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3.0 REVENUE REQUIREMENT - COMPARISON OF YEAR 2606 TO YEAR
2008

Table 2 below compares, by element, the Year 2006 approved Revenue Requirement (as
per RP-2005-0020/EB-2005-0378) against the Year 2008 proposed Revenue

Requirement.

Table 2
Comparison of Revenue Requirements: 2006 vs. 2008 (§ Millions)
Line . Description Year 20066 Year 2008 | Difference
No OEB Approved

1 OM&A 423 478 55
2 Depreciation 202 239 37
3 Capital Taxes 10 11 1
4 Income Taxes 69 39 (30}
5 Return 261 300 39

Total Revenue Requirement 965 1,067 102

There are a number of key operational and financial factors contributing to the mcreased
revenue requirement that have an impact across the cost components in Table 2. The

increase in Total Revenue Requirement is largely attributable to the increase in OM&A

costs ($45 million), Sma; ~and the net

impact of rate base growth ($63 million) offset by lower cost of debt and lower income

tax rates.

Table 3 illustrates the value of the key impacts of the increase in the Revenue

Requirement.
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Table 3
Components of Change to Revenue Requirement
Prewousiy OEB-Approved (2006) vs. Proposed (20{]8)
Descrlpnon ———— Amount
(% millions)
Impact of increased rate base 63

45

ange in Common Equity

Impact of lower statutory tax rate (9)
Decrease in asset removal costs (N
Lower ROE as per OEB formula (8)
Decrease in cost of debt (6)
Other (4)
Total Change 102
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Ontario Energy Board (Board Staff) INTERROGATORY #3 List 1

1
2
3 Interrogatory
4
s 3. Ref: Exhibit D1 Tab 1 Schedule 1 — Capital Expenditures/ Issue 4.1
6
7 For each of the years 2002 through 2008, please provide:
8 a) A table listing the following, using actual values in years where available, and if
9 not, then using expected or planned or projected, or percent(%):
10 I)  Allowed Return on Equity (%) portion of the regulated rate base;
1 )  Actual Return on Equity (%) portion of the regulated rate base;
12 ) Retained Eamnings;
13 IV) Dividends to shareholders;
14 V)  Sustainment Capital expenditures excluding smart meters;
15 VI) Development Capital Expenditures excluding smart. meters,
16 VII) Operations Capital Expenditures;
17 VIII) Smart meters Capital Expenditures;
18 IX) Other Capital Expenditures (identify),
19 X)  Total Capital Expenditures including and excluding smart meters;
20 XI) Depreciation;
21 XII) Construction Work in Progress;
22 XIII) Number of customer additions by class;
23 -XIV) Rate Base,
24 .
25 b) For the years 2002 to 2008 inclusive, please complete the following table
26 including actuals, estimated dollars and percent (%) where indicated. Please
27 identify the cost drivers, as indicated in the table. (Examples of cost drivers are:
28 building new facilities, replacement of obsolete poles, and rcp}acement of .aging - .
29 underground cables). Please identify the type and amount of any oneitime,
30 unusual expenditure incurred in any particular year that caused the change outside
31 the given threshold, as provided in the table. Please exclude smart meter
32 expenditures from the capital expenditures.
33
Capital Capital Change (AB) % Change Cost Drivers for the change
Expenditure (A) Expenditure % (A/B) (increase or decrease) if the
&3] ®) % change is either less than
% zero or more than 10%
2003 i 2002
2004 2003
2005 2004
2006 Actual 2005
2006 Actual 2006 Board
: ‘Approved
2007 2006
Bridge Year Actual
2008 2007
Test Year Bridge
Year
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Response
a)
2002 2003 2004 2005 2008 2007 2008
in $M except where noted Actual Actual Actual Actual Actual Bridge Test"
Allowed Return on Equity {36)
Portion of the reguiated rate base
2 9.44% 9.44% 9.44% 9.44% 8.64% 8.64% 8.64%
Actual Return on Equity {3}
Fortion of the regulated rate base i
K 4.5% 3.6% 12.1% 8.7% 8.5% 5.9% 7.8%.
Retained Eamings “ 120 161 322 arz 451 512 614
Dividends to sharehoiders 5 5 5 48 47 34 36
Sustainment Capital expenditures
excluding smart meters £0.4 116.3 104.9 117.3 172.2 146.9 152.3
Development Capital Expenditures
exciuding smart meiers 100 107.1 138.6 141.7 148.8 154.2 167.7
Operations Capital Expenditures 3.7 11.1 8.3 4.7 2.1 2.0 3.8
Smart meters Capital Expenditures 14.1 76.7 164.8
Other Capital Expenditures
(identify)
Network Line Losses 11 5.6 6.0
Transport and Work, and
Service Equipment 22.2 36.7 12.0 32.1 33.6 35,7 445
Informnation Technology Capital 24.1 7.3 10.8 10.5 - 19.3 2041 15.3
Cornerstone Project 26.6 28.0
Facilities Capital 0.7 1.2 2.8 1.8 2.1 8.4 4.4
Conservation & Demand
Management 1.8 2.3 0.0
Other 12.1 0.6 (3.2} 0.1 {0.5) 0.1 {14.4)

Total Other capital expenditures
i 1z 8 Qp

g}%@as@; rbution Capitalexciudin
il ﬁ i 2 o — ;

bt ez
“smarttmoters: %

Depreciation {of fixed assets in

service} 120 129 152 155 159 164 197
Construction Work in Progress 88 54 53 BO 87 94 65
Number of customer additions by
class
Retail
UR 2,150 2,684 1,844 1,529 1,568 1,484
R1 5,854 8,255 4,366 4,873 4,074 3,843
R2 4,160 4,798 3,441 2,880 2,941 2,780
R3 (485) {285) 293 {10) (78) (74}
R4 157 8 587 354 268 253
F1 (841) {1,305) {370) (578) {585) (553}
F3 {42) | 3 7 {0) 2 2
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Appendix "E"

| Smart Meter Revenue Requirement - Summary
Name of Applicant

[Smmary of Actuat Cests claimed In this application 1 2606 Acfual] 2006 Pius| 20067 Actuall Total Actual] | Perm Adjust}
Capltat Costs (must be installed,-and used and usefuf}
Smart Meters
Computer Hardware
Comguter Software
Tools & Eguipment
Other Equipment fplesse gpecity)
Total Capital Costs

: 7y DATA M/
2.1 Advanced metering communication device (AMCD} 4 j ; Z;é’ 7L
2.2 Advanced metering regional collector (AMRC} lincludes LAN) (_/@
2.3 Agvanced metering contral computer (AMCC} Q
2.4 Wide area network [WAN) } Eall bl O
2.5 Other Al OMB&A costs refated {o mirimum functionality

TotalO M & A Costs

iSummary of Revenue Reguirement Calculation [ 2006 Actual] 2006 Pius] 2007 Actuai] Total Actual] [ Perm Adjust]
Net Fixed Assats
Net Fixed Assels Beginning of Year
Net Fixed Assets End of Year
Average Net Fixed Asset Values

Working Capitat Aliowance
Operation Expense
Warking Capitat Allowance XX % ffram approved 2605 £DR appiicaiion]

Smart Meters Rate Base

Return on Raje Base (from approved 2006 EDR application)
Deemed Debt XX% Times Weighted Debt Rate X.XX%
Deemed Equity XX% Times ROE X.XX%

Return on Rate Base

Operating Expenses
Ineremental Operating Expenses
Amortization Expenses [piease provide delails)
Total Operating Expenses

[ 2006 Actuzl] 2006 Plus] 2007 Actual] Taotal Actuall [ Perm Adjust]

Ravenue Requirement Before Plls
Grossed up PiLs
Revenue Requirernent for Smart Meters installed

PAUTaTSC
Customers par
Rate Rider to Glear Actual Expenses to MMM 200X Rata Addey 2008 EDR Ho. af Mt Amourit Racovared
Revenue Reguirement for Smart Meters installed
Carrying costs The teal avaiects Board praschoed arest 7olt 10r RppTovat RGCoUS 16t Appied Against daloral sogants s assumed lo
continig wihsut cnergs for the completon of recovery of aciual cosls,
L ess Smart Meler Adder Recovery
May 2006 to Aprd 2007
May 2007 to Cotober 2007
November 2007 to Aprit 2008 (praposed to clear actual balance)

Materso
Customars pet

Rate Adder for Capital and Dperating Exp April 2007 o Dacember 2007 Rezo Adder 2006 EDR No.of Mihs  Amount Rocavored
November 2007 to April 2008 (new deteral account}

mEiaren
Gostomarn par

Permanent Capital Rate Adjustustment g, Rate Adder 2006 EDR No.ofMths  Amount Recoversd
May 2008

1) Actual Cost Recovery Rate Rider

Calouiate the revenue requirement for approved reparting pediod actual cosis incurred inchuding the revenue requirement for prior perled cepitel assets
to be recovered in current reporfing period {2006 Plus) and the refated canrying costs. For this calculation | is assurned that all monies recovered
through the applicants' rate adder to date of adjustment will be used to offsel the revenus requirermnent. Upon completion of collection this rate rider wili
expira and the applicant will close the refated deferral account.

2) Future Cost Offset Rate Adder

Calculate & rate adder for offsetling future costs from the first month atter actual cost recovery to the end of 2007, This is similar in nature to the rate
adder caloulation approved in the April 12, 2007 EDR decision.

3) Permanent Capital Rate Adjustment

Calculate the revenue requirement for actual capital cost that woudd be normally added o rate base in 2 cost of service application. This will be the
prior ang current reporting period assets to date of approvat. This rale adjustment will be a permanent addition ta rates and witl not expire. This aliows
the wtiity to coliect the ongoing revenue requirernent for the capital ssels employed. fNofe this amount does nol inciude any incremental operaling
cosis)
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HYDRO ONE NETWORKS INC.
DISTRIBUTION
Mapping In-Service Additions to Grouped USofA Accounts for years 2006 - 2008
As at December 31
($ Millions})
Line
No.  Minimum USoA Grouping Account Numbers 2006 2007 2008
1 Land and Buildings 1805, 1805, 1808, 1810, 1805, 1906 0.5 0.3 0.3
2 TS Primary Above 50 1815 4.1 4.3 4.3
3 Distribution Station Equipment 1820 18.8 218 217
4 Poles, Wires 1830, 1835, 1840, 1845 201.6 181.2 169.9
5 tine Transformers 1850 76.9 11298 107.9
6 Servicas and Meters 1556, 1855, 1860 4.7 58 . 83
7 General Piant 1908, 1910 2.7 45 3.8
8 Equipmant 1915, 1830, 1935, 1940, 1948, 1950, 1955, 1960 340 418 47.9
9 iT Assets 1920, 1925 26.8 53.6 $17.0
1608, 1615, 1620, 1665, 1675, 1680, 1685,
10 Other Distribution Assets 1970,1575, 1960, 1990, 2005, 2010, 2050 03 3.9
1 1 . 4-8maﬁ--Meters.-_-;u 531.5'85:,.: . i S DB
12 379.9 513.7 585.9

Total n-Service Assets

NS
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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, 2067
$ million

Description Dec 31,2006 | Dec 31, 2007 | April 31, 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 aswell as'some costs forviitage 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 included 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 m the

meter described above follows through to our central control offices.



20

2%
22
23
24

26

Updated: December 18, 2007

EB-2007-0681

Exhibit F1

Tab [

Schedule |

Page 8 of 14

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 1s 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 IESO 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.cos‘as
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, 2006 | Dec 31,2007 | April 30, 2608
Revenue Requirement 0.6 3.4 5.7
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Ontario Energy Board (Board Staff) INTERROGATORY #120 List |

Inferrogatory

Ref: ExF1/Tabl/Schl/ Issue 6.1

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

a. Please provide in one consolidated table the Net Revenue Requirement to be
Recovered for mimmum functionality covered in table 5 and 7 in accordance with
Appendix E of the EB-2007-0063 Decision on Smart Meters. Please also inciude 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.

b. Is Hydro One currently using accounts 1355 and 15567

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

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

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

f.  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 5, 6, and 7 in Exhibit F1, 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.

b. Yes

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

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

e. 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.

f.  Seeresponse to pait a.






Calculation of Smart Meter Under-Recovery (to April 30, 2008)
Mintmum Functionality - up to May 31, 2007

Jan-Apr
($ millions) 2006 2007 2608
Return on rate base
Opening fixed assets:
Gross assets 0.0 2.2 211
Less: Accumulated depreciation 0.0 {G.1) 0.9
Net fixed assets i 0.0 2.1 20.3 ]
Closing fixed assets:
Gross assets 2.2 21.1 211
Less: Accumulated depraciation (0.1} (0.9) {1.3)
Net fixad assets P 2. 20.3 19.8 ]
Average fixed assels 1.1 11.2 20.0
Waorking capital 0.8 0.4 0.0
Total rate base [ 1.9 1.6 20.0 |
Cost of debt 0.1 6.4 0.2
Return on equity 0.1 0.4 0.2
Return on rate base [ 0.1 0.8 05 1
Revenue requirement before Pll.s
OME&A 5.8 2.6 G.0
Depreciation ¢ 0.8 0.5
Raturn on rate base 0.1 0.8 0.5
Aevenue requirement before Pils | 8.0 4.1 09 |
FiLs
Revenue reguirement before Pils 8.0 4.1 .9
Less: OM&A (5.8) (2.8} 0.0
Less: Depreciation 0.1} (0.8) {0.5)
Less: Interast (0.1) (0.4} {0.2)
income for PiLs purposes [ 0.1 0.4 0.2 }
Add depreciation 0.1 0.8 05
Dedust CCA {0.1) (0.9) (0.5)
Taxabie income for PILs purposes | 0.1 0.3 0.2
PiLs before gross up 0.0 0.1 0.1
Grossed up PlLs 0.0 0.1 0.1
Revenue requirement
Revenue requirement before Plls 6.0 4.1 0.9
Grossed up PiLs 0.0 0.1 0.1
Revenie requirement [ 8.0 4.3 1.0 ]
Under-recovery
Revenua requirement 6.0 4.3 1.0
tess: Revenue eamed (2.5 (2.3) 0.0
[ 36 2.0 1.0 ]
Carrying charge g1 0.2 0.1
Undar-recovery [ 3.8 2.2 i1 ]
Cumutative belance 38 58 6.9
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Comments

Pro-rated for number of months in pericd
Pro-rated for number of months in period

Pro-rated for number of months in period
Pro-ratec for number of months in period

Pro-rated for number of months in period

Pro-rated-for number of months in period

$H2008

{/

o

[



{$ milliors)
inputs

OM&A
Capital {/S additions)
interim revenug

Number of months in period

Working capital (% of OM&A)
Dapreciation life (years)

CCA rate {%)

Cost of debt (%)

Cost of equity (%)

Deemad equity (%)

Tax rate (%)

interesti rate on reg assets

Detailed calculations

Depreciation

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

Dapreciation

CCA

Opening UCC
Plus: Additions
Less: CCA
Closing UCC

UCC for CCA
CCA

LAICUIALION 01 DEHLEL L WIBUST WG TG Yl § {40 S e sy s =y

Minimum Functionality - up to May 31, 2007 EB-2007-0681
Exhibit H-1-120
Attachment A
Jan-Apr Page2 ot &
2008 2007 2008 Comments
5.8 28 0.0 Per QEB decision {August 8, 2007)
2.2 8.9 0.0 Per OEB decision {August 8, 2007)
2.5 23 c.0
12 12 4
15% 15% 15%
15 15 15
8% 8% 8%
5.93% 5.93% 5.93% Weightad average cost of debt per 2006 Dx fiting
8.65% 8.65% 8.65% Weighted average cost of equity per 2606 Dx fifing
40% A% 40% Per 2006 Dx filing
36.12% 36.12% 34.50%
4.59% 4.64% 4.74%
0.0 2.2 21.1
2.2 211 211
i 1.1 11.7 211 |
01 0.8 1.4
0.0 241 20.1
2.2 18.9 0.0
.1 (0.8 (1.8}
P 2.1 201 185 |
1.1 11.6 201
a1 8.9 1.6

47312008
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(% millions) 2006 Comments
Aeturn on rate base

Opening fixed assets:

Gross assets 0.0 03 775
Less: Accumulated depreciation 0.0 (0.0 (2.6}
Net fixed assets i 0.0 0.3 74,9 |

Closing fixed assets:

Gross assels 0.3 775 209.3

Less: Accumulated depreciation (0.0) (2.6) (5.8)

Net fixed assets ] 0.3 74.9 2035 |
Average fixed assets 0.1 37.6 130.2
Working capital 0.0 0.8 1.3
Total rate base { 0.1 38.4 140.5 |
Cost of dabit 0.0 1.4 1.7 Pro-rated for number of months in period
Return on equity 0.0 1.3 1.6 Pro-rated for number of months in period
Return on rate base i 0.0 2.7 33 ]

Revenue requirement before PlLs

OM&A 0.0 5.5 29 Pro-rated for number of months in period
Depreciation 0.0 2.5 3.2 Pro-rated for number of months in period
Return on rate base 0.0 2.7 3.3

Revenue requirement before PiLs | 0.0 10.7 9.4 ]

0.0 10.7 9.4
0.0 (5.5) (2.9)
{0.0) (2.6) (3.2}
(0.0) (1.4} (L7)
0.0 1.3 1.6 ]
0.0 2.6 3.2

income for PlLs.p
Add depreciation

Deduct C (0.0} {(3.1) (3.7} Pro-rated for number of months in period
| 0.0 0.8 11 ]
0.0 0.3 0.4
0.0 0.5 0.8
0.0 10.7 9.4
0.0 0.5 0.6
| 0.0 11.2 10.0 ]
Under-recovery
Revenue requirement 0.0 11.2 10.0
Less: Revenue earned 0.0 {7.6) (4.4)
f 0.0 56 |
Carrying charge 0.0 0.4 Pro-rated for number of months in period
Under-recovery i 0.0 57 ]
Cumulative balance c.0 9.4

432008
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($ millions) 2006 2007 2008 Comments Page 4 of 8
Inputs ;

OMB&A 0.0 5.5 8.8
Capital (/S 0.3 77.2 131.8

0.0 7.8 4.4

12 12 4
Working capital (% of OM&A) 15% 15% 15%
Depreciation life {years} i 15 t5 15
CCA rate (%} 8% 8% B%
Sastof: 5.893% 5.93% 5.83% Weighted average cost of debt per 2008 Dx filing
8.65% 8.85% 8.65% Weighted average cost of equity per 2006 Dx fing
40% 40% 40% Per 2006 Dx filing

5.12% 36.12% 34.50%
#.58% 4.64% 4.74%

Detailed calculations

Depreciation

Opening gross fixed assets 0.0 0.3 7.5
Closing gross fixed assets 0.3 77.5 209.3
Average gross fixed assets | 0.2 38.9 143.4 |
Depreciation 0.0 28 8.6
CCA
Opening UCC 0.0 0.3 74.3
Plus: Additions 03 77.2 - 131.8
Less: CCA {0.0} (3.1} {11.2)
Closing UCC P 0.3 74.3 1949 |
UCC for CCA 0.2 38.9 140.3
CCA 0.0 3.1 11.2

4/3/2008



Caleulation of Smart Meter Under-Recovery (to April 30, 2008} Filed: Apri 4, 2008
Exceed Minimum Functionality EB-2007-0681
Exhibit H-1-120
Jan-Apr Atit;:zchment A
(% millions} 2006 2007 2008 Comments age S of 6
teturn on rate base
Opening fixed asseis:
Gross assets 0.0 0.6 24.8
Less: Accumulated depreciation 0.0 {0.0) {0.9)
Net fixed assets i 0.0 0.6 238 |
Closing fixed assets:
Giross assets 0.6 24.6 57.6
Less: Accumulated depreciation 0.0 (0.9} (1.8}
Net fixed assets [ 0.8 23.8 55.8 |
Average fixed assets 0.3 12.2 39.8
Waorking capital 0.1 0.1 (.1
Total rate base | 0.4 12.3 39.9 |
Cost of debt 0.0 0.4 0.5 Pro-rated far number of months in period
Return on eguity 0.0 0.4 0.5 Pro-rated for number of months in period
Return on rate base | 0.0 0.9 0.9 |
Revenue requirement before PlL.s
OMEA 0.6 6.8 0.3 Pro-rated for number of months in period
Depreciation 0.9 c.8 0.9 Pro-rated for number of months in period
Return on rate base 0.0 0.9 0.9
Revenue requirement betore PiLs | 0.6 25 21 ]
ks
Revenue requirement before Pll.s 0.6 2.5 2.1
Less: OM&A {G.6) {C.8) {0.3)
Less: Depreciation (0.0) (0.8) 0.9
Less: Interest (0.0) (0.4 {0.5)
Income for Pils purposes ! 0.0 0.4 0.5 ]
Add depreciation 0.0 0.8 0.8
Deduct CCA {0.0) (1.0} (1.1} Pro-rated for number of months in period
Taxable income for PiLs purposes | 0.0 0.3 0.3 '}
PlLs befare gross up 0.0 0.1 0.1
Grrossed up PlLs 0.0 0.t 0.2
Revenue requirement
Hevenue requirement before PiLs 0.6 25 2.1
Grossed up Plks 0.0 01 0.2
Revenue requirement I 0.6 26 23 1]
Under-recovery
Revenue reguirement 0.6 2.5 2.3
Less: Revenue eamed 0.0 0.0 0.0
| 0.6 28 23 ]
Carrying charge 0.0 0.1 0.1 Pro-rated for nurnber of monihs in period
Under-recovary | 0.5 27 2.4 |
Cumulative balance 0.8 34 57

432008



(% miflions)
inputs

OME&A
Capitat {//S additions}
Interim revenue

Number of months in period

Working capital {% of OM&A)
Depreciatior: fife (years)
CCA rate {%)

Cost of debt (%)

Cost of equity (%)

Desmed equity {%)

Tax rate (%)

interest rate on reg assets

Detailed calculations

Depreciation

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

Depreciation

CA
Opening UGG
Pius: Additions
Less: CCA
Ciosing UCC

UCC for CCA
CCA

Calcuiation of Smart Meter Under-Recovery {to Aprit 30, 2008)

Exceed Minimum Functionality

_ Jan-Apr
2006 2007 2008
0.5 0.8 0.9
0.6 24.0 33.0
0.0 0.0 0.0
12 12 4
15% 15% 15%
15 15 15
8% 8% 8%
5.93% 5.93% 5.93%
8.65% 8.65% B.65%
40% 40% 40%
36.12%  36.12%  34.50%
4.59% 4.64% 4.74%
0.0 0.6 24.8
0.6 24.5 57.6
| 0.3 12.8 4.1 ]
0.0 0.8 27
0.0 0.6 23.6
0.6 24.0 33.0
{0.0) {1.0) (3.2
[ 0.6 23.6 53.4 |
0.3 126 40.1
0.0 1.0 3.2

Comments

Filed: April 4, 2008
EB-2007-0681
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DECISION

completed in the test year period, and the Applicant is leasing facilities and relocating
staff over the period. While the Board sees the need for the Appiicant to address its
underinvestment in IT assets, it is not convinced that the Applicant’s proposed T
projects are fully justified during this period of operational reorganization and change.

As in all other areas of proposed spending increases, the Board looks to the Company's
historical spending norms as a guide. The apparent underinvestment in this area over
the recent past ought not to be used as a springboard for sharply increased spending
now. The Company must, to some extent, live with its prioritization over the recent past;
and customers are entitied to protection from lumpy spending plans that could have
been, and should have been, avoided if appropriate measures had been iaken earlier.
This is as true of this aspect of the Company’s proposal as it is for the sustaining capital
and controllable operating expense aspects.

Consistent with its overall finding, the Board is approving amounts only for the two test
years of 2008 and 2009. The Board finds that the Applicant’s plan for upgrading and
modernizing its IT infrastructure and investment in its [T systems must take a long-view
approach, must be balanced and must be consistent with the Utility’s size and its
organic growth as well as customer growth. The Board therefore orders that there will
be a 10% increase per annum in the [T capital budget in the next two test years, as
follows: 2008 - $23.0 Million and 2009 - $25.3 Million. With $23.0 Million in 2008, the
Applicant will be in a position to commence the majority of its proposed projects,
judiciouslty manage its program overall and maintain significant progress in this
business area.

3.3 Meters

The Company's expenditures for metering fall into the following three categories:

« Wholesale meter instaliations;

e« Smart meter installations to convert previously bulk-metered
condominiums; and

« Smart meter installations to meet the Ontario Government’s requirement.

The table below sets out the expenditures associated with each category for years 2008
and 2009.

18-
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Table 2
Metering CAPEX
2008 2008

Conventional Wholesale Meters 39,564,000 $10,839,000
Metering® Smart Meter conversion of bulk-

metered Condormniniums $3,400,000 $5,700,000

Total $12,964,000 $16,539,000
Smart Metering® $36,207,000 $34,567,000

Wholesale Metering

Wholesale meter installations are for the purpose of replacing meters previously
installed and owned by Hydro One Networks. As the seal dates of the meters owned by
Hydro One Networks expire, these meters are replaced by meters installed and owned
by the distributor, in compliance with requirements of the IESO.

Board Findings

No party took issue with the Company's proposed expenditures in this category. This is
an IESO mandatory meter replacement program, and there is no discretion fo be
exercised by Toronto Hydro. The Board finds the Company's forecasts of expenditures
for 2008 and 2009 reasonable and approves them.

Smart Meters for Condominiums

The Company's proposed expenditures in this category relate to installing smart meters
for condominiums, an aiternative to smart sub-metering for which there are altermnative
providers. These smart meter conversions establish the condominium owners as
customers of Toronfto Hydro as the regulated monopoly disiributor rather than as
customers of an alternative smart sub-meter provider.

® Exhibit D1, Tab 8, Schedule 5, Tabie 1
® Exhibit D1, Tab 8, Schedule 5, Tabie 1 {updated)
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Board Findings

On January 8, 2008, the Board issued a Notice of Proposal to amend the Distribution
System Code and to issue a Smart Sub-Metering Code. While the Board has not yet
formally adopted the change to the DSC and the new code, the Company's proposed
involvement in this conversion initiative is consistent with the proposed section 5.1.9 of
the DSC. The Board approves the Company’s expenditure forecasts for this activity for
purposes of setting rates for 2008 and 2008.

Board staff questioned whether sub-metering customers in condominiums who cause
higher metering costs should be paying higher rates through a balancing contribution or
through the creation a separate rate class, which would give effect to an allocation of
costs appropriate to this category of customer. VECC on the other hand argued that as
conversion is government driven the costs should be aliocated to all customers.

It is true that there can be many elements of distribution costs that are not driven
uniformly by sub groups of a given rate classification. At this time, for the purposes of
this Decision, the Board will not consider differentiation in metering costs to be a pivotal
consideration in entertaining the separation of the existing residential class or to direct
the institution of contributions, capital or otherwise.

This is an issue that requires consideration in a more generic proceeding, with
appropriate notice to effected parties, directed towards rate design, and cost allocation

Smart Meters Mandated by Government

Toronto Hydro is one of the named distributors that were authorized by Ontario
Regulation 427/06 to implement the Government's objective of the installation of
800,000 smart meters by the end of 2007. The Company began installations in 2006
and has continued since then.

The Company proposed that, going forward (i.e. for the test years period and beyond),
its investments in smart meters be considered part of its core business, and therefore
form part of its rate base. As such, there would be no need for rate adders and
deferralivariance accounts. The Company also sought to include in the rate base
expenditures associated with the 2007 year.
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Below the Board deals with these issues, as well as the regulatory treatment of the
costs of the meters that are reptaced by smart meters.

Smart Meter Capital Expenditures for 2008 and 2009

As noied, the Company estimated its capital expenditures for smart meters in this
category at $36.2 Million for 2008 and $34.6 Miliion for 2009.

The Board determined’ there were fourteen cost categories in relation to minimum
functionality. These categories were set out in Appendix A to that Decision. The Board
also stated that costs beyond minimum functionality can be recovered as part of
distribution rates in an individual utility’s next rate case, if supported, and named some
of those categories of costs.

The Company provided a breakdown of the minimum and beyond minimum functionality
categories®. The amounts for years 2007 to 2009 are shown in the table below

Tabie 3
Smart Meter Costs
2007 2008 2009
Minimum Functionality 533,178,000 $30,756,000 $30,112,000
Beyond Minimum Functionality $10,491,000 $5,451,000  $4,455,000
Total $36,207,000 $34,567,000

Board Findings

The Board notes that the parties did not challenge the budgeted amounts specifically;
rather, their submissions dealt with the need to track these forecasts through variance

accounts.

On the basis of the record adduced, the Board approves the proposed capital
expenditures amounts; however, the Board does not approve the Company's proposed
regulatory treatment associated with these investments. This matter is discussed below
under “Regulatory Treatment of Smart Meters”.

" Combined Smart Meter Decision EB-2007-0063, August 8, 2007
® Exhibit R1/Tab 1/Schedute 9.1 b}
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Regulatory Treatment of Smart Meters

in the Combined Smart Meter Decision the Board approved the Company’s Smart
Meters expenditures for the calendar year 2006 that were in accordance with the
fegislated minimum functionality®. The Company was authorized in that Decision to
incorporate these 2006 expenditures in rate base in a subsequent rate application.

In the Decision on a motion by Toronto Hydro to vary certain aspects of the Smart Meter
Decision, made September 21, 2007 (EB-2007-0747), the Board approved Toronto
Hydro's request for a rate rider, effective for the period November 1, 2007 to April 30,
2008, to clear the 2006 Smart Meter Deferral Account credit balance and to set a rate
adder to fund the 2007 expenditures.

As previously noted, in this application the Company proposes that as of 2008, smart
meters should be considered part of its core business and therefore should be included
in rate base. As such, there would be no further need for rate adders and no need for
deferral or variance accounts associated with smart meters. The Company also sought
to include in rate base expenditures associated with the 2007 year, the variances
recorded in smart meter capital expenditure variance account 1555; and smart meter
operating expenses variance account 1556.

Board staff noted that, consistent with the Smart Meter Decision, the Company can
incorporate the 2006 expenditures in rate base. Board Staff also noted that the 2007
expenditures have not been reviewed and approved by the Board. Board staff further
noted that the Smart Meter Decision was silent on how future capital expenditures
wouid be freated.

CCC, SEC and VECC noted the adjustments to the Company’s forecasts of capital
expenditures and the correction of errors relating to depreciation and argued that as the
Company's ability to forecast accurately has not been established, it wouid be
premature to include the smart meter expenditures in rate base. CCC argued that it is
fundamentally important that shareholders and ratepayers be kept whole with respect to
this government-led initiative. VECC argued that until the premature retirement and
replacement of meters by smart meters is completed in 2010, smart meters are not a
core utility function; they should be considered a government initiative and the costs

® The Board also approved invesiments for some interval meter conversions for GS>50 kW customers.
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should be tracked and dealt with separately. SEC argued that there is considerable
likelinood that actual expenditures wilt differ considerably from those forecast.

VECC argued that the appropriate treatment is to continue with variance accounts and
rate riders. VECC disagreed with the clearance of any balances in the accounts until
they have been subjected to a prudence review, at a minimum by Board staff. VECC
argued that a prudence review is required for the beyond minimum functionality costs
and therefore these should be fracked in a variance account, even if they are aflowed in
rate base. VECC also argued that the Company’s forecast of expenditures for sub-
metering is not reliable and that a variance account should be established to track the
costs and revenues associated with sub-metering.

Board Findings

On the basis of the Board's findings in the Smart Meter Decision, the Board accepts that
the capital expenditure on smart meters until the end of 2006 can be reflected in rate
base. Those expenditures were previously reviewed and approved by the Board.

With respect to the 2007 expenditures, the Board noles that the Company had filed
forecasts as part of its original appiicationm. It updated that forecast on November 30,
2007, and subsequently provided the actual 2007 values™" .

The 2007 values were broken down in the categories of minimum and beyond minimum
functionality. The Board agrees with the Company that parties had opportunities to test
the prudence of these expenditures. The Board has no basis to reject the 2007
expenditures on the strength of any argument by the parties. The Board finds that the
Company’s evidence in this regard is sufficient for the Board to accept the expenditures
for 2007 as reasonable and include them in rate base.

Having said that, it is important o note that as the “beyond minimum functionality”
expenditures for 2007 have not been subjected to a detailed review in this proceeding,
our acceptance of them should not be considered to have any particular precedential
value in the consideration of such expenditures by other utilities, or this utility, in a future
rates proceeding. The Board further finds that the balances recorded in smart meter
capital expenditures account 1555 be included in rate base; however, the balances

' £xhibit D1/Tab 8/Schedule 5
' Undertaking T5.1 (Confidential) and Exhibit T1/ Tab 5/ Scheduie 1 (Confidential)
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recorded in smart meter operating expenses account 1556 shall be expensed in the
2008 rate year.

While the Board has accepted the Company’s capital expenditure forecasts related to
smart meters for 2008 and 2009, the Board shares the concerns expressed by parties
with respect to the Company’s proposed regulatory treatment.

The forecast capital expenditures are quite large ($36.2 Million for 2008, $34.6 Miltion
for 2009}, and they are to take piace over two test years. While the Board accepts that
the Company is now in a better position to forecast its costs associated with smart
meters, the Board is of the view that there is still considerable risk that the Company’s
forecasts may be substantially off the mark, resulting in significant over- or under-
recovery. The issue is not necessarily that smart meter installation expenditures may
not materialize; rather, the concem is the potential of timing differences in the actua
expenditures from those forecasts. Timing differences will always exist, however,
neither the Utility nor ratepayers should benefit or be burdened by an initiative that is
temporal in nature and can be reasonably viewed as a cost pass-through. Treating
smart meter expenditures for rate making purposes like any other core distribution
activity is premature. The Board sees no harm in permitting the current regime to
continue as it offers protection for both the Company and ratepayers from the vagaries
of missed forecasts. As the installation program progresses and once the Board has
reviewed and approved actual expenditures, bringing these expenditures into rate base
can be considered again.

The Board therefore does not accept the Company’s proposal to include the forecast
capital expenditures in rate base for the 2008 and 2009 test years. The current regime
where these expenditures are funded through a smart meter adder shall continue, as
shall the variance accounts mechanisms currently in place to enable true-ups.

This leaves the issue of what should be the appropriate rate adder to fund the forecast
expenditures. For certain other distributors who were not named by the government to
implement an early smart meter program, upon application for enhanced funding, the
Board has increased the adder to $1.00/per month per metered customer to recognise
the pending ramping up of expenditures on smart meters for these distributors. The
Applicant is a named distributor under government regulation and its rate adder of
$0.68/month per metered custormner was revised quite recently, in the fall of 2007. As
shown in the table above, the Applicant's estimated spending on smart meters will

-24-






DECISION

continue at somewhat lower levels for 2008 and 2009. Therefore, the Board finds that
the Applicant’s current rate adder is reasonabie and shall continue.

Regulatory Treatment of Stranded Meters

As smart meters are replacing existing meters, there are stranded costs. In the Smart
Meter Decision, the Board determined that the stranded costs associated with existing
meters should stay in rate base. The Company's revenue requirement in the current
application reflects that treatment.

Alternative treatments were proposed, such as fransferring the net book value to a
deferral account and drawing down the balance over a certain time period or leaving it
in rate base but depreciating these stranded assets quicker, depending on rate impacts.
CCC encouraged the Board to develop a policy that would apply to all distributors

Board Findings

The Board does not have a policy with respect to the retirement of the stranded meters.
The record in this proceeding has not produced sufficient evidence of the value of these
assets in the 2008 and 2009 test years. If better information were made available, it
would have assisted the Board in its assessment of the parties’ recommendations. As
such information is not available, the Board has decided the Smart Meter Decision shall
apply in this case. Having said this, the Board notes that the bulk of the stranded
assets will still be in rate base at the end of the 2009 test year. At that time, in the
absence of any Board policy, the issue may be brought forward by any party as part of a
future Toronto Hydro rates proceeding.

Regulatory Treatment of Vehicles for Personal Use

Board staff raised the issue whether the $200,000 for leased vehicles for executive
personne! should be kept in rate base rather than expensed.

Board Findings

There is no generally accepted method whether costs associated with leased vehicles
for executive personnel should be capitalized or expensed for ratemaking purposes,
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