efficient electricity distribution

system.

The Application is intended, in part, to fund this capital program. Thunder Bay Hydro has no other
way to recover funding for its capital program in rates except through the Board’s cost of capital

mechanism.

This is why the Application is seeking inclusion of the Board's allowed ROE: these funds are

necessary to include in retained earnings to finance the capital program set out in the Application.
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1.0-SEC-36

[1-Staff-3] Please explain and quantify how the Rate Minimization Model, as interpreted by
Thunder Bay Hydro, has resulted in a reduction in the rates of Ms. Koroscil, Ms. Tessier, Mr.
Wojak and Mr. Chiupka. Please disaggregate the impact on their distribution bills of the City’s
failure to take interest on its note, and its waiver of dividends on its equity.

THUNDER BAY HYDRO RESPONSE

The City’s voluntary waiver of interest on debt and its voluntary waiver of dividends on equity
results in total estimated savings of approximately $1.2M. Residential distribution revenue
represents approximately 58% or approximately $676K. This amounts to a monthly saving of
$1.24 for the average residential customer (based on the forecast of 45,489 residential

customers).
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Response to Interrogatories — Tsimberg Report

ER-Staff-79

Ref: p.3
At the above reference, it is stated that:

It is important to note that the final System Renewal budget for 2017 was not directly and exclusively
derived from the Health Index distribution in the ACA report (the relationship is described in detail in the
body of this report). Furthermore, although condition based needs represent an important input in
developing System Investment capital requirements, there are other factors that are taken into account
when deciding on appropriate System Renewal level, such as physical obsolescence, functional
obsolescence, compliance with standards, municipal initiatives, and corporate considerations, e.g.
financial constraints, input from customers, safety and environmental concerns, etc.

a) Please define each of the above referenced other factors and provide an
example of how each has been incorporated into the Thunder Bay Hydro renewal
capital expenditures planned for the test year.

b) Please discuss how physical obsolescence and functional obsolescence, as
used in the above statement, should be differentiated from the ACA Health Index
distribution.

c) In Mr. Tsimberg’s opinion, did Thunder Bay Hydro sufficiently take both physical
and functional obsolescence of assets into account when “deciding on
appropriate System Renewal level” as filed in the application?

THUNDER BAY HYDRO RESPONSE
a) Kinectrics was unable to respond to part (a) without input from Thunder Bay

Hydro. This response has been divided between the facts that are being
provided by Thunder Bay Hydro, and the responses supplied by Kinectrics, so
parties and the OEB can clearly understand where each response is coming
from. This approach has been used in other IRRs below where a similar issue

arose. The below chart defines each of the referenced ‘other factors’ and
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provides an example of how each was incorporated into the decision making

regarding capital expenditures planned for the test year.

Other Factor

Definition

Example of Incorporation

Physical Obsolescence

Occurs when an asset is
deteriorated to a point of
being at risk of failure.

Proactive asset replacements
for wood poles

Functional
Obsolescence

Occurs when an asset
cannot perform as needed
due to system
requirements

Voltage conversion projects
where replacement of
transformers is required to
complete the conversion to
ultimately decommission the
station.

Compliance with
Standards

Standards set out by
organizations such as
CSA, ESA, Measurement
Canada, and Environment
Canada.

Meter testing program

PCB Transformer Replacement
program

Municipal Initiatives

City of Thunder Bay
capital projects (road
widening, infrastructure
replacement) and
beautification initiatives.

Co-ordinating renewal projects
with city projects to avoid costs

Financial Constraints

Limit on the available
capital expenditures.

Strategic reduction of the
budget to meet the required
envelope

Input from Customers

Feedback and comments
from customer surveys
provided to TBHEDI
regarding system
planning.

Residential Customers
preference for cost minimization
reduced the overall budget
envelope

Commercial Customers
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preference for reliability
resulted in modifying the grid
modernization plan

Safety Concerns

Reports from staff and the
public which affect the
health and safety of both
internal and external
parties.

Increased budget in Lines
Safety Reports to handle the
backlog of assets identified as
safety concerns.

Environmental Concerns

Concerns with equipment
negatively impacting the
environment

Budget for Transformers and
Lines Safety Reports impacted
due to remediation costs.

KINECTRICS RESPONSE

b) ACA Health Index distribution only identifies units that are in bad condition. Units

that are physically or functionally obsolete are not necessarily in a bad condition

and, thus, sometimes are removed when NOT close to their physical end of life

c) | have no opinion on this question. The ACA was focused exclusively on

condition based needs. | did not examine the system renewal spending from this

perspective.
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1.0-SEC-38

[1-Staff-8] Please explain the process for determining the “targeted expenditure level” and the
“overall financial envelope”.

THUNDER BAY HYDRO RESPONSE

Thunder Bay Hydro has developed a Distribution System Plan. The plan was reviewed by an
external consulant (Kinectrics) and recommended spending levels in the various asset
categories resulted. Thunder Bay Hydro has not requested capital investment to the level
recommended. In consideration of the potential customer rate impact Thunder Bay Hydro
has decided to take a more conservative approach and has applied for a lower amount.
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1.0-SEC-5
Ref: Exhibit One, page 15

[1, p. 15] The description of the DSP appears to assume that it has not yet been written. Please provide a
full chronology of the DSP, including the dates or periods for a) information gathering and research, b)
physical inspection of assets, c) developing the DSP plan/strategy, d) first drafts of the DSP document or its
components, e) revisions to the document, f) first request for board of directors approval, and g) final
approval. If there are any other key milestones in the process (e.g. submission to the City and their
approval), please provide those as well.

Thunder Bay Hydro Response:

Thunder Bay Hydro as per the request has provided a chronology of the DSP including dates and
milestones in the process. It is also noted that the President provides periodic updates to the
Board of Directors regarding progress on strategic initiatives one of which is the Distribution
System Plan (DSP).

Chronology of the DSP

01/12-12/15 — Physical Inspection of Assets (1/3 of system is inspected annually)
06/15-03/16 — Information Gathering and Research

10/15 — Customer Engagement interview protocol prepared

10/15 — Initial DSP plan / strategy development preparation

02/16 — Customer Engagement Final report received

03/16/16 - Kinectrics Preliminary ACA

03/31/16 — DSP plan/strategy finalized and discussed with President

03/31/16 — Draft #1

04/11/16 — REG Plan submission to IESO

04/30/16 — Draft #2

05/13/16 — Kinectrics Revised ACA

58 |Page
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07/15/16 — Draft #3 provided to BLG for review

08/17/16 - Kinectrics Final ACA received

09/07/16 — Final Document Approved

59 |
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2.0-SEC-58

[Tsimberg, p. 4] Please confirm that the expert is being qualified as an expert in OEB
regulatory requirements. If confirmed, please provide the basis for that qualification. If not
confirmed, please explain the evidentiary effect claimed of the “opinion” with respect to
compliance with OED requirements.

THUNDER BAY HYDRO RESPONSE
Thunder Bay Hydro management did ask Mr. Tsimberg to express his views on

compliance with the Ch. 5 Filing Requirements. It is always beneficial to obtain the
views of an experienced third party in this regard. However, Thunder Bay Hydro does
not intend to qualify Mr. Tsimberg as an expert in regulatory requirements.

In Thunder Bay Hydro’s view, Mr. Tsimberg’s expertise is in asset management and

distribution system planning.

12
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2.0-SEC-59

[Tsimberg, p. 5] Please confirm that Kinectrics is an offshoot of Hydro One, and before that
Ontario Hydro. Please provide details of the role the expert Mr. Tsimberg played, if any, in the
bankruptcy/insolvency of Ontario Hydro due to its overspending on capital.

KINECTRICS RESPONSE
Kinectrics is not an offshoot of Hydro One.

Kinectrics started as Research Division of Ontario Hydro and after Ontario Hydro was
split up became a part of Ontario Power Generation (OPG). OPG then sold Kinectrics to

private owners.

Yury Tsimberg is not aware of any bankruptcy/insolvency of Ontario Hydro.

13
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2.0-SEC-60

[Tsimberg, p. 5] Please provide details of the extent, if any, to which the expert Mr. Tsimberg
personally reviewed or assessed the distribution system assets of the Applicant. Please include
details of all trips the expert made to Thunder Bay to review the assets, and the time spent in
each such trip in that type of review. If the expert did not engage personally in a review of the
assets, please provide all reports from other people, whether employees of Kinectrics or
otherwise, on which Mr. Tsimberg is relying in giving his opinion.

KINECTRICS RESPONSE
Mr. Tsimberg together with his Kinectrics team reviewed TBH’s asset categories and
available condition data.

Mr. Tsimberg visited TBH on 3 occasions, the first visit for half a day and the last two
visits for full day each as follows:

Visit one — November 6, 2015

Reviewed Kinectrics ACA methodology and discuss asset categories to be evaluated

Visit two — January 7, 2016

Kick-off meeting to finalize data categories to be evaluated and assess available data

Visit three — July 13, 2016

ACA results presentation and review by asset category

14

48



‘S'é‘- THUNDER BAY

" HYDRO

Response to Interrogatories — Tsimberg Report
2.0-SEC-61

[Tsimberg, p. 6] Please provide details of how the HI formulae for the Applicant differs from
the HI formulae for other distributors for whom Kinectrics has done the same type of consulting
work. For each difference in the formulae, please explain the rationale for the difference, the
extent, if any, to which the difference depends on management or engineering judgment by the
local LDC personnel, and the impact of the difference on the comparability of results between
LDCs.

KINECTRICS RESPONSE
Kinectrics is using the same general formula for all its LDC clients. The differences have

to do with available condition data and asset degradation curves. The former is data
driven while the latter depends on the engineering judgement by the local LDC

personnel, both LDC-specific.
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2.0-SEC-62

[Tsimberg, p. 6] Please provide the full HI calculation for the Applicant’s assets, as determined
by Kinectrics for the purposes of the ACA. Please provide the result in live Excel format, with
all formulae live as in the original calculation. Where the calculations draw on source data,
please provide the source data, also in live Excel format. Please ensure that the data provided
includes the Data Availability Indicator for each asset or group of assets assessed.

KINECTRICS RESPONSE
Kinectrics formulae in “live” format represent Kinectrics developed proprietary IP and, as

such, cannot be shared with other parties as this will severely undermine Kinectrics’
commercial position. Complete results of the ACA, including DAI are presented in

Exhibit 2, Attachment 2-I, Appendix C.
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2.0-SEC-76

[Tsimberg, p. 18] Please provide the factual basis on which the expert observed the paragraph
commencing “In putting together capital plans...”

KINECTRICS RESPONSE
Contained in DSP included in Exhibit 2, Attachment 2-I.
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2.0-SEC-77

[Tsimberg, p. 18] Please provide the factual basis on which the expert observed “Decision
making follows the Asset Management Framework”.

KINECTRICS RESPONSE
Through the review of Exhibit 2, Attachment 2-I, DSP Section 5.3 Asset Management

Process.
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2.0-SEC-78

[Tsimberg, p. 18] Please provide the factual basis on which the expert observed “Existing
capital planning process includes prioritization”.

KINECTRICS RESPONSE
Through the review of Exhibit 2, Attachment 2-I, DSP, Section 5.4.2.3 “Project

Prioritization Tools and Methods”.

50
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ER-AMPCO-35
Ref: Page 18

a) Does the expert have an opinion on the quality or accuracy of TBHEDI’s
response to the Chapter 5 requirements?

KINECTRICS RESPONSE
Please see section 7 of the report.
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ER-VECC-2
Ref: ACA Report

a) Please explain the role of Ms. Katrina Lotho in preparing the ACA report and
the role of Mr. Tsimberg in reviewing the report.

b) The ACA methodology requires assessment of condition parameters or
asset characteristics. Which author carried or verified the TBH’s asset
condition testing?

c) Specifically, which author verified the sample size (shown in Table IlI-1)

and made the “data gap” assessment shown in Table Il1-4.

d) Which author inspected the assets characteristics for the assets listed in
Table I11-17?

THUNDER BAY HYDRO RESPONSE
The Ontario Energy Board stated in Procedural Order No. 5 that (emphasis added):

“Intervenors shall request any relevant information and documentation from

Thunder Bay Hydro on the new expert report only, by written interrogatories

filed with the OEB and served on all parties by June 2, 2017.”
VECC does not cite the new expert report in this interrogatory. Rather VECC'’s
questions relate solely to the ACA. The ACA has been on the evidentiary record, and all
parties including VECC have had ample opportunity to ask questions about it. Thunder
Bay Hydro submits that this interrogatory is in breach of the procedural directions of the
Board in Procedural Order No. 5.
Despite this, to the extent additional information may be of assistance to the Ontario
Energy Board in its decision making on this case, and to avoid further procedural
delays, Thunder Bay Hydro has asked that Kinectrics provide a response to this

interrogatory.
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KINECTRICS RESPONSE
a) Katrina Lotho calculated Health Indices of assets using asset data provided by

TBH. From the calculated health, the flagged for action plan was found. Katrina
Lotho then prepared the ACA report that details the findings. Yury Tsimberg
reviewed and approved the methodology (e.g. algorithms, assumptions) and the
findings from the study, he was ultimately responsible for the contents of the
report and had final sign-off authority.

b) Katrina Lotho and Yury Tsimberg reviewed the available asset data provided by
TBH. The actual methodologies or test procedures used by TBH to gather this
provided data was not within the scope of the ACA.

c) Katrina Lotho determined the sample size. Katrina Lotho made the data gap
assessment, and Yury Tsimberg was ultimately responsible for the contents of
the report and had final sign-off authority.

d) Asset Data was provided by Thunder Bay Hydro, Katrina Lotho calculated the
Health Index Results contained in Table Ill-1. Health Index results were based on
health index calculations also performed by Katrina Lotho. The input data

provided by TBH was not validated or verified by Kinectrics.
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Response to Interrogatories — Tsimberg Report

AMPCO-29
Ref: Page 8

a) Please summarize the asset failure information collected by TBHEDI
b) Did the expert review TBHEDI’s actual failure data by asset type?
c) How was actual failure data by asset used to determine the HI scores by asset?

d) Did the expert review TBHEDI’s historical replacement rates? If yes, how was
the information used?

THUNDER BAY HYDRO RESPONSE
a) Asset failure information collected by TBHEDI includes distribution transformers

and primary underground cable.

KINECTRICS RESPONSE
b) Yes, for failure information that was provided.

c) Actual failure information was not used. Typical useful life ranges, estimated by
TBH subject matter experts, were used to develop the life curves. These curves
are used in scoring criteria for the “age” parameter (defined in the report as each
asset class’s age criteria).

d) The ACA is a condition-based assessment. Since historical replacement rates

are not necessarily based on condition, they were not considered.
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Response to Interrogatories — Tsimberg Report

2.0-SEC-69

[Tsimberg, p. 10] Please confirm that the expert did not benchmark the capital spending plans
of the Applicant relative to its Asset Condition Assessment to the capital spending plans of
other LDCs who have filed ACAs and capital plans. By way of example, to what extent, if any,
did the expert assess the FFAP responses of the Applicant relative to similar responses by other
LDCs who have also relied on Kinectrics ACA work.

KINECTRICS RESPONSE
Confirmed.

36
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2.0-SEC-75

[Tsimberg, p. 14] Please provide details, including quantification, on how the reduction in
corrective O&M has been reflected in the Application for the test year and subsequent years.

KINECTRICS RESPONSE
This is an empirical process and the impact on corrective O&M from the increase in

System Renewal investments in linear assets could be estimated by trending the

associated corrective O&M annual costs over a period of several years.
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4.0-SEC-21
Ref: Exhibit Four, page 8

[4, p. 8] Please confirm that the increase in OM&A from 2013 to 2017 is forecast to be $2,496,988 (18.9%,
a CAGR of 4.4% per year), not $1,429,872 (10.0%, a CAGR of 2.4%). Please confirm that the 1.92% figure in
the evidence is a miscalculation, based on five years instead of four, and is in any case based on 2013
Board approved rather than actual. Please confirm that the increase in OM&A per customer from 2013 to
2017 is 17.3%, not the 8.38% quoted in the evidence.

Thunder Bay Hydro Response:

The increase of $1,429,872 refers to the 2013 Board Approved OM&A. Thunder Bay Hydro
confirms that the $2,496,988 is the increase from 2013 Actual OM&A (18.9%, a CAGR of 4.4%)
Thunder Bay Hydro confirms that the 1.92% figure is a miscalculation based on 5 years that it
should have read 2.41% based on 4 years. Thunder Bay Hydro confirms that the OM&A cost per
customer increase from 2013 Actual is 17.3%. Again, the evidence was referring to the 2013

Board Approved.

384 |Page
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4.0-SEC-50

[4-AMPCO-23] Please explain why average executive compensation in 2013 went from $184,835
Board approved to $194,305 Actual, an increase of 5.1%. Please provide the main reasons why the
CAGR of compensation per FTE from 2013 (Actual) to 2017 (Forecast) is 2.55%.

THUNDER BAY HYDRO RESPONSE

Average executive compensation in 2013 increased by 5.1% to $194,305 from the Board
approved average of $184,835. This occurred because Thunder Bay Hydro, for purposes of
internal equity and retention, decided to make all salaries at the VP level the same. Additionally,

in 2013 there was a progression increase for one of the VPs.

The main reasons for the CAGR of compensation per FTE from 2013 (Actual) to 2017 (Forecast)
being 2.55% are: 1) progression and change in classification increases. Actual progression and
change in classification increases from 2013 to 2016 amounted to approximately $431K;

2) 2013 included a reduction in benefit costs due to the amortization of an actuarial gain on
valuation. See Exhibit 4, page 15, line 13; and 3) benefit cost increases in excess of inflation
CAGR for Extended Health benefits from 2013 (Actual) to 2016 (Projected) is 6.23%.
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OM&A CALCULATIONS

(Includes Property Taxes and LEAP)
SECTION 1 ADJUSTMENTS TO OM&A 2013 BA 2013 2014 2015 2016 2017
Total OM&A 14,300,000 13,232,884 13,822,518 14,244,004 15,414,383 15,729,872
Monthly billing and OEB Assessment 0 0 0 -118.000 -339.000
Adjusted Total 14,300,000 13,232,884 13,822,518 14,244,004 15,296,383 15,390,872
% Increase per Year -7.46% 4.46% 3.05% 7.39% 0.62%
% Average Annual Compound Increase 2013 to 2017 3.85%
SECTION 2 CUSTOMERS 2013 BA 2013 2014 2015 2016 2017
Customers 50,003 49,906 50,181 50,373 50,512 50,910
Customer Growth -0.19% 0.55% 0.38% 0.28% 0.79%
% Average Annual Compound Increase 2013 to 2017 0.50%
SECTION 3 ESCALATORS 2014 2015 2016 2017
Inflation (1) 1.70% 1.60% 2.10% 1.90%
Base Productivity 0.00% 0.00% 0.00% 0.00%
Stretch Factor 0.30% 0.30% 0.30% 0.30%
Sub-Total (lines 20 - 21 - 22) 1.40% 1.30% 1.80% 1.60%
Customer Growth - PEG Customer Elasticity 0.4448 0.25% 0.17% 0.12% 0.35%
Total Escalator (lines 20 - 21 - 22 + 24) 1.65% 1.47% 1.92% 1.95%
SECTION 4 OM&A GROWTH AT ESCALATOR 2013 2014 2015 2016 2017
Adjusted OM&A Growth - Based on Escalator (line 25) - 2013 Start 13,232,884 13,450,578 13,648,327 13,910,749 14,182,074
Test Year Forecast (line 8) 15,390,872
Test Year Reduction -1,208,798
Adjusted OM&A Growth - Based on Escalator (line 25) - 2014 Start 13,822,518 14,025,735 14,295,413 14,574,241
Test Year Forecast (line 8) 15,390,872
Test Year Reduction -816,631
SECTION 5 OM&A EXCESS FROM 2013 2013 2014 2015 2016 2017
Approved plus Escalators 14,300,000 14,535,249 14,748,945 15,032,528
Actual Spending 13,232,884 13,822,518 14,244,004 15,296,383
Net Excesss 1,067,116 712,731 504,941 -263,855
Cumulative Excess Collected from Ratepayers 1,067,116 1,779,847 2,284,788 2,020,934
NOTES

(1) Inflation rates taken from OEB website for each year
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Thunder Bay Hydro Response:

EB-2016-0105

Filed January 30, 2017

a) Please recast the table to show executive, union and non-union FTEs as well as overtime and

incentives paid, as separate lines items in the Table.
Table 4-12: FTE &Employee Costs

Last
Rebasin Last Rebasin
Year-201g3- Year-2013-g 2014 Actuals | 2015 Actuals | 2016 Bridge | 2017 Test
Board Actual Year Year

Approved
Number of Employees (FTEs including Part-Time)'
Executive 5.00 5.00 5.00 5.00 5.00" 5.00
Management 18.00 17.70 18.35 19.19 19.127 18.79
Non-Union 13.95 13.58 12.10 13.51 11.65" 14.18
Union 100.86 92.30 90.80 89.66 94.15" 94.88
Overtime 5.47 6.54 7.65 6.86 6.31"7 5.70
Total 143.28 135.12 133.90 134.22 136.23[ 138.55
Total Salary and Wages, Overtime and Incentive Pay
Executive, including incentive pay| $ 733,879 [ $ 794582 [$ 811,778 [$ 814546 < 343630 7S 857,271
Management $ 1,690,549 | $ 1,669,662 | $ 1,744,550 [ 1,910,517 [ 1835877 S 1,936,292
Non-Union $ 1,110,931 [ $ 959,664 [ $ 882,504 | 927,333 <5 921,037 "S 1,100,005
Union $ 6,387,482 [ $ 5970,930 [$ 6,088,146 [$ 6,050,617 'S (228 153 "< 6,747,627
Overtime $ 723249 ($ 840,953 [$ 919,823 % 8834855 370286 "S5 842,336
Total $10,646,000 [$ 10,235,791 ['$ 10,446,801 [$ 10,586,498 ['$ 10,748,983 ['§ 11,483,532
Total Benefits (Current + Accrued)
Executive $ 190,294 | $ 176,944 | $ 189,599 [ 21517215 212869 7S 214,152
Management $ 452,549 [$ 412,591 [$ 413252 [$ 497427 S 491,972
Non-Union $ 287,062 (% 230,353 | $ 216,258 | $ 245956 [ S 243,029 'S 237,040
Union $ 1,752,272 [ $ 1,556,430 | $ 1,465,344 [$ 1,618,640 S 1,828,252
Total $ 2,682,177 [ $ 2,376,318 [ $ 2,284,453 [$ 2,577,195 [$ 2,674,414 [$ 2,821,415
Total Compensation (Salary, Wages, & Benefits)
Executive $ 924,173 [$ 971,526 [ $ 1,001,377 [$ 1,029,718 [ $ 1,056,499 [ $ 1,071,423
Management $ 2,143,098 [ $ 2,082,253 [$ 2,157,802 [$ 2,407,944 [ $ 2,381,497 [ $ 2,428,264
Non-Union $ 1,397,993 [ $ 1,190,017 [$ 1,098,762 [$ 1,173,289 [ $ 1,164,066 [ $ 1,387,045
Union $ 8,139,754 [ $ 7,527,360 [ $ 7,553,490 [$ 7,669,257 [$ 7,951,049 [ $ 8,575,879
Overtime $ 723249 [$ 840,953 [$ 919,823 [$ 883,485[$ 870,286 [$ 842,336
Total $13,328,267 ' $ 12,612,109 © $ 12,731,254 " $ 13,163,693 ~ $13,423,397 '~ $14,304,946

| Year | BudgetHours | Actual Hours | Budget$ Total | Actual$ |
12,574
13,555
15,875
14,211

X (110;997
EXER 11,346
XIS (13,077
B 12,875

$585,723
$723,249
$848,858
$920,071

$783,289
$840,953
$919,823
$883,485
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Filed January 30, 2017

EI 1127 11,023 $847,670 $736,857
11,649 $886,781

b) Budgeted and actual overtime hours and costs for the years 2012 to 2016 and forecast

for 2017 are presented in the following table.

c) Percentage of overtime paid as double time was 82% and 80% in 2015 and 2016 respectively.
d) There were 2 co-op students in 2014 for a cost of $2,300 and 1 in 2016 for a cost of $300.

e) The % of costs in Table 4-12 reflected in the capital versus OM&A for each year is as follows.

Year Capitalized Labour & Total Labour & % Capitalized
Benefits Benefits Labour & Benefits

$4,127,353 $12,612,109 32.73%
$4,013,259 $12,927,666 31.04%
$4,163,798 $13,163,688 31.63%
$4,192,531 $13,423,397 31.23%
$4,790,718 $14,304,947 33.49%

f) The number of FTEs derived from overtime hours for each year is as follows. The calculation

is simply the total hours divided by the annual hours for an employee (2,080).

Year Overtime Full-time hours/year FTE
Hours

12,574 =497/1,820+12,076/2080 6.29
13,555 =213/1,820+13,342/2,080 6.54
15,875 =362/1,820+15,513/2,080 7.65
14,211 =490/1,820+13,721/2,080 6.86
11,023 =370/1,820+10,653/2,080 5.32
11,649 =303/1,820+11,346/2080 5.70

g) The Table footnotes 1 and 2 are the footnotes to Chapter 2 Appendix 2-K as follows:
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4-Staff-51
Ref: E4/p. 27

At the above reference, it is stated “Given that the union ratification was very recent,
Thunder Bay Hydro has not adjusted the 2016 Bridge and 2017 Test Year to reflect the
reduction in cost; however, will provide during the interrogatory process.”

Please provide this information including a high level summary of its major impacts.

Thunder Bay Hydro Response:

The 2016 Bridge year wage increase was estimated in the submitted Cost of Service at 2.5%. The
ratified increase for 2016 was 2%. The 2017 Test year wage increase was estimated to be 2.0%.
The ratified increase for 2017 was 2%.

The overall impact of the net .5% difference in 2016 to total compensation is:

2016 $48,000 total compensation overstated
2017 $74,000 total compensation overstated
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