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2.0.24

2.0.25

2.0.26

2.0.27

DECISION WITH REASONS

A number of inconsistencies were identified during the proceeding which
must be addressed by the Applicants. While Enersource used the accrual
approach, it appears 1o have used the billed approach in determining
interest costs. As staled earlier, in the case of Toronto Hydro, the
recording of revenues from Legacy Rates is not consistent with the accrual
method it otherwise used. In the case of London Hydro, which uses the
billed method, it accrued load transfers from Hydro One. The Board
expects each distributor to adhere to its chosen method of accounting and
reflect this in its refiling.

Line Loss Variances: All Applicants

ECMI noted that Toronto Hydro, Enersource and London Hydro have
identified the specific losses and unaccounted for variances in Account
1588 and Account 1571 (Pre-Market Opening Energy Variance). ECMI
noted that Hydro One, on the other hand, did not “frap” the loss factor
variances in Account 1588, and as a result the Board has no way of
knowing if Hydro One has overcharged its customers for commodity costs.
ECMI suggested that the Board order Hydro One to report these amounts
in Account 1588 (as opposed to reporting them in an unbilled revenue
account), rather than wait until the amounts become material enough for
Hydro One {0 seek recovery.

Hydro One disagreed with ECMI, maintaining that there was no
examination undertaken on the mechanics of determining actual losses for
the other three Applicants and that actual iosses were not the subject of
this proceeding.

Board Findings

Toronto Hydro, London Hydro, and Enersource recorded variances
between the Board-approved distribution losses and actual losses in
RSVA-Power Account 1588. Hydro One did not record any variances.
We find that there should be a standardized approach for reporting
variances in line losses in Account 1588, as stipulated in APH4980. The
recording and fracking of variances in line losses in Account 1588 will
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2.0.28

2.0.29

DECISION WITH REASONS

have the benefit of enhancing visibility and awareness of these losses for
management, stakeholders and the Board. We accept that Hydro One
does not have information on actual distribution losses for 2002 and 2003.
However, in future, the Board directs Hydro One to include line loss
variances in Account 1588, consistent with the other three Applicants and
APH480.

Carrying Costs: Hydro One

VECC recommended that the Board order Hydro One {o re-calcuiate the
carrying costs associated with the RSVAs using the annual debt rate of
6.8% as outlined in the DRH, instead of its embedded cost of debt which
ranged from 7.14% to 8.3%. This was rejected by Hydro One arguing that
it makes no sense for a distributor to use a proxy rate when a real rate
exists. Hydro One argued that the deemed debt rate in the DRH is for
utifities that do not have actual debt.

Board Findings

There needs to be consistency in the interest rate applied to the RSVAs
and all other relevant regulatory asset accounts. The rate of interest
should be the rate that is reflected in the currently-approved rates for a
distributor. We note that Toronto Hydro, Enersource, and London Hydro
used their deemed debt rate in calculating carrying charges stipulated in
the Rate Handbook. We accept the use of such rates since they are
reflected in the Board-authorized rates for these Applicants. We do not
accept that Hydro One should use the 6.8% stipulated in the Rate
Handbook, as argued by some parties, because this is not the debt rate
that underpins Hydro One’s current rates. For the same reason, we do not
accept Hydro One's use of its embedded cost of debt as it changes from
time to time. The Board-approved debt rate that underpins Hydro One’s
current rates is the 7.71% debt rate agreed to by the parties, and accepted
by the Board, in the March 11, 2002 Settlement Conference regarding
proceeding RP-2000-0023/EB-2001-0018. The Board therefore directs
Hydro One to use the 7.71% rate to recalculate interest in all of its deferral
accounts.
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Pollution Probe (PP) INTERROGATORY #25 List I

Interrogatory

Issue Number: 6.1
Issue: Is the proposal for the amounts, disposition and continuance of Hydro One’s
existing Deferral and Variance Accounts (Regulatory Assets) appropriate?

Ref. A/Tab 15/Sch 3- Attachment A- page 26

Are the variances between Hydro One’s forecasted and actual electricity system losses
recorded in a variance or deferral account?

Response

Hydro One uses the accrual method to record and report its financial results, and assumes
that actual losses are the same as the OEB approved Distribution Josses. Therefore, no
variation exists between approved and actual losses, and consequently there is no
variance or deferral account that would record the variation.



Article 490
Accounting for Specific ifems

Retail Services and Settlement Variances

Purpose and Scope

General Summary

Table of Contents

Authority to implement Variance Accounts

Regulated Charges

&) Retall Service Charges

i) RCVAgetn: The Retail Cost Variance Account used to record net

ii) RCVASTR:

differences in retail service costs other than costs related
{o the Service Transaction Request

The Retail Cost Variance Account used to record net
differences in costs specifically related to the Service
Transaction Request

b) Non-competitive Electricity Charges

) RSVAwws:

The Retail Settlement Variance Account used to record net
differences in Wholesale Market Service Charges.

ii) RSVAgpetime: The Retail Settlement Variance Account used to record net

fii) RSVAuw:

i\'} RSVAcgq;

V) RSVA?ower:

differences in non-recurring Wholesale Market Service
Charges.

The Retall Settiement Variance Account used to record net
differences in Refail Transmission Network Charges.

The Retail Seftlement Variance Account used to record net
differances in Retail Transmission Connection Charges.

See “Power Charges” below.

Ontario Energy Board
Accourting Prosedures Handbook

Issued: January 17, 2001
1 Effective: January 1, 2060
Revised: July, 2007



Article 490
Accounting for Specific tems

Retail Services and Seftlement Variances

¢) Power Charges

I} RSVApower: The Retfall Settiement Variance Account used fo record net
differences between the initial and final bilils from the IESQO
(or a host distributor).

iy RS8VApower: Sub-account used fo record the Gichal Adjustment/
Provincial Benefit net differences between the initial and
final biils from the IESO {or a host distributor).

d) Other Recoveries and Charges

i) 838 Administration

i} Distribution Wheeling Service
iii} Debt Retirement Charge

iv) Rural Rate Assistance

FPurpose and Scope

Chapters 11 of the 2000 Electricity Distribution Rate Handbook make reference fo
variance accounts used to capture revenue and expense flows related to specific
fransactions.  Generally, the variance accounis deal with the costs of cerain
Independent Electricity System Operater {("IESO”)/ host distributor charges and their
recovery from customers (includes the cost of the energy itself) as well as expenses
and revenues relating to the provisions of retail services by the distributor.

Accordingly, the purpose of this Article is to:

. Provide additional guidance relating to accounting for the variance accounts {and
the related revenues and expense streams) mentioned in Chapter 11 of the 2000
Electricity Distribution Rate Handbook and arising out of the requirements of the
Refail Seftiement Code.

. Provide additional guidance relating to accouniing for varfous other recoveries
and charges mentioned in Chapter 11 of the 2000 Electricity Distribution Rate
Handbook.

Ontario Energy Board Issued: January 17, 2004
Accouniing Procedures Handbook 2 Effective: January 1, 2000
Ravised: July, 2007



Articie 490
Acocouniing for Specific ltems

Retail Services and Settlement Variances

charged by the independent Electricity System Operafor (based on the
setilement invoice) for retail fransmission network services,

This account may include monthly accruais for amounis not yet invoiced by
the IESO, host distributor or embedded generator. The distributor must
ensure a proper matching of the billed amounts recorded in Account 4066 to
those charges recorded in this account.

if applicabie, embedded distributors shall also estabilish and use this account
to record the amount charged by the host distribuior {based on the
settiement invoice) for retail transmission network services,

. account 4718, Charges - CN. This account is to be used by distributors
deemed by the Board o be transmission customers to record the amount
charged by the independent Electricity System Operator (based on the
settlement invoice) for retail transmission connection service.

This account may include monthly accruals for amounts not yet invoiced by
the IESO, host disiributor or embedded generator. The distributor must
ensure a proper maiching of the billed amounts recorded in Account 4068 to
those charges recorded in this account.

If applicable, embedded distributors shall alsc establish and use this account
to record the amount charged by the host distributor {(based on the
settiement invoice) for retail transmission connection services.

¢} Power Charges
i} Retail Seitlement Variance Account for Power {(RSVApower )

The RSVApower account is established for the purpose of recording the "net
difference” in energy cost only, “Net difference’ refers to the difference between
the amount charged by the IESQ, host distributor or embedded generator based
on the settlement invoice for the energy cost and the amount billed o customers
for the energy cost. Note that these differences could be composed of
differences in energy price and/ or energy guantifies as well as the differance
between estimated and actual line loss factors.

As indicated in Section b) above, a distributor may elect to use the accrual
method for all RSVAs. With respect to R8VApqwer account, a distributor may
include accruals for monthly unbilled estimaies in Sales of Electricity and monthly

Onterio Energy Board issued: January 17, 2001
Accounting Progedures Handbook 1% Effective; January 4, 2006
Revisad: July, 2007



Article 490
Accounting for Specific items

Retail Services and Setflement Variances

accruals for amounts not yet invoiced by the IESO, host distributor or embedded
generator for Power Purchased. The distributor must ensure a proper matching
of the billed amounts recorded in the electriclly sales accounts to those charges
recorded in Account 4705.

For the purposes of the RSVApwer, it is important to note that under either the
bited or accrual method all components of energy differences shall be
recognized and recorded in this account. These components include price and
guantity differences (e.g. using the IESO preliminary data compared to the
monthly settlement invoices for billing) and the difference between the Board-
approved historic loss factor and the actual loss experienced by the distributor.

Mechanics

The amounts io be posted {0 the RSVApywer are determined by comparing the

energy cost on the sattiement invoice to the energy cost bilied to customers.

Recording practices simitar to those listed for the RSVA mentioned earlier in this
Articie apply to the RSVAgqwer account (see pages 10 to 13).

Maintenance and recording
Similar to practices for the other RSVA mentioned earlier in this Article. See
page 13.

Carrying Charges
Similar to those for other RSVA mentioned earlier in this Article. See page 13.

Bisposition
Instructions specifically related to RSV Apewer are discussed on page 13 to 15 of
this Article or as otherwise specified by the Board.

Monitoring Requirements
Similar to those for other RSVA mentioned earlier in this Ariicle. See page 11.

Account
The following account will be used for the purposes of recording the RSVApawer
variance:

. Account 1588, RSVApywer,

This account shall be used to record the net difference between:

Ontaric Energy Board tesued: January 17, 2001
Accounting Procedures Randbook 20 Effective: January 1, 2000

Raevised: July, 2007
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Ontario Energy Board (Board Staff) INTERROGATORY #121 List 1

Intervogatory

Ref: ExF1/Tabl/Schl/ Issue 6.1
Hydro One is requesting to dispose of the RSVA Provincial Benefit account.

a. Please confirm that this refers to account 1588 sub-account Global Adjustment
according to the USoA. If it is not, then please identify in which account this is being
tracked.

b. Is Hydro One proposing to clear only the sub-account and not clear the entire balance
in account 1588 RSVA Power?

Response

a. Yes, the RSVA Provincial Benefit account that Hydro One Distribution is requesting
disposition of refers to the account 1588 sub-account Global Adjustment.

b. Yes, Hydro One Distribution is proposing to clear only the sub-account. Hydro One
Distribution does not have RSVA for Power.
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REGULATORY ASSETS

1.0 INTRODUCTION

The purpose of this evidence is to provide a description of the Distribution Regulatory

Assets and a detailed account of their balances.

All of the Regulatory Assets reported by Hydro One Distribution have been esiablished
consistent with the Board’s requirements as set out in the Accounting Procedures
Handbook, subsequent Board direction, or per specific requests initiated by Hydro One

Distribution.

The Distribution Regulatory Asset balances are summarized in Table 1 below:

Table 1
Distribution
Summary of Regulatory Asset Balances for Approval
$ mitlion
Description May 1, Dec 31, Dec 31, April 30,
2606 2606 2007 2008
Total Regulatory Assets for Approval 8.4 (1.7) (30.0) (48.7)

Hydro One Distribution is forecasting Regulatory Asset values up to April 30, 2008. Itis
expected that new Distribution rates will be impiemented at the start of May 2008.

Details on the forecast basis will be described for each account.

Disposition of the following accounts is discussed in Exhibit F1, Tab 2, Schedule 1.
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2.6 REGULATORY ASSETS REQUESTED FOR APPROVAL

The following table provides a summary of the Regulatory Asset requested for approval:

Tabie 2
Distribution
Regulatory Assets Requested for Approval
$ million
Description May 1, Dec 31, Dec 31, April 30,
20486 20066 2007 2008

QEB Costs Account (0.8) (0.9) (0.9) (0.9)
Tax Changes Account 0.0 (2.8) (4.7) (5.0)
Smart Meter Minimum Functionality
Under-recovery to May 31, 2007 0 3.6 5.8 6.9
Smart Meter Exceeding Minimum
Functionality Under-recovery 0 0.6 34 5.7
Smart Meter Minimum Functionality
Under-recovery between June 1, 2007 0 0.0 3.7 9.4
and April 30, 2008
Retail Settlement Variance Accounts 9.2 (2.2) (37.3) (64.8)
Total Regulatory Assets for Approval 8.4 {1.7) {30.0) (48.7)

In the Board’s December 9, 2004 Decision with Reasons in the Review and Recovery of
Regulatory Assets Phase 2 (RP-2004-0117/0118), Hydro One was directed to use a fixed
rate of 7.71% for all Regulatory Asset accounts. Accordingly, simple interest at 7.71%
was applied to the monthly opening principal balance in these accounts from May 1, 2006

to November 30, 2006,

In a letter dated November 28, 2006, the Board directed Electricity LDC’s to implement a
new prescribed interest rate. This new rate was to be effective May 1, 2006. On
December 12, 2006 Hydro One wrote to the Board saying that Hydro One would be
implementing this new interest rate effective December 1, 2006 since retroactive

application of the interest rates could result in financial impacts different from those
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included in Hydro One’s previously published financial statements. Accordingly, the
interest rate for these accounts was changed to 4.59% (the OEB prescribed rate effective
at that time) effective December 1, 2006. Hydro One has applied the OEB prescribed rate

of 4.59% since December 1, 2006 for all Regulatory Asset accounts,

2.1 Ontario Energy Board Costs Account

In a letter dated December 20, 2004 the Board announced an amendment to the
Accounting Procedures Handbook and the Uniform System of Accounts to establish a

deferral account to record Ontario Energy Board Cost Assessments.

The intent of this account was to record Ontario Energy Board cost assessments
incremental to the 1999 base year for the Board’s fiscal year 2004 and subsequent fiscal

vear(s) determined in accordance with the following Board requirements.

In the Board’s April 12, 2006 Decision with Reasons (RP-2005-0020 / EB-2005-0378)
regarding Hydro One’s 2006 Distribution Rates, the Board approved Hydro One
Distributions OEB Costs Deferral Account amounts as submitted. Those amounts were
forecast to April 30, 2006 based on the 2005/2006 OEB Q2 Invoice to Hydro One

Distribution.

The 2005/2006 OEB Q3 and Q4 Invoices to Hydro One Distribution were lower than the
2005/2006 OEB Q2 Invoice, therefore the amount approved for recovery in the Board’s
April 12, 2006 Decision with Reasons was higher than the actual value in the OEB Costs
Regulatory Asset account on May 1, 2006.

Fydro One Distribution transferred the approved value of the account into the Regulatory

Asset Recovery account on May 1, 2006 leaving the excess of the approved amount over
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the actual amount as a credit in the OEB Costs Regulatory Asset account. No additional

principal amounts have been added to this account since May 1, 2006.

Table 3 provides a summary of Ontario Energy Board Cost Assessments related deferral

balances for the Hydro One Distribution business:

Table 3
Distribution
OEB Costs Deferral Account Balances
$ million
Description USofA May 1, Dec 31, Dec 31, April 30,
Account 2006 2006 2007 2008
Ref .
OFEB Costs Account 1508 (0.8) (0.9 (0.9) (0.9)

After approval by the Board, this account will be closed.

2.2 Tax Changes Account

In the Board communique of December 2005 (to LDC’s), and the Board’s April 12, 2006
Decision with Reasons (RP-2005-0020 / EB-2005-0378) regarding Hydro One’s 2006
Distribution Rates, the Board authorized the creation of an account to capture the tax

impact of the following differences:

e differences that result from a legislative or regulatory change to the tax rates or rules,
and

e differences that result from a change in, or a disclosure of, a new assessing or
administrative policy that is published in the public tax administration or

interpretation bulletins by relevant federal or provincial tax authorities
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Hydro One Distribution has been charging the amount related to the reduction of the
Capital Tax rate to this account since May 1, 2007. The amount related to the elimination
of the Large Corporation Tax was charged to this account from May 1, 2006 to April 30,

2007.

The balance in Hydro One Distribution’s Tax Rate Changes Account is summarized in

Table 4 below:

Table 4
Distribution
Tax Rate Changes Account Balances
$ miilion
Description USefA May i, Dec 31, Dec 31, April 30,
Account Ref 2066 2006 2007 2008
Tax Rate Changes 1592 0 [ (2.8) (4.7} 3.0y

2.3  Smart Metering Minimum Functionality Expenditures incurred before

May 31, 2607

As part of the RP-2005-0020/EB-2005-0378 Proceeding the OEB approved an
incremental fixed monthly charge of §0.27 per metered customer, applicable as of May 1,
2006, to start collecting funds for the deployment of Smart Meters. Subsequently, as part
of the EB-2007-0542 Proceeding, the monthly amount was increased to $0.93 per metered
customer as of May 1, 2007. The revenues collected per the above are recorded in a

variance account set up for Smart Meter revenue.

On May 2, 2007, the Board issued a notice of combined proceeding (EB-2007-0063) to
determine the prudence and recovery of costs associated with smart metering activities for

13 licensed distributors, including Hydro One Networks
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The issues considered in the combined proceeding included:

1. Costs recovery relating to minimum functionality pursuant to Ontario Reg. 426/06.

2. Prudence of costs incurred.

3. The mechanism for re-setting rates for smart meter costs that are found to be prudent
through this proceeding.

4. Accounting Procedures.

5. Regulatory treatment of stranded meter costs and recovery through rates.

6. The mechanisms for re-setting rates for smart meter costs incurred on a go forward
basis.

7. Mechanism for dealing with costs not part of this proceeding.

The Board's Decision was released on August 8, 2007. The Board determined that the
purchasing decisions of the thirteen utilities involved in this proceeding were
implemented with the necessary due diligence and the terms of the contracts are prudent.
The Board agreed with the overall costs incurred to May 31, 2007 related to the minimum
functionality of ali installed meters. These approved amounts were OM&A costs of
$8.366 million, and Capital costs of $21.799 million. The approved amounts include only
one half of the $1.348 million of project management capital costs incurred to May 31,
2007, and the Board requested Hydro One to include the remainder, or $0.674 million, in
this application with a further explanation of these costs. This is included in Section 2.5
below. The Board also requested that the $70,000 of costs for repairing or replacing meter
bases incurred to date and in the future be tracked in a variance aceount. This is included

in Section 2.4 below.

Table 5 below details the revenue requirement (net of revenue received) related to smart

meter minimum functionality up to May 31, 2007 that Hydro One is requesting recovery
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for in this proceeding. The revenue requirement was calculated based on the approach

illustrated in Appendix E of the decision for proceeding EB-2007-0063.

Table 5
Distribution
Smart Meter Minimum Functionality Under-Recovery to May 31, 2607
$ million
Description Dec 31, 2606 Dec 31,2007 | April 36, 2008

Revenue Requirement 6.1 10.6 11.7
Less: Revenue (2.5) {4.8) {4.8)
Net Revenue Requirement to be
Recovered 3.6 5.8 6.9

2.4 Smart Metering Expenditures Exceeding Minimum Functionality

The Smart Metering Expenditures Exceeding Minimum Functionality primarily includes

TOU capability as well as some costs for outage detection capability as described below:

Meter Outage Detection Capability

Super capacitors are being installed in the meters so they have the power to communicate
outage event information after loss of electrical supply. In cases where meters can notify
Hydro One of “nested™ outages, this will enable Hydro One to become aware of outages
in our rural areas in a timely manner, resulting in increased customer satisfaction and
efficiency. Currently Hydro One has to rely on customer calls to be made aware of initial

and remaining power outages.

Collector Outage Detections Capability

Battery backup for the collectors is inciuded to ensure the meter outage events can be
communicated through the collectors even when power supply to them has been
interrupted. This capability is important as it ensures that the outage capability in the

meter described above follows through to our central control offices.

7y
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TOU (Time of Use) Capability and Integration

The ultimate benefit of smart meters is to provide proper price signals to customers based
on when they use electricity. TOU functionality is therefore an imperative element of the
smart meter program. The TOU functionality will be provided through the
communication network work as discussed in Exhibit C1, Tab 2, Schedule 2 and Exhibit
D1, Tab 3, Schedule 2. This will integrate the meter information into the format needed

for the TESO to use in the meter data management and meter data repository (MDMR).

The review of these costs were not part of the Combined Smart Metering Hearing
(EB-2007-0063) since the proceeding only reviewed costs associated with minimum

functionality.

The $70,000 of costs for repairing or replacing meter bases incurred to date were initially
included in minimum functionality. The Board in their decision for EB-2007-0063
directed that these costs be separated out and tracked in a variance account. These costs
and future repair costs through April 2008 are included in the table below and are being

split between OM&A and capital as requested in the decision in EB-2007-0063.

The Hydro One Smart Meter revenue requirement associated with these elements is

summarized in Table 6 below:

Table 6
Distribution
Smart Meter Exceeding Minimum Functionality Under-Recovery
$ million
Description Dec 31, 2000 Dec 31,2007 | April 30, 2008

Revenue Requirement 0.6 34 5.7
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2.5  Smart Metering Minimum Functionality Expenditures between June 1, 2007

and April 30, 2008

The final area of Smart Meter expenditures include elements that were reviewed and
approved in the Combined Smart Meter Proceeding (EB-2007-0063) but are related to the
period June 1, 2007 to April 30, 2008 and therefore not part of the Decision delivered on
August 8, 2007. These expenditures include the cost of meters that were included in the
Smart Meter proceeding but were not yet instalied. All of these meters will be installed by

April 30, 2008.

The total number of meters that will be installed during this period is 522,086 for a total
number of meters of 610.000. Using the Board’s unit cost methodology. the unit cost in

this time period has decreased from $479.47 to $428.00.

The Project management costs of $0.674 million that were not approved in the Smart
Meter proceeding, as discussed in Section 2.3 above, have also been included in the costs

below.

Due to the scope, complexity and specialized nature of this work, Hydro One selected
Capgemini as its systems integrator, which includes providing the project management
function. Capgemini was selected in 2005 as the systems integrator through a competitive
RFP process. Hydro One’s smart meter program has established detailed requirements to
design, build, test, and commission the end to end solution to provide customers the tools
and systems needed to take advantage of a smart meter system. Much of this work
requires long lead times and is tied to external party timelines such as the IESO’s

implementation of the MDMR.
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The Program Management fanction provides full Project Management Office (PMO)

services and tools for a project that includes 12 work streams:

¢ Meter installation and field services

e Commissioning of head-end systems (advanced metering control computer, or
“AMCC?”, for 1.2 million meter points)

s Network Engineering

¢ Integration of AMCC to MDMR to Hydro One’s customer information system
(CIS)

¢ Billing and customer care

s Settlements (retail and wholesale impact assessment)

e Customer Contact Centre {call centre to handle meter installation and TOU
customer enquiries)

¢ CIS upgrade for TOU rates

e New systems — data and synchronization gateway and exception management for
transactions exceeding 30 million per day upon full implementation

s Integrated business process design for moving from manual meter reading to an
advanced metering regional collector (AMRC), including all related service
orders, managing a network that encompasses over one million communication
nodes, TOU billing, etc.

s Infrastructure Management (managing the procurement and implementation of
computer hardware required for AMCCs, Integration, and TOU upgrades, this
includes all required environments, e.g. for development, testing and production)

¢ Project management and tracking, which includes the following activities;

e tracking cost and schedule performance; management of issues, risks,
assumptions and change logs and associated action plans for all

workstreams;

/\,‘
.
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e the development and operation of a quality management program for the
project;

¢ the development and operation of a project governance plan; and

+ the development and maintenance of the integrated project plan.

The services above are the project related functions typically provided by the systems
integrator. Although Hydro One is providing overall project management and direction to
Capgemini, the competitively tendered roie of PMO described above is not a role that
Hydro One is able 1o resource internally. As noted in Exhibit D1, Tab 3, Schedule 2, the
total project management costs on a per installed smart meter unit are forecast to drop

from $21.7 per unit, based on costs and units installed to the end of May 2007, to $7.2 per

unit based on total costs and units installed io the end of 2008.

The total Minimum Functionality net revenue requirement between June 1, 2007 and

April 30, 2008 is summarized in Table 7 below:

Table 7
Distribution
Smart Meter Minimum Functionality Under-Recovery between
June 1, 2067 and April 30, 2008

$ millicn
Description ' Dec 31, 2006 Dec 31,2007 | April 30, 2008
Revenue Requirement 0.0 11.3 21.4
Less: Revenue 0.0 (7.6) (12.0)
Net Revente Requirement to be
Recovered 0.0 3.7 9.4
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2.6 Retail Settlement Variance Accounts (RSVA)

The RSV A accounts have been established pursuant to Article 490 which requires that all
distributors establish Retail Settlement Variance Accounis to record the differences
between the amount owed to the IESO / host distributors and the amount billed to

customers and retailers.

The vast majority of the balance in the RSVA accounts is related to Wholesale Market
Services (WMS). The purpose of the WMS account is to capture the net of the amounts
charged by the IESO, host distributors, and embedded generators (based on the settlement
invoices for the operation of the IESO administered markets and the 1ESO — controlled
grid) and the revenue accrued for customers using the Board approved Wholesale Market

Service Rate.

The RSV A accounts were previously reviewed and approved by the Board in RP-2004-
0117/0118 and RP-2005-0020 / EB-2005-0378. The balance of the RSVA account has
been filed with the Board on a quarterly basis per the Electricity Reporting and Record
Keeping Requirements and is included in the Board’s annual review of deferral account

balances.

Pursuant to the Board’s October 29, 2007 letter to Electricity Distributors re: “Ontario
Uniform Transmission Rate Order, EB-2007-0759: Effect on Distributor Retail
Transmission Rates™, which directs Distributors to incorporate the disposition of variance
account balances relating to retail transmission rates in their 2008 Cost of Service

application, Hydro One is requesting disposition of RSV A balances in this submission.

The total Retail Settlement Variance Accounts balance is summarized in Table 8§ below:

s
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Table 8
Distribution
Retail Settlement Variance Accounts
$ million
Description May 1, Dec 31, Dec 31, April 30,
20006 2006 2007 2008

RSVA Wholesale Market Services 0.6 (23.8) (60.3) (72.6)
RSVA Tx Network & Tx Network
Aggregation 1.4 7.6 12.5 1.4
RSVA Tx Connection & Tx Connection
Aggregation 1.6 5.4 7.5 2.5
RSVA Provincial Benefit 5.6 7.8 0.0 0.0
RSVA Low Voltage 0.0 0.8 3.0 3.8
Total RSVA 9.2 (2.2) 37.3) (64.8)

2.7  Accounts Not Being Reguested For Recovery

2.7.1 RCVA and RRRP Accounts

RCVA and RRRP deferral accounts are currently being tracked by Hydro One

Distribution but are not being requested for recovery as part of this proceeding. Balances

in these accounts will continue to be filed with the Board on a quarterly basis per the

Electricity Reporting and Record Keeping Requirements and included in the Board’s

annual review of deferral account balances.

2.7.2  Regulatory Asset Recovery Account — Phase |

Omntario’s local electricity distribution companies (LDCs or distributors) incurred costs in

preparation for the competitive market which opened in May 2002. In addition to these

transition costs, utilities incurred other costs associated with regulatory directives related

to market restructuring and the ongoing competitive market.
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On January 10, 2005, the Board issued an Order (RP-2004-0117/0118) granting Hydro
One approval for its regulatory asset account balance of $155 million as filed on

December 20, 2004,

Simple interest is applied to the monthly opening principal balance in this account.

The Recovery of Regulatory Asset Balances — Phase 1 account (USofA 1590) is
monitored and reported on a quarterly basis to the Board per the Electricity Reporting and
Record Keeping Requirements. A final reconciliation (and true up adjustment) will be
done at the end of the three year duration of the rate rider (April 30, 2008 for Distribution
customers with volumetric rate riders, and March 31, 2008 for Embedded LDCs and

Directs with fixed doHar amount rate riders).

2.7.3 Regulatory Asset Recovery Account — Phase Il

On August 17, 2005, Hydro One Distribution filed an application with the Board for an
order approving or fixing just and reasonable rates for the distribution of electricity
effective May 1, 2006. On April 12, 2006, the Board issued a Decision with Reasons (RP-
2005-0020 / EB-2005-0378) granting Hydro One approval for its regulatory asset account

balances of $100 million as approved for Rate Rider recovery under that application.

Simple interest is applied to the monthly opening principal balance in this account.

The Recovery of Regulatory Asset Balances — Phase II account (USofA 1590) is
monitored and reported on a quarterly basis to the Board per the Electricity Reporting and
Record Keeping Requirements. A final reconciliation (and true up adjustment) will be

done at the end of the four vear duration of the rate rider (April 30, 2010).
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PLANNED DISPOSITION OF REGULATORY ASSETS

1.0 INTRODUCTION

The purpose of this evidence is to outline the planned disposition of Regulatory Assets.

2.0 PLANNED DISPOSITION OF REGULATORY ASSETS

Hydro One Distribution is requesting approval to reduce the annual revenue requirements over
a four year period by the Regulatory Asset total balance of $(48.7) million, or $(12.2) million

per year.

Hydro One Distribution is requesting disposition of Regulatory Asset balances up to April 30,
2008. Balances as of April 30, 2008 are reasonably predictable. Allowing disposition of
balances up to April 30, 2008 is more efficient as it provides the opportunity to close out
certain deferral accounts. For the purposes of this filing, April 30, 2008 was chosen as it is

assumed approved Distribution rates will be in place at the beginning of May 2008.

Hydro One Distribution’s requested reduction to the Revenue Requirement of $(48.7) million

is detailed in Table 1:
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Table 1
Distribution
Disposition of Regulatory Asset Balances ($ Millions)
Description Balance
April 30, 2008
OEB Costs Account (0.9)
Tax Changes Account (5.0)
Smart Meter Minimum Functionality Under-recovery to 6.9
May 31, 2007
Smart Meter Exceeding Minimum Functionality Under-
recovery
5.7
Smart Meter Minimum Functionality Under-recovery 9.4
between June 1, 2007 and April 30, 2008
Retail Settlement Variance Accounts (64.8)
Total Reguested for Disposition {48.7)

Hydro One Distribution is requesting a reduction to the Revenue Requirement by the amounts
detailed in Table 1 over a four year period to maintain consistency with previous recovery
periods approved for Regulatory Accounts within the Electricity Transmission and
Distribution Businesses, such as the 2006 Distribution Rate Proceeding (RP-2005-0020 / EB-
2005-0378) and the 2004 Regulatory Assets Review Proceeding (RP-2004-0117/0118).

A Regulatory Asset Recovery Account will be established for any difference between the
amount of Regulatory Assets approved and the actual value of the Regulatory Assets detailed
above as at April 30, 2008. This variance will continue to be tracked and will be interest
improved on a monthly basis (using a simple interest calculation) at the OEB approved rate.
This account will be reported to the Board on a quarterly basis consistent with the Electricity
Reporting and Record Keeping Requirements and subject to the Board’s annual Regulatory

Asset Review,
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VARIANCE ACCOUNTS REQUESTED

This exhibit requests approval to establish new variance accounts for Hydro One

Distribution as foliows:

Pension Cost Differential

OFER Cost Differential

BilHl Impact Mitigation

The need for these accounts and the accounting and control process is described in further

detail in the remainder of this exhibit.

1.0 PENSION COST DIFFERENTIAL

Hydro One Distribution proposes to track the difference between actual pension costs
booked using the actuarial assessment, provided by Mercer Human Resource Consulting,
and the estimated pension costs used in this rate filing. Hydro One’s actuarial valuation

was prepared as at December 31, 2006 and was filed with FSCO in September 2007,

2.6 OEB COST DIFFERENTIAL

This account will track the difference between the annual OEB Cost Assessments,
intervenor cost awards, and costs associated with OEB-initiated studies and the amount
for these expenditures approved by the OEB as part of the 2008 Distribution Rates until

these rates are rebased.
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3.0  BILL IMPACT MITIGATION

This account will record the difference between Hydro One’s requested revenue
requirement and distribution rates resulting from the Application of the Cost Allocation
for Electricity Distributors report issued by the Board on November 28, 2007. In this
report the Board indicated that Distributors should endeavor to move their revenue-to-
cost ratios within an acceptable range which is closer to one but should not move them
away from one and be cognizant of customer bill impacts. To comply with these
requirements, Hydro One Distribution proposed rates will result in a revenue differential
of $2.5 million. The establishment of the Bill Impact Mitigation variance account will
enable this balance fo be recorded and submitted for recovery at a future proceeding. The
intent of this account is similar in nature to the MEU Rate Mitigation account approved
by the Board in their RP-2005-0014/EB-2005-0099 to 0185 decision At that time, the
Board directed Hydro One to limit the rate increase to no more than 10 percent on the
average customer’s total bill and recognized that Hydro One would have a revenue
shortfall. The Board wrote that they would allow for the recovery of this deferred

revenue in future years.

4.0  ACCOUNTING AND CONTROL PROCESS

The variance accounts requested above will be managed in the same manner as existing
Hydro One Distribution variance accounts. Accounts will be updated monthly and
interest applied consistent with the Board approved rate. Balances will be reported to the
Board as part of the quarterly reporting process. The outstanding balance whether in a
debit or credit position will be submitfed for approval by the Board as part of Hydro One

Distribution’s next rate filing.
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HYDRO ONE NETWORKS INC.
PISTRIBUTION
Reguiatory Assets for Approval
As at April 30, 2008
{$ Mitlions)
Line
No. Particuiars Principal interest Total
(a) (b) {c)
1 OEB Costs {0.8) (0.1} .9
2 Tax Rate Change (4.7) {0.3) (5.0
3 Smart Meter Minimum Functionality to May 31, 2007 6.5 0.4 6.8
4 Smart Meter Costs Exceeding Minimum Functionality 55 0.2 5.7
5 Smart Meter Minimum Functionality after May 31, 2007 92 02 94
8 Retail Settlement Variance Accounis (83.3) {1.5) (64.8)
7  Total Reguiatory Assets for Approval 3 (47.6) 3 {1.1} $ {48.7)
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HYDRO OGNE NETWORKS INC.
DISTRIBUTION
Schedule of Annual Recoveries®
Year Ending December 31
(3 Millichs)
Line
No. Particulars 2008 2009 2010 2011 2012 Total
(a) {b} (c} {d) (e} 4]
1 Reguested Recovery of Pending Assets (8.1) (12.2} {(12.2) {12.2) (4.4 {48.7) ]

* Note: above figures do not include interest improvement
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Ontario Eneroy Board (Board Staff) INTERROQGATORY #119 List 1

Interrogatory

Ref: ExF'1/Tabl/Schl/ Issue 6.1

Usual practice in the electricity sector is to use audited numbers for the last fiscal years as
the basis for balances in the deferral and variance accounts for disposition, with interest
forecasted up to the start of the new rate year.

a. Please provide the regulatory precedent for principal transactions being forecasted
beyond December 31, 2006 for accounts requested for disposition.

b. Please recalculate the appropriate rate rider schedules using the December 31, 2006
balances with interest forecasted to April 30, 20083.

Besponse

a. The regulatory precedent can be found in RP-20035-0020 (EB-2005-0378), 2006
Electricity Distribution Rates. In the Hydro One Distribution submitted evidence,
audited financial statements were provided up to December 31, 2004 and Regulatory
Asset balances were projected to April 30, 2006. Those projected balances were
approved by the Board on April 12, 2006 (subject to interest rate changes).

b. See Attachment A for recalculated rate rider schedule.
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Ontario Energy Board (Board Staffi INTERROGATORY #1240 List 1

Interrogatory

Ref: ExF1/Tabi/Schl/Issue 6.1

Tables 5, 6 and 7 at Exhibit F1/Tab 1/Schedule I relate to “Net Revenue Requirement to
be Recovered”.

Please provide in one consolidated table the Net Revenue Requirement to be
Recovered for minimum functionality covered in table 5 and 7 in accordance with
Appendix E of the EB-2007-0063 Decision on Smart Meters. Please also include in
this table the smart metering capital that the return on equity and interest expense is
being calculated from as well as the capital structure being relied on in these
calculations.

Is Hydro One currently using accounts 1555 and 15567

Please identify any deviations from the Board’s guidance with respect to these
accounts.

Is Hydro One planning to continue these accounts after April 30", 20087

Is Hydro One planning on continuing to charge the rate rider associated with Smart
Metering. If so, why?

Please provide a detailed calculation of revenue requirement for Table 6, Smart Meter
Exceeding Minimum Functionality Under-Recovery

Response

a.

The attached (Attachment A) spreadsheet provides the calculation of net revenue
requirement for each of the three smart meter regulatory assets, consistent with the
amounts shown in Tables 35, 6, and 7 in Exhibit FI, Tab 1, Schedule 1. The
spreadsheet contains the calculation of forecast annual rate base, annual revenue
requirement, and cumulative net revenue requirement as at year-end 2006, year-end
2007, and April 30, 2008 for each of the smart meter regulatory assets.

. Yes

Hydro One is in compliance with Board guidance for use of these accounts.

Yes, except that we are not expecting to use the interim recoveries account after the
date of implementation of the 2008 Distribution rate change.

No, Hydro One will stop recovery of the rate rider related to recovery of interim
smart meter costs effective the date of the implementation of the 2008 Distribution
rate change.

See response to part a.

33
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Calculation of Smart Meter Under-Recovery {to April 30, 2008) Filed: April 4, 2008
Minimum Functionality - up to May 31, 2007 EB-2007-0681
Exhigit H-1-120
Attachmenrt A
Jan-Apr Page 10f 6
(% mitiions) 2006 2007 2008 Comments
Return on rafe hase
Opening fixed assets:
Gross assets 0.0 2.2 211
Less: Accumulated depreciation 0.0 (0.1) (0.9)
Net fixed assets 0.0 2.1 203 |
Closing fixed assets:
Gross assets 22 21.1 211
l.ess: Accumulated depreciation (0.1) (0.9} (1.3}
Net fixed assets 2.1 203 19.8
Average fixed assets 1.1 1.2 20.0
Weorking capital 0.9 0.4 0.0
Total rate base 1.9 11.6 200 |
Cost of deht 9.1 0.4 0.2 Pro-rated for number of months in period
Reiurn on equity 0.1 0.4 0.2 Pro-rated for number of menths in period
Reiurn on rate base 0.1 0.8 0.5 |
Revenue requirement before PiLs
OMEA 58 26 0.0 Pro-rated for number of months in period
Depreciation 0.1 0.8 0.5 Pro-raied for number of months in period
Return on rate base 0.1 0.8 0.5
Revenue reguirement before PiLs 8.0 4.1 08 |
PiLs
Revenue reguiremeni before Plis 6.0 4.1 e
Less: OMEA (5.8 {2.6) 0.0
tess: Depreciation 0.1) (0.8) (0.5)
Less: inferest (0.13 (0.4) (0.2
Income for Pil.s purposes 0.1 0.4 02 ]
Add depreciation 0.1 g8 0.5
Deduct CCA (0.1) (8.9) (0.5} Pro-rated for number of months in peried
Taxable income for PlLs purposes 0.1 0.3 0.2 i
Plis before gross up 0.0 a1 0.1
Grossed up PliLs 0.0 8.1 0.1
Revenue requirement
Revenue requirement before PlLs 6.0 4.1 0.9
Grossed up PlLs 0.0 0.1 0.1
Revenue requirement 8.0 4.3 1.0 1
Under-recovery
Revenue requirement 8.0 4.3 1.0
L.ess: Revenue earned (2.5} (2.3} .06
3.6 2.0 10 |
Carrying charge 9.1 0.2 0.1 Prosated for number of months in pericd
Under-recovery 36 2.2 1.1 ]
Cumutative balance 6:9

4{3/2008



Calculation of Smart Meter Under-Recovery (to April 30, 2008) Fied: April 4, 2008

Minimum Functionality - up to May 31, 20067 EB-2007-0681
Exhibit H-1-120
Attachment A
Jan-Apr Page 2 of &
{% millions) 2008 2007 2008 Comments
Inputs
OMEA 58 2.8 0.0 Per OEB deacision (August 8, 2007)
Gapital (IS addifions) 2.2 18.8 0.0 Per OEB decision (August 8, 2007)
interim revenue 25 2.3 0.0
Number of menths in period 12 12 4
Working capital (% of OM&A) 15% 15% 18%
Depreciation life (years) 15 15 15
CCA rate (%) 8% 8% 8%
Cost of dedbt (%) 5.93% 5.93% 5.93% Weighted average cost of debt per 2006 Dx filing
Cost of equity {%) 8.65% 8.65% 8.85% Waighted average cost of equity per 2006 Dx filing
Deemed equity (%) 40% 40% 40% Per 2006 Dx filing
Tax rate (%) 38.12% 36.12% 34.50%
Interest rate on reg assets 4.59% 4.64% 4.74%
Detailed calcutations
Depreciation
Opening gross fixed asseis 0.0 2.2
Closing gross fixed assets 22 211 .
Average gross fixed assets | 1.1 11.7 211 ]
Depreciation 0.1 0.8 1.4
CCA
Opening UCC 0.0 2.1 20.1
Plus: Additions 22 18.9 0.0
Less: CCA {0.1} (0.9} (1.6)
Closing UCC 1 24 20.1 18.5 |
UCC for CCA 1.1 11.6 201
CCA 0.1 0.9 1.6

4132008
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Calculation of Smart Meter Under-Recovery (to April 30, 2008) Filed; Aprit 4, 2008
Minimum Functionality - post May 31, 2007 EB-2007-0681
Exhibit H-1-120
Jan-Aps .«'\t't:’ac:hm?(’an:c 2
($ miflions) 2008 007 2008 Comments age o
Return on rate base
Opening fixed assets:
Gross asgets 0.0 0.3 77.5
Less: Accumulated depreciation 0.0 (0.0) {2.6)
Net fixed assets | 0.0 0.3 749 |
Closing fixed assets:
Gross assets 0.3 77.5 209.3
Less: Accumuiated depreciation (0.0} (2.6} {5.8)
Nat fixed assets E 0.3 74.9 2035 |
Average fixed asseis G.1 376 138.2
Working capital 0.0 0.8 1.3
Total rate base | 0.1 38.4 1405 |
Cost of debt 0.0 1.4 1.7 Pro-rated for number of months in period
Return on equity 0.0 1.3 1.8 Pro-rated for number of months in period
Return on rate base [ 0.0 2.7 33 |

Revenue requirement before Pll.s

OME&A 0.0 55 28 Pro-rated for number of months in period
Pepreciation © 00 2.6 3.2 Pro-rated for number of months in period
Return on rate base 0.0 27 33
Revaenue requiremeant before PiLs | 0.0 16.7 94 |
PiLs
Revenue requirement before Pil.s 0.0 10.7 8.4
less; OM&A c.0 (5.5) (2.9}
Less: Depreciation {0.0) {2.6) (3.2)
Less: interest {G.0) {1.4) (1.7)
tncome for PILs purposes E 0.0 1.3 15 |
Add depreciation 0.0 2.8 3.2
Deduct CCA {0.0) (3.1) (3.7) Pro-rated for number of months in period
Taxable income for PILs purposes | 0.0 0.8 11 ]
PILs before gross up 0.0 0.3 0.4
Grossed up PlLs c.0 0.5 0.6

Revenue requirement

Revenue requirement before Plls 0.0 10.7 9.4
Grossed up FlLs 0.0 0.5 0.6
Revenue requirement I 0.0 11.2 10.0 |

Under-recovery

Revenue reguirement 0.0 11.2 10.0
Less: Revenue eamed 0.0 (7.8} (4.4)
i 0.0 36 55 ]
Carrying charge 0.0 0.1 0.1 Pro-rated for number of months in period
Under-recovery [ 0.0 3.7 57 |1

Gurhulative batance g4

4/3/2008



(% millions)
inputs

OM&A
Capital {/S additions)
Interim revenue

Number of months in period

Working capital {% of OM&A)
Depreciation iife (years)
CCA rate (%)

Cost of debt {%)

Cost of equity (%)

Deemed equity (%)

Tax rate (%)

interest rate on reg assets

Detailed calculations

Depreciation

Opening gross fixed assels
Closing gross fixed assets
Average gross fixed asseis

Depreciation

CCA

Cpening UCC
Plus: Additions
Less: CCA
Closing UCC

UCC for CCA
CCA

Calculation of Smart Meter Under-Recovery (to Aprif 30, 2008)

Minimum Functionality - post May 31, 2007

Jan-Apr
2006 2007 2008

0.0 55 8.8
0.3 77.2 131.8
0.0 7.6 44

12 12 4
15% 15% 15%

15 15 15

8% 8% 8%
5.93% 5.83% 5.93%
8.85% 8.65% 8.85%
40% 40% 40%
36.12%  38.12%  34.50%
4.59% 4.64% 4.74%
.0 0.3 77.5

0.3 77.5 208.3

l 0.2 38.9 143.4
6.0 2.8 9.6
0.0 03 74,3
0.3 77.2 131.8
(0.0 (3.1 (11.2)

] 0.3 74.3 194.9
0.2 38.9 140.3
8.0 3.1 11.2

Comments

Filed: April 4, 2008
EB-2007-0681
Exhibit H-1-120
Aftachment A
Page 4 of &

Weighted average cost of debt per 2006 Dx filing
Weighted average cost of equity per 2006 Dx filing

Per 2008 Dx filing

4/3/2008
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Calculation of Smart Meter Under-Recovery (io April 30, 2008) Filed: April 4, 2008
Exceed Minimum Functionality EB-2007-0581
Exhibit H-1-120
Jan-Apr At[taachmsen’i }é
($ mitlions) 2006 2007 2008 Comments age > o
Return on rafe base
Opening fixed assets:
Gross assais 0.0 0.6 248
L.ess: Accumulated depreciation 0.0 {0.0) {0.9)
Net fixed assets | 0.0 08 238 |
Closing fixed assets:
Gross assets 0.6 248 57.86
Less: Accurnulated depreciation (0.0) {0.8) (1.8}
Net fixed assets ! 0.6 23.8 558 |
Average fixed asseis 0.3 122 368
Working capital 0.1 0.1 0.1
Total rate base ; 0.4 12.3 309 |
Cost of debt 0.0 0.4 0.5 Pro-rated for number of months in period
Return an equity 0.6 0.4 0.5 Pro-rated for number of months in period
Return on rate base ! 0.0 0.9 09 |
Revenue requirement before PlLs
OM&A 0.6 .8 0.3 Pro-rated for number of months in period
Depreciation c.0 c8 09 Pro-rated for number of months in period
Retumn on rate base G0 6.9 0.8
Revenue requirement before PiLs | 0.6 25 24
PlLs
Revenue requirement before PILs 6.8 2.5 21
Less: OMEA (0.8) (0.8} (0.3)
Less: Depreciation (6.0 (0.8} (0.9)
Less: Interest (6.0} {0.4} {0.5)
income for PlLs purposes E 0.0 0.4 05 |
Add depreciation 6.0 0.8 0.8
Deduct CCA (2.0 (1.0} (1.1 Pro-rated for number of menths in period
Taxable income for PILs purposes | 0.0 0.3 03 |
PiLs before gross up c.0 0.1 0.1
Grossed up PlLs 0.0 0.1 0.2
Revenue requirement
Revenue requirement before PlLs 06 25 2.1
Grossed up Piis G.0 0.1 0.2
Revenue requirement E 08 2.6 23 |
Uinder-recovery
Revenue requirement 0.6 26 2.3
Less: Revenue eamed 0.0 0.0 0.0
E 0.8 2.8 23 |
Carrying charge 8.0 01 0.1 Pro-rated for number of months in period
Undet-recovery i 08 27 24 |

4/3/2008
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(% millions)
Inputs

OMEA
Capitai (I/S additions)
Interim revenue

Number of months in period

Working capital (% of OM&A}
Depreciation life (years)
CCA rate {%)

Cost of debt (%)}

Cost of equity (%)

Deemed equity (%)

Tax rate (%}

interest rate on reg assets

Detailed calculations

[Depreciation

Opening gross fixed assets
Closing gross fixed assets
Average gross fixed assets

Depreciation

CCA

Opening UCC
Plus: Additions
Less: CCA
Closing UCC

UCC for CCA
CCA

24

Calculation of Smart Meter Under-Recovery (to April 30, 2008) Filed: April 4, 2008
Exceed Minimum Functionality EB-2007-0681
Exhibit H-1-120
Jan-Apr At;achmsent:g
2006 2007 2008 Comments ageto
0.8 0.8 09
0.6 240 33.0
0.0 0.0 0.0
12 12 4
15% 15% 15%
15 15 15
8% 8% 8%
5.83% 5.83% 5.93% Weighted average cost of debt per 2006 Dx filing
8.85% 8.65% 8.65% Weighted average cost of equity per 2006 Dx filing
40% 40% 40% Per 2006 Dx filing
36.12% 36.12% 34.50%
4.58% 4.84% 4.74%
0.0 0.6 248
0.6 24.6 57.8
| 0.3 12.8 411 ]
0.0 0.8 2.7
0.c 0.6 23.6
0.8 24.0 330
(0.0) (1.0 (3.2}
| 0.6 236 534 |
0.3 12.6 40.1
0.0 1.0 3.2

41312008
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Page 1 of 1

Ontario Energy Board (Board Staff) INTERROGATORY #117 List I

Interrogatory

Ref: ExF1/Tabl/Schi/ Issue 6.1

Hydro One stated that the amount related to the elimination of the Large Corporation Tax
(LCT) was charged to account 1592 from May 1, 2006 to April 30, 2007. In July 2007,
the Board released the ‘APH Frequently Asked Questions’ detailing how utilities were
expected to account for the retroactive repeal of the LCT.

a. To what account did Hydro One book the period January 1% 2006 to April 30" 2006
repeal of the LCT?

b. If Hydro One has not recorded for the repeal of the LCT, please explain why?

¢. Please provide a table similar to Exhibit F1/Tabl/Schedulel page 5 Distribution Tax
Rate Changes Account Balances to reflect the amount related to the elimination of the
LCT from January 1%, 2006 to April 30“‘, 2007 into accountl 592,

Response

a. Hydro One Distribution calculated the impact of the elimination of the LCT as being
a reduction in revenue requirement of $4.1M for the calendar year 2006. The full
amount of this impact was booked to account 1592 over the rate year period from
May 1, 2006 to April 30, 2007 (as this is the period during which Hydro One over-
collecied the revenue), and is included in the deferral account balance shown in
Exhibit F1-1-1, Table 4.

b. See response to part a.

c. See response to part a.
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BY E-MAIL

March 3, 2008

To: Ali Licensed Electricity Distributors
All Intervenors in 2008 Electricity Distribution Rate Proceedings

Re: Review Initiative
Account 15662, Deferred Payments in Lieu of Taxes (“PILs")
Board file humber EB-2007-0820

The majority of electricity distributors that are rate regulated by the Board
became subject to PlLs effective October 1, 2001 with the proclamation of
section 93 of the Elfeciricity Act, 1998 (the “Act”). As of the date of this ietter,
seven distributors subject to section 93 of the Act that filed cost of service
applications for 2008 rates have requested the disposition of account 1562,
Deferred PILs. To date, the Board has not reviewed the methodology or account
balances for account 1562 for any distributor subject to section 93 of the Act.

it is apparent from a review of applications before the Board that distributors
have used a variety of methods to record balances in account 1562 for the time
period applicable to this account, October 1, 2001 to April 30, 2008. This letter is
to notify electricity distributors subject to section 93 of the Act and interested
parties that the Board intends {o initiate a combined proceeding to determine the
methodology that should be used for the calculation and disposition of these
balances.

Going forward, it is the Board's expectation that the decision stemming from the
combined proceeding will be used to determine the final account balances with
respect to account 1562, Deferred PiLs for the remaining distributors. The Board
intends {o proceed with the review and disposition of the account 1562, Deferred
PiLs balances for the remaining distributors subsequent to the completion of the
combined proceeding.

Further information regarding this initiative, including how to participate in it, will
be made available in the near future. If you have any questions regarding this
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.

initiative, please contact Harold Thiessen, Senior Advisor, at 416-440-7637 or by
e-mail at harold.thiessen@oeb.gov.on.ca.

Yours truly,
Original signed by

Kirsten Walli
Board Secretary
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EB-2007-0680

IN THE MATTER OF the Onfario Energy Board Act, 1998,
S.0. 1998, c. 15, (Schedule B);

AND IN THE MATTER OF an application by Toronto
Hydro-Electric System Limited for an order approving or
fixing just and reasonable rates and other charges for the
distribution of electricity to be effective May 1, 2008, May
1, 2009, and May 1, 2010.

BEFORE: Paul Sommerville
Presiding Member

Faul Vliahos
Member

David Balsillie
Member

DECISION

May 15, 2008



DECISION

distribution sector it is not the Board’s practice to clear forecast balances which include
principal.

Board staff also referred to the Board's Phase 2 Decision for the Review and Recovery
of Regulatory Assets for the five large distributors (RP-2004-0117, RP-2004-0118, RP-
2004-0100, RP-2004-0069, RP-2004-0064), and submitted that the Company's
proposal to dispose of account 1590 before the final balance has been determined does
not reflect a proper true-up. The Phase 2 Decision specifies that the rate rider
associated with account 1590 be removed as of May 1, 2008. Once the residual
balance in account 1580 is finalized, the residual balance is {o be disposed at a future
hearing. The final balance in account 1590 cannot be confirmed uniil after the current
recovery period has expired, i.e. after April 30, 2008.

Board Findings

To the extent possible and practical, the balances of variance and deferral accounts that
are approved for clearance should be measured at the same date for all distributors. In
a few electricity rate cases, the Board has accepied settlement agreements that include
clearance of deferral and variance accounts based on measurement dates other than
the date of the most recent audited financial statements. in most other cases not
involving settiement agreements, the Board usually approved only the disposition of
actual audited balances.

The Board does not find any compelling reasons to make an exception to its general
policy in this case and will not dispose of the 1580 account at this time.

With respect to account 1592, as the Board has commenced a combined proceeding
which was announced on March 3, 2008 to deal with matiers conceming pre April 30,
2008 PlLs variances in account 1562, which may inform matters pertaining to the post
April 30, 2006 PiLs variance in account 1592, it will not dispose of this account in this
proceeding. The Board notes that the Company withdrew its request in its initial filing to
dispose of the balances in the 1562 account.

B7-
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DECISION

The Company requested the following two deferral/ivariance accounts: OEB Cost
Assessments/intervenors’ Costs Awards/OEB  Mandated Studies Account (for
convenience “regulatory costs” account) and Capital Coniributions account.

The regulatory costs account would track the differences in expenses reflected in rates
and actual expenses associated with the named activities. The proposed amounts {o
be reflected in rates were $8.2 Million for 2008 and $7.8 Million for 2008.

The Capital Contributions account would track the difference between the rate impacts
associated with actual capital contributions to Hydro One Networks and the impacts of
contributions inciuded in rates. The rate impacts included in the proposed rates were
based on contributions of $5.0 Million for 2008 and $10.0 Million for 2009.

Board Findings

Variance and deferral accounts are governed by the Accounting Procedures Handbook
(APH) and associated letters of the Board. All deferral and variance accounts are open
to all electricity distributors and may be used according to the rules stated in the APH
and associated documentation, unless specific Board findings apply for a utility with
respect {0 the use of these accounts or other accounts. Therefore, there is no need for
the Board in this proceeding to approve or nof approve of the continuation of existing
accounts. Similarly, the two proposed new accounts are of general sector appiicability;
they are not exclusive to the Applicani. As such, this matter requires a sector-wide
approach through the APH or direction by the Board through another instrument.

-B9-
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Accounting Procedures Handbook

Q.1
Q.2

Q.3
Q.4

Q.5
Q.6

Q.7

Frequently Asked Questions

July 2007

INDEX

Accounts for recording adjustments due to the repeai of the
federal Large Corporation Tax (“LCT”}

Account to record the LCT for distributors that did apply for new
distribution rates in 2006

Identifying the LCT component included in distribution rates
Calculating LCT adjustments for different time periods from the
PILs or tax proxy

Applicable interest rate to be used for LCT adjustments recorded
in accounts 1562 and 1592

Recording of Board-approved regulatory assets and liabilities in
account 1580

Accountis for recording OPA-funded CDM program transactions

i



ACCOUNTING PROCEDURES HANDBOOK

Frequently Asked Questions

Q.1

Al

Q.2

A2

Q.3

A3

The federal Large Corporation Tax (“L.CT”) was repealed in the Federal
Government’s 2006 Budget and was retroactive to January 1, 2006. Which
APH accounts should be used to record the changes in tax legisiation?

The Board approved accounts 1562 and 1592 {o deal with changes in tax
legistation and tax rules with respect to PILs and taxes. Account 1562 applies to
entries up to April 30, 2008, while account 1592 relates to tax changes that affect
the period after April 30, 2006. Account 1592 was specifically approved by the
Board effective for the start of the 2006 rate year on May 1, 2008. Please refer
to December 2005 FAQs, Q.19, for additional information on account 1592,
Since there was no LCT cost to the distributor in 2008 (and beyond), no cost
recovery is needed from rate-payers. Accordingly, both accounts should be used
to record adjusting entries for LCT in the applicable periods indicated above.

The distributor did not apply for 2006 rates, but had an LCT amount
included in its previous rates. Which account should be used to record the
LCT PlLs tax entries?

Account 1562 should be used to record the adjusting entries for the period
starting from January 1, 2008, up to the date the LCT component is removed
from rates (e.g., May 1, 2007 or upon rates rebasing), since the previous
distribution rates approved in the distributor's 2005 appiication, which included
LCT, continued in rates during the period when the LCT legislative repeal came
into effect (i.e., January 1, 2006).

There is no scheduie in the Rate Adjustment Model (“RAM”) that isolated
the LCT rate component in 2005 or in 2006. How does the distributor
identify the amount that should be recorded?

If the distributor cannot identify how much LCT has been billed, or collected, from
its customers, the amount can be estimated from the grossed-up LCT PllLs or tax
proxy included in rates for the 2005 and the 2006 rates applications, as
applicable.

Ontario Energy Board 2 Isaued: July, 2007
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ACCOUNTING PROCEDURES HANDBOOK

Freguently Asked Questions

Q.4

A4

Q.5

A5

How can the distributor calculate the required LCT amounts for the
different time periods from the PlLs or tax proxy?

The LCT amounts are in two paris since they relate to two rate years. The 2005
grossed-up LCT PILs or tax proxy was incorporated in rates for the period from
April 1, 2005 to April 30, 2006. The 2006 EDR grossed-up LCT PilLs or tax proxy
was included in rates with effect from May 1, 2006 to April 30, 2007 for those
distributors that applied for rate changes.

Take the 2005 grossed-up LCT proxy from the 2005 application PILs model, and
divide the number by 12. Multiply this amount by four (4) fo calculate the amount
applicable to the period January to April 2008, and enter the credit for the amount
in 1562. The debit entry is posted to account 4080. If the distributor did not
apply for 2006 rates, the 12-month grossed-up LCT proxy from the 2005
application will be the amount to be recorded in 1562 for all of 2006 including up
to the period indicated in A.2 above.

For the 1592 entry, take the 2006 EDR grossed-up LCT proxy from the PlLs
model and divide it by 12. Multiply this amount by 8 to calculate the amount for
the period May 1 to December 31, 2006. Also, multiply this amount by four (4) to
calculate the amount for the period from January 1 to April 30, 2007. The credit
entries will be made to account 1592 and the debit entries will be made 1o
account 4080 for the applicable periods.

The 2007 rate applications included an adjustment that removed the LCT
component in PiLs or taxes effective in rates on May 1, 2007 for those
distributors that applied.

Which interest rate should be used fo calculate the simple interest carrying
charge or credit in accounts 1562 and 15927

Carrying charge amounts shall be caiculated using simple interest applied to the
monthly opening debit or credit balances in accounts 1562 and 1592 (exclusive
of accumuiated interest) and recorded in separate sub-accounts. In account
1562 for carrying charges up to the period ended April 30, 2008, the distributor
shall use a rate of interest equal to its deemed debt rate set out in Chapter 3 of
the 2000 Electricity Distribution Rate Handbook, Table 3-1. In account 1582

Ontarie Energy Board 3 Issuad: July, 2007
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BY E-MAIL

February 18, 2008

To: All Licensed Electricity Distributors
All intervenots in 2008 Electricity Distribution Rate Proceedings
All Participants in Consuiltation Process EB-2007-0673

Re: Deferral Account Review Initiative
Board File Number: EB-2008-0046

The Board is required by section 78(6.1) of the Ontario Energy Board Act, 1998 (the
“Act’) to make an order at least every three months to determine whether and how the
amounts recorded in the commodity deferral or variance accounts of each electricity
distributor shall be reflected in rates. Currently, these amounts are recorded in Account
1588 of the Uniform System of Accounts. The Board is also required by section 78(6.2)
of the Act to make a similar order in respect of all non-commodity deferral or variance
accounts at least annually.

This letter is to notify electricity distributors and interested parties that the Board intends
to launch an initiative for the review and disposition of Account 1588. As part of that
initiative, the Board will consider the use of account disposition thresholds or
“disposition triggers”, which would allow for a process commensurate with the nature of
the deferral accounts in question. The Board will also consider whether to extend this
inifiative 1o deferral accounts that are similar in nature to Account 1588, such as the
RSVA deferral accounts and RCVA deferral accounts.

Similar to other current Board initiatives, such as the Electricity Service Quality
Regulation consuliation (EB-2008-0001) and the Comparison of Ontario Electricity
Distributor Costs consultation (EB-2006-0268), the Board expects that this new deferral
account review initiative will inform the consultation regarding the development of the 3™
generation incentive rate regulation mechanism (EB-2007-0673).



Ontario Energy Board
D

Further information regarding this initiative, including how to participate in it, will be
made available in the near future. If you have any questions regarding this initiative,
please contact Adrian Pye, Manager, at 416-440-8139, or by e-mail at
RoardSec@oeb.gov.on.ca. Any matters sent to the Board in reiation fo this consultation
must quote file number EB-2008-0046.

Yours truly,

Criginal signed by

Kirsten Walii
Board Secretary
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Page 1 of 2

Ontario Eneroy Board (Board Staff) INTERROGATORY #123 List 1

Interrogatory

Ref: ExhibF1/Tab3/Schedulel/ Issue 6.2

Hydro One is requesting a new deferral and variance account for the Pension Cost

Differential.

a. Please provide the justification for this request, particularly identifving, when the
actuarial valuation was prepared as at December 31, 2006, and when it was filed with
FSCO and included in forecasted rates.

b. What is the proposed methodology for recording pension costs into this account (cash
or accrual)? If Hydro One is proposing a change to the accrual method, is the
company also proposing to record the difference between the expense embedded in
rates and the accrual expense as per the audited financial statements, into this
account?

¢. In Hydro One’s view what would the impact of its proposal be on the IRM 3
mechanism?

d. Can Hydro One identify any regulatory precedent in support of its proposal?

e. Please provide an estimate of the variance to be recorded in this account, if any.

f.  What account number does Hydro One propose to use in the US0A?

g. What are the journal entries to be recorded?

h. When does Hydro One plan to ask for its disposition?

i. How does Hydro One plan to allocate this amount by rate class?

J- What new or additional information is available since the December 18, 2007 filing
of this application that would improve the Board’s ability to make a decision on this
request?

Response

a. The actuarial valuation report as at December 31, 2006 was prepared during 2007,

completed in August 2007 and filed with FSCO in September 2007. The actuarial
report sets out the minimum funding requirements for the company that includes both
a variable component as a function of base pensionable earnings, plus a fixed
component for the deficiency in the plan. Given there is a variable component to the
funding amount, there could be a difference between estimated pension costs being
sought for recovery and actual pension costs. Since the actuarial valuation was filed
with FSCO subsequent to the EB-2007-0681 evidence being filed with the OEB on
August 15, 2007, the forecast amount of pension conftribution was based on an
estimate, rather than the final valuation. Thus, Hydro One Distribution is requesting a
deferral account.
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. The Board has allowed cash payments related to pension obligations to be recorded in

rates (RP-1998-0001). Consistent with its prior Distribution rate application (RP-
2005-0020/EB-2005-0378), Hydro One does not use the accrual method for rate
setting purposes nor in its audited financial statements. Pension costs continue to be
recorded on a cash basis and as such, there is no change from this basis.

It is premature to speculate as the IRM3 mechanism has not yet been established.

. On July 14, 2004 the Board issued its Decision and Order (RP-2004-0180} approving

the creation of a deferral account for Hydro One Distribution to record the pension
costs and related interest. A similar account was approved as part of Hydro One
Transmission’s rate application (EB-2006-0501).

The estimated amount to be recorded in the wvariance account for 2008 is
approximately $130 thousand (liability) per month.

Hydro One would use Account 1508 Other Regulatory Assets; Sub Account Pension
Contributions

Where pension costs recovered through rates are higher than actual pension costs
incurred, the entry will be:

Dr. Revenue
Cr. Pension Deferral Account (liability)

Where pension costs recovered are less than actual pension costs incurred, the
opposite entry would apply.

. Hydro One would ask for disposition of this account as part of the next Cost of

Service hearing.

This amount would be allocated to all rate classes. Consistent with the proposed
allocator in Regulatory Rate Rider #3 for both OM&A costs, Exhibit Gl, Tab 5,
Schedule 1, Page 2, lines 13 to 16, OM&A costs would be the allocator used by
Hydro One to allocate the amount amongst customer classes.

The rate application in this filing was based on an estimate of about $104 million for
pension costs in 2008. The actual pension costs for 2007 were about $93 million.
While the actual pension contribution is expected to be higher in 2008 as a result of
higher base pensionable earnings, the expectation is that the deferral account will be
in an over-recovery (liability) position. See response to (e) above.
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Ontario Energy Board (Board Staff) INTERROGATORY #124 List 1

Interrogaiory

Ref: ExhibF1/Tab3/Schedulel/ Issue 6.2

Hydro One is requesting for a new deferral and variance account related to the OEB Cost
Differential.

e

What is the regulatory precedent for the collection of each of the identified costs
proposed to be included in this deferral account?

What is the justification for this account?

What account number does Hydro One propose to use in the USoA?

What are the journal entries to be recorded?

If the costs or fees are not known, what would be the basis of the approval to record
these amounts in a deferral account?

What new or additional information is available that would improve the Board’s
ability to make a decision on this request?

Response

a.

The regulatory precedent can be found in a letter from the Board dated December 20,
2004 to electricity distributors. In that letter the Board authorized the establishment
of a deferral account to record OEB cost assessments that may not be included in
rates. Hydro One Distribution established the deferral account pursuant to the Board
letter and received approval for recovery of costs recorded in the deferral account in
RP-2005-0020 (EB-2005-0378) Hydro One Networks Inc., Electricity Distribution
Rates 2006. In that same decision, the Board approved Hydro One Distribution’s
request for establishment of a new variance account for the OEB Cost Assessment
Differential.

Hydro One Distribution budgets for costs associated with the annual OEB
assessment, intervenor awards, and OEB-initiated studies. However the actual
amounts of these payments are subject to variability and are outside of the
Company’s conirol. As such, it is appropriate that any differences between budgeted
and actual costs be tracked and recovered from or paid back to customers.

Hydro One Distribution proposes to use USofA 1508.

The journal entry will be as follows, if the amount of the payment to be made is
greater than the amount approved in rates:

Debit: Regulatory Asset OEB Cost Assessment (Balance Sheet Account),
Credit:  OM&A Program Account recording the payment
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The amount of the journal will be calculated as the difference between the actual
annual OEBR Cost Assessments, intervenor cost awards, and costs associated with
OEB-initiated studies and the amount for these expenditures approved by the OEB as
part of 2008 Distribution Rates.

e. Costs or fees would only be booked to this account once they are known.

f. The support and precedent for this request is provided in the Exhibit F1, Tab 3,
Schedule 1 and in the response to (a) above.
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Ontario Eneroy Board {Board Staff) INTERROGATORY #125 List 1

Inferrocatory

Ref: ExhibF1/Tab3/Schedulel/ Issue 6.2
Hydro One is requesting for a new deferral and variance account for the Bill Impact

Mitigation.

a. What is the regulatory precedent for the collection of the difference between the

Hydro One requested revenue requirement and the distribution rates from the

application of the Cost Allocation for Electricity Distributors report in this proposed

deferral account?

What s the justification for this account?

What account number does Hydro One propose to use in the USoA?

What are the journal entries to be recorded?

Please provide a continuity schedule of the incentive rate years outlining expected

transactions into this variance account if approved.

f. What new or additional information is available that would improve the Board’s
ability to make a decision on this request?

o oo o

Kesponse

a. Please see Exhibit F1, Tab 3, Schedule 1, page 2, lines 11 to 17 for regulatory
precedent.

b. The justification is to limit bill impacts to customers to a maximum of 10% on total
bill.

¢. Hydro One is proposing to use account 1508.
d. The journal entries are Debit to Regulatory Assets / Credit to Revenue.
e. Hydro One is expecting that $2.5M would be added to this account every year,

beginning May 1, 2008. An illustrative continuity schedule for the period from May
2008 to April 2011 is provided in the table below:

& millions May 2008 Dec 2009 Dec 2010 Dec 2011 Apr 2011
Principal 0.0 1.7 4.2 6.7 7.5
Interest 0.0 0.9 0.2 0.4 0.6
Total 0.0 1.7 4.3 7.1 8.1

There is no new information.

SV
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COST ALLOCATION OF REVENUE REQUIREMENT

This exhibit presents an overview of the process to allocate Hydro One Distribution
related revenue requirement costs to Legacy, Acquired, and Sub-Transmission customer

groups (including current Embedded L.V customers).

1.0 INTRODUCTION

The 2008 revenue requirement of $1,067 million for Hydro One Distribution was derived
in Exhibit E1, Tab 1, Schedule 1, and is attributed to the Retail, (I.egacy and Acquired),

and Sub-Transmission customers.

This revenue requirement is allocated to the proposed customer groups using the Cost
Allocation methodology issued by the OEB on September 29, 2006 in the RP-2005-0317
proceeding. Hydro One modified the OEB methodology to reflect its unique
circumstances related to the provision of an LV system and a very large number of rates.
The modifications are detailed in Exhibit G2, Tab 1, Schedule 1, and are similar to the
modifications applied in Hydro One’s Cost Aliocation Information Filing of January 13,

2007 as part of Proceeding RP-2007-0001.

2.0 APPORTIONMENT OF REVENUE REQUIREMENT

Hydro One used the OEB Cost Allocation Methodology to allocate the proposed $1,067
million revenue requirement to customer classes. The allocated revenue requirement was
compared to the revenues that would be collected from customers at adjusted 2007
Distribution rates. The adjustment consisted of increasing the 2007 approved rates
proportionally to recover the 2008 Revenue Requirement of $1,067 million. Revenue to
cost ratios were then calculated. Revenue to cost ratios above | mean that the customer

class is over-contributing and revenue to cost ratios below 1 mean that the customer class
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1 is under-contributing. The results of the cost allocation study are summarized in the

2 Table below.

4 Table 1
5 Hydro One Cost Allocation Study Resnlts
3

UR Rl R2 | Seasonal | UGSe | UGSd | GSe | GSd | ST | DG | Street | Sent. Total

Light | Light

Rev Req $M | 66.0 | 240.2 1 3903 | 83.6 9.3 16.8 111.1 1054 274 | 0.4 8.1 8.0 1,066.6
Revenue at 57.7 1 197.1 { 404.6 | 77.0 12.1 16.0 119.6 1107.9 | 642 | 06 4.9 4.9 1,066.6
current rates
™
Rev/cost 9.87 | 0.82 1.04 | 0.92 1.29 4.95 1.98 1.02 235 1 1.63 | 0.60 0.62 1.60
ratio

7

8 More details on the results of the cost allocation study can be found in Exhibit G2, Tab 1,

9 Schedule 1.

10

1 3.0

TARGET REVENUE TO COST RATIO

13 Hydro One is proposing to use the revenue to cost ratio ranges recommended in the

14 Board’s report issued November 28, 2007 under proceeding EB-2007-0667, “Application

15 of Cost Allocation for Electricity Distributors”. The Board recommended revenue to cost

16 ratios range from 0.7 for street lights to 1.8 for large commercial customers, Given that

17 this is the first time that the OEB’s cost allocation methodology is being used as a basis

18 for determining distribution rates, the wider range of revenue to cost ratios proposed by

19 the Board will reduce the potential bill impacts on customers whose distribution rates

20 have to increase to closer refiect cost causality. The proposed range of revenue to cost

21 ratios will result in those customer classes with a revenue to cost ratio above 1 continuing

22 to cross-subsidize those customer classes with a revenue to cost ratio below 1.
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Hydro One is proposing the following revenue to cost ratios for the various new proposed

customer c¢lasses.

For the R2 Residential, General Service energy billed, and General Service demand billed

customer classes, the current revenue to cost ratio is proposed to be maintained:

For the Distributed Generation customer class, the revenue to cost ratio is proposed to be
set at 1.0 rather than the current 1.63 in support of Government policy to promote

Distributed Generation in Ontario.

For Street Light and Sentinel Light classes it is proposed to increase the revenue to cost
ratio from about 0.6 to 0.7. This is the lower end of the revenue to cost ratio proposed by

the Board for this class of customers.

For the Urban General Service energy billed class it is proposed to reduce the revenue to
cost ratio from 1.29 to 1.2. This is the higher end of the revenue to cost ratio proposed by

the Board for small commercial customers.

For the Sub-Transmission class it is proposed to reduce the revenue to cost ratio from
2.35to 1.15. This is the higher end of the revenue to cost ratio proposed by the Board for

large users.

In order to recover almost all of the 2008 Revenue Requirement based on the revenue to
cost ratios described above, the revenue to cost ratio for Urban Residential, Rl
Residential, Seasonal Residential and Urban General Service demand billed customer
classes will have to increase. The revenue to cost ratios for the Urban Residential,
Seasonal Residential, and Urban General Service demand bilied customer classes are

proposed to be set to 1.0. For the R1 Residential customer class, the proposed revenue to

S8
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cost ratio is 0.88, which results in bill impacts that are considered to be the maximum that

Acquired residential customers being harmonized to this customer class can sustain.

The proposed revenue to cost ratios result in Hydro One not being able to fully recover its
2008 proposed Revenue Requirement. The shortfall is estimated to be $2.5 million per
year, which is the difference in the total proposed revenue requirement shown in Table 2
as compared to Table 1. Hydro One proposes to establish a variance account, as described
in Exhibit F1, Tab 3, Schedule 1 to record this revenue shortfall for recovery at a future

date from ali customers.

Table 2
Proposed Revenue/Cost Ratio by Customer Class
UR R} R2 Seasonal | UGSe | UGSd GSe Gsd 5T DG | Street Sent, | Total
Light | Light
Proposed Revenue | 66.0 | 2114 404.6 | 83.6 11.2 16.8 119.6 107.9 315 04 57 5.6 1.064.1
Requirement $M
Proposed revenue | 1.6 0.88 104 1.4 1.2 1.6 1.68 1.02 1.15 1.0 | 0.7 0.7 1.0
to cost ratio

*Revenue o cost ratios in bold show the proposed change

4.0 REVENUE TO COST RATIO EQUAL TO ONE

In response to feedback received during the stakeholdering process, Hydro One explored
the impact of moving all customer classes to a revenue to cost ratio of 1. Table 3 shows
the average impacts that would result from making this change. As shown in Table 3, the
resulting average total bill impacts under a revenue to cost ratio of 1 is generally greater
and could be as much as three times the impact under the proposed revenue to cost ratios.
As a result, using a revenue to cost ratio of ! for all customer classes would result in
either unacceptable bill impacts or the need for an excessively long impact mitigation

period,
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: Table 3
Impact to Customer Classes of Revenue/Cost Ratios
Proposed Average R/AC =1 Average
R/C impact % impact %
UR 1.0 34 1 34
R1 0.88 3.0 1 83
R2 1.04 1.0 1 (0.8
Seasonal 1.0 9.7 1 9.7
UGe 1.2 (2.3) 1 (6.3}
UGd 1.0 0.3 I 03
GSe 1.08 0.5 i (22)
GSd 1.02 (2.1) i (2.7
DG ] (29.0) i (29.0)
Street 0.7 5.0 i 217
Light
Sentinel 0.7 25.0 1 118.1
Light
ST 1.15 (4.7 I (5.0)

&
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hazardous aspects of our jobs. It is necessary. As
stewards of Ontario's transmission electricity system and
the largest distribution system, we feel it would be
irresponsible of us not to bring these people in in
advance, while we still have the opportunity to coach and
mentor them, so they can take over these jobs.

MR. BUONAGURO: Thank vyou.

I have some guestions on the pension guestion, much to
the chagrin of Mr. Clark, I'm sure.

MR. CLARK: I didn't give him that one.

MR. BUCONAGURO: I can tell you it came from Mr.
Harper, but I think it is somewhat benign, at least to
them.

Exhibit C1, tab 3, schedule 2, appendix A.

MR. VAN DUSEN: Yes, I have that.

MR. RUONAGURO: Take a lock at page 3. Could you
confirm that this application is based on a total estimated
pension contribution for 2008 of $104 milliion?

MR. VAN DUSEN: Yes, I can confirm that.

MR. BUONAGURO: Then at page 2, it talks about the
allocation, and 31.7 percent of the 140 million goes to
distribution.

MR. VAN DUSEN: BSorry, the number you're looking at,
31 did you say?

MR. BUONAGURO: 31.7 is the number I have.

MR. VAN DUSEN: I'm seeing a number of 56 million
corporate pension costs charged to distribution in mine.

MR. BUONAGURO: Sorry.
ASAP Reporting Services Inc.

(613) 564-2727 (416) 861-8720
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MS. McKELLAR: That's what I have.

MR. VAN DUSEN: I'm looking at page 2 of that exhibit
and adding up the total OM&A and capital in association
with the distribution system, and getting $56 million
dollars, sir.

MR. BUONAGURO: Okay. It must have been a calculation
error.

Well, we can say then $56 million of the total, then,
go around 50 percent?

MR. VAN DUSEN: Roughly.

MR. BUONAGURC: Okay. And can you confirm that the
application which includes these numbers was done prior to
the completion and fiiing of the pension evaluation.

MR. VAN DUSEN: It certainly was done before the
£iling of the evaluation.

MR. BUONAGURC: A1l right.

MR. VAN DUSEN: The evaluation which is filed attached
to —- H1-76 was filed after our distribution application
was filed; ves, that's correct.

MR. BUONAGURQO: Okay. And intexrrogatory response H12-
21 says that based cn this evaluation, the required pension
contribution for the years 2007, 2008 and 2009 is §95
million, total, I guess, per year.

MR. VAN DUSEN: Sorry, what was the reference to the
interrcgatory, please?

MR. BUONAGURO: Hi2-21.

MS. McXELLAR: I don't have it.

MR. VAN DUSEN: Just one second, please.
ASAP Reporting Services Inc.

(613) 564-2727 (416) 861-8720
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MR. BUONAGURO: Sure. It's on page 2, third full
paragraph.

MS. McKELLAR: Have you got it? Thank vyou.

MR. VAN DUSEN: Sorry, my apologies. I have it now.
Sorry, could you repeat your question?

MR. BUONAGURO: Sure. In this interrogatory response
at page 2, third full paragraph it says:

"The valuation report submitted to FSCO in
September 2007 will establish a level of
contribution of about $95 million for the three-
vear period 2007 through 2009."

MR. VAN DUSEN: Yes, that's correct.

MR. BUONAGURO: Okay. Does that mean ﬁhat there's a
difference in the numbers between the application and the
evaluation of about $9 million per yeaxr?

MR. VAN DUSEN: Yeg, there is.

Please let me take you, though, to respconse to Board
interrogatory H, tab 1, schedule 123. 1In the response to
part A:

"Hydro One acknowledges the difference between
the amount contained in our application and the
amounts indicated by the new actuarial evaluation
and as such Hydro One is reguesting the deferral
account .

Mr. Innis, in his appearance on panel 4, will be able
to talk to the deferral account specifically, but the
reasoning is straightforward. The appliication came in

based on an older estimate. We have a newer egtimate in a

ASAP Reporting Services Inc.

(613) 564-2727 (416) 861-8720
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deferral account consistent with the Board's past practice
on this has been reguested.

MR. BUONAGURO: Okay. 8So -- which is all to say that
if that holds up, then we'll be paying your rates, the
actual number?

MR. VAN DUSEN: Yes, that's correct.

MR. BUONAGURO: Okay. Obviocusly I missed that
interrogatory response.

I'm thinking back to the first day. Are there any
other corrections to the application that you are
acknowledging similar to that that we should know about?

MR. VAN DUSEN: This isn't a correction. This is a --
part of our original application, part of our filed
material.

MR. BUONAGURO: What I mean ig changes in numbers for
various reasons. Like, for example, that would be a change
in a number because new information came out that you are
accepting rather than stumbling upon it like that which is
partly my fault --

MR. ROGERS: There are no material changes that we're
aware of that would affect the application. The
application ig what it is. There are no mistakes that I am
aware of, of any significance. This is not a mistake, as
yvou heard, it was clearly identified.

MR, KAISER: If's an update?

MR. ROGERS: Yes,.

MR. VAN DUSEN: There are other deferral accounts and

of course the disposition of the regulatory assets is part
ASAP Reporting Services Inc.
(613) 564-2727 (416) 861-8720
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of panel 4. Mr. Innis will be able to talk about that. I
believe there are two other deferral accounts in front of
the Board for their consideration, as well. This is one of
them, as part of our filed evidence.

MR. BUONAGURO: All right. Thank you.

MR. KAISER: If you're leaving that, can I just ask a
guestion befocre you go to the next. On the chart you were
just referring to Cl, schedule 3, 2, this is where you had
45 million in pension costs for transmission, 56 for
digtribution.

I notice that the material says that you arrived at
that allocation based upon pensionable earnings. So these
are the actual salary figures, I take it, that you are
using for the purpcse of splitting the pension cosgts
between the two businesses?

ME. VAN DUSEN: It's almest correct, Mr, Chairman. It
has to do with estimated pension earnings for 2008, bhut,
yveg, we take a look at an estimate. As Ms. McKellar
pointed out, we can do an estimate, at a high level, of the
total salary and then an estimate of the total base
pensiocnable earnings and therefore the -- then do an
allocation between OM&A and capital.

MR. KATISER: Why do you split the pension costs
between OM&A and capital? Is that because there's labour
in each?

MR. VAN DUSEN: Yes. There is labour in each. Labour
rates that we have had so much digcussion on today are

applicable to the appropriate OM&A work and the appropriate
ASAP Reporting Services Inc.
(613) 564-2727 (416) 861-8720
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capital work as well. So it is appropriate that pension
costs be attributable to both OM&A and capital work
programs.

MR. KAISER: So I understand there are two allocation
exercises. But the 104, in total pension cosgts those are
real costs.

ME. VAN DUSEN: Yesg, they are.

MR. KAISER: They're real audited costs?

MR. VAN DUSEN: Yes, sir.

MR. KAISER: Then you allocate it once between
transmission and distribution, and then within each of
those two groups between OM&A and capital?

MR. VAN DUSEN: That's correct, sir.

MR. KAISER: Okay, thank you.

MR. BUONAGURO: Thank you. I have some guestions on
Cornerstone.

First, in response to earlier guestioning, you talked
about benefits of the project which would occur or are
supposed to occur in 2009 and 2010 during the IR period.

And the answer to the guestion how would they be
captured by ratepayers seems to be they will be captured as
part of the IRM process. Did I understand that correctly?

MR. CURTIS: Yes, you did.

MR. BUONAGURO: So for example, when Hydro One applies
for 2009 IRM adjustment ~- assuming that is what happens --
part of the application will iilustrﬁte the benefits
agsgociated with Cornerstone for that rate period, the 2008

rate period. Then that will be an adjustment to your base

ASAP Reporting Services Inc.

(613) 564-2727 (416) 861-8720



Filed: August 15, 2007
EB-2007-0681

Exhibit C1-3-2
Appendix “A”

Page I of 4

PENSION COSTS

1.0 PENSION COSTS

Hydro One Networks is a participant in the Hydro One Pension Plan (“the Plan™). The
Plan is a contributory, defined-benefit pension plan whose members comprise
represented employees of the Power Workers Union (“PWU”), the Society of Energy
Professionals (“Society™), MCP employees, pensioners who were employees, and

pensioners who are beneficiaries of employees or pensioners.

The Board has previously allowed cash payments related to pension obligations to be
recorded in rates (RP-1998-0001). As well, in April 2006, the OERB in its Decision with
Reasons, approved full recovery of Distribution pension costs included in OM&A

{RP--2005-0020/EB-2005-0378).

Pursuant to the Inergi outsourcing agreement (see Exhibit C1, Tab 2, Schedule 6), Hydro
One Networks is also required to pay, directly to Inergi, a predetermined estimate of
Inergi’s annual current service pension cost in each year for each of the ten years of the

outsourcing.

The Hydro One pension cost allocated to Hydro One Networks is based on the ratio of
base pensionable earnings for Hydro One Networks’ staff, as compared to the total base
pensionabie earnings for all of Hydro One employees. The method of allocation of the
pension cost and the Inergi annual pension charge is consistent among all shared services
costs, for operating and capital costs, and is consistent with the methodology reviewed

during RP-2005-0020/EB-~2005-0378 and EB-2006-05-01.

(5
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For the Distribution business, the annual charge to be recovered through rates is

estimated as follows:

Annual cash pension cost (millions)
{may rot add due to rounding)

2008
Corporate Pension Costs Transmission Distribution Other Total
OM&A $ 27 3 33 $ 3 $ 63
Capital 3 18 by 23 $ - $ 41
8 45 3 36 & 3 $ 104

Inergi Annual Pension Charge
OM&A 3 2 $ 4 $ - $ 6

2.0  ACTUARIAL CALCULATION

The most recent actuarial valuation for the Hydro One Plan was as at December 31, 2003.
In September 2004, Hydro One filed this actuarial valuation with the Financial Services
Commission of Ontaric (FSCO), which was reviewed during RP-2005-0020/EB-2005-
0378. The valuation showed that the Plan had a deficit of $167 million, on a going-
concern basis. The required contribution for the Hydro One companies was set at $81
million starting in 2004, variable based on the level of base pensionable earnings. Of this
amount, about $60 million represented annual current service costs, and the remaining
portion represented special payments over 15 years required toward the going-concern

deficiency, and commuted value top-ups.

In accordance with applicable regulations, Hydro One has made ali required contributions

since January 1, 2004,

Hyvdro One’s next actuarial valuation will be prepared as at December 31, 2006 and will
be filed with FSCO in September 2007. The valuation will depend on investment returns,

changes in benefits, and actuarial assumptions.
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Pension costs for 2008 are estimated at $104 million respectively. These pension costs
were derived from estimates prepared by Mercer Human Resource Consulting LCC
(“Mercer”), the Plan’s actuary. The December 31, 2003 membership data and September

30, 2005 assets were extrapolated to December 31, 2006.

The estimated $104 million contribution in 2008 is comprised of $74 million in current
service cost and $30 million in unfunded liability payment. The change from the $81

million contribution estimate in the 2003 actuarial valuation, or $23 million, is due to:

Impact of liability and service cost increase  $20 million

due to assumption changes

Increase in current service cost $ 8 million

reflecting staff growth

Impact of asset gains ($5) million
$ 23 million

Going concerns assumption in the 2003 actuarial valuation and in Mercer’s estimate for
2007 are the same except inflation was raised from 2.25% to 2.50%, consistent with
market conditions. The inflation estimate is based on the spread between the yield on
long-term Government of Canada Bonds and Government of Canada Real Return Bonds.
This spread increased by 0.25% between December 31, 2003 and October 31, 2005 (the
latest available yields at the time the estimate was prepared). The yield spread at July 31,
2006 is consistent with the yield spread at October 31, 2005.

The staff growth reflected in the increase in current service cost supports the

requirements of the work program.
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The short-term investment experience in 2004, 2005, and 2006 exceeded the long-term
discount rate used to calculate pension plan liabilities at December 31, 2003. This
investment experience in 2004, 2005 and 2006 is expected to contribute to a reduction in
projected contribution requirements, starting in 2007, from the costs shown in this

evidence. However, updated costs, and all other relevant assumptions, have not been

finalized at the time this evidence has been prepared.

During 2007, actual contributions have commenced based on an estimated $100 million
contribution level, consistent with estimates provided in RP-2005-0020/EB-2005-0378.
Actual contribution requirements in 2007 and 2008 may differ that will depend on final
membership data, plan assets and economic assumptions used in the actuarial report filed
as at December 31, 2006. The difference between the estimated and actual pension costs

will be tracked in a variance account {see Exhibit F1, Tab 3, Schedule 1).

3.0 PENSION PLAN GOVERNANCE AND PERFORMANCE

Hydro One is the Plan sponsor and administers the pension assets and obligations of the
Plan. As of December 31, 2006, the Plan had a reported net asset value of $5,199 million
and about 11,680 members. One-third of the Plan’s members are active. The remaining
Plan members are inactive, either retived or beneficiaries of retirees. The Plan

governance was reviewed during RP-2005-0020/EB-2005-0378.

The Fund has consistently outperformed market indices. In the period from June 29,
2001 (the Fund’s inception) to December 31, 2006, the Fund return was 9.54% and the

Fund outperformed its target return number by 0.71%.

In addition, Fund performance has been favourable relative to that of other pension funds.

Specifically, the Fund has a 20 percentile rank since inception.
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MR. BUONAGURO: Okay, thank you.

T think I can sgueeze in one more topic before 4:30.

I was asking the previous panel about pension costs, and I
have excerpted the transcript reference, page 13 of the
book. It is from the July 10th transcript. Sorry. Yes,
page 13.

Sorry. No, that's wreng. It's 14 to 16.

Basically, I went through the pension costs, and if I
can summarize, in the application, the total figure for the
pension costs was $104 million and the updated figure was
$95 million.

MR. INNTS: The 104 million ig what is in the filed
evidence, and 95 would be the valuation from the financial
evaluation of the pension fund.

MR. BUONAGURO: I understood from that conversation
from the £iling that you have a deferral account that is
suppoged to track the deviation and, in fact, that would be
one type of deviation you would be tracking?

MR. INNIS: That is correct.

MR. BUONAGURO: Okay. Now, I think this was left off
on the transcript, and I think it was partially referred to
you in terms of deferral account treatment, so perhaps I
could ask you the guestion.

As a result of that update, would the amount that goes
intc rates in the 2008 be the 104 million or the 95 million
based on the new evidence, the $5 million?

MR. INNIS: I can address that. The 104 million is

what ig in rates for 2008. Of that 104 million, only a
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1 portion of that is attributed to the distribution business.

2 The 104 is a full Hydro One amount.

3 So a portion of that would be based on the -- it would

4 be attributed to the distribution business, the rates.

5 MR. BUONAGURO: I understand that. When I say 104, I

5 always mean the portion that is attributable to DX for

7 distribution.

8 MR. INNIS: Okay.

9 MR. BUONAGURO: You had 104 when vou applied for it.
10 You now know the number, according to your evaluation, is
11 going to be 95. You're proposing a deferral account to
12 track the difference, in any event, so presumably whatever
13  number you use, you are going to be held whole; right?

14 MR. INNIS: Yes, that's correct. If I can just

15 clarify the 95, that was a number based on an estimate for
16 2007. 8o what we're expecting is that the actual 2008

17 experience will be greater than that. There is an

18 adjustment for base pensionable earnings.

19 So the number will be somewhat higher, we expect, than
20 the 95. 8o let's assume for the sake of discussion that

273 number 1is $98 million. 8o what we would be doing, then, is
22 tracking the difference between the 104, which ig currently
23 in rates, and our actual pension costs, the portion that is
24 actributed to distribution, and we would be putting those
25 in a deferral sccount.

26 If the value 1is less than what we have in rates, then
27 we will track that and we will be giving that back to

28 customers at a future date.
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MR. BUONAGURO: ©Now, particularly since this is a
deferral account treatment and they're going to be trued up
in any event, why wouldn't you put into rates for 2008 the
more accurate figure?

MR. INNIS: We don't know what the actual rates will
be-for 2008 at thisg point in time.

MR. BUONAGURO: Sorry, you don't know that the actual
will be 98 million, for example?

MR. INNIS: We don't know, no. I said as an example,
but we don't know what that would be.

The 2008 pension expense will be a function of the
bage pensionable earnings incurred in 2008. So it is not
until the end of the year that we would know the actual
amount .

MR. BUONAGURO: So why is 104 a better placeholder
than, say, 957

MR. INNIS: 104 million was the estimate prior to
receiving the valuation.

MR. BUONAGURO: Now you have the evaluation, which has
refined it.

MR. INNIS: And the valuation is 95. We expect that
number to be a bit higher than the 95.

It could be upwards of 104 perhaps, as well. So
rather than chase the number, we have locked in on the 104,
and the deferral account will be abkble to true up the
difference once the amount for 2008 is known.

MR. BUCNAGURC: Just one last guestion on that. I

vou stick with the 104, it scunds like you are almost
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guaranteed, unless something really weird goes cn, Lo over-
recover in rates, based on the evaluation you just -- we
have been talking about.

MR. INNIS: Not necessarily.

MR. BUONAGURO: Not necessarily?

MR. INNTS: We would have to look at what our
experience would be for 2008, and so I couldn't say for
sure that we'd be over-recovering.

I think it is important to keep in mind that the 104,
as I mentioned, ig a Hydro One number.

The portion that gets attributed or that is embedded
in rates for 2008 would be approximately 20 percent of
that. 8o we're talking about 30 percent of a difference
between 104 and whatever the final number is.

Tn one of our undertakings, we estimate that amounts
to be about $1.5 million, is what we would expect to be in
that account.

MR. BUONAGURO: Okay.

MR. TNNTIS: But that, once again, is an estimate. We
dep't have the 2008 experience yet. We would have to do
that calculation at the end of the year.

ME. BUONAGURO: Is that a good time to break?

MR. KAISER: VYes. We will adjourn until 9:30
Thursday.

ME. BUONAGURC: Thank you.

--- Whereupon the hearing adjourned at 4:32 p.m.
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