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Tab 2
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Page I of I

SEC INTERROGATORY ¹ 43

Reference:
4 [I/I/I, p. 2]

IO

Interroeatorv:
Please update the table on this page to reflect the proposals in A/5/I, including the
proposed allocation of Shared Costs. If this table remains valid, please explain why. In
either case, please provide details of each adjustment factor applied to the Year 11 figures
and the dollar impact of those adjustment factors.

Resnonse:
13 An update to the table provided in Exhibit I, Tab I, Schedule I is provided below.
14

15

17

18

19

The Year 11- With Consolidation figures provided in the Table reflect the output of the
cost allocation run provided in the response to Exhibit I, Tab I, Schedule 4g, which
includes details of the assumptions and allocation process for estimating the PDI acquired
classes'ates.

20 Please refer to Exhibit I, Tab I, Schedule 48 for details on the calculation of the Year 11

21 figures.

PD(

Yearl0- Without Yearll- With Teart I . Without
Today -2019 Yearl0- With Consolidation

Co its 01 1 do h0 ii Consolidatio Consoltdahon
Base Base Base Base Base

Monthly Monthly Total iqlonlhly Monthly Total Monthly h(onWy Total blonthly hlonthly MonWy Monthly Tolal

Distnbuhon Billn) Distributio Bill($) Distribution Bill($)'icl'bution Toto)Bill(5) Dutriburioa Bill(5)
Charnes (5) Cbarkes (5) Chwges (u Charges (5) Charges($)

Residential(750kWhl $ 23 37 5107 IS $25 SS $ 109 78 $36 58 5121 04 $27 16 Sill 16 $37 67 $ 122 19

GS & 50kW (2,000kWh) $ 50 96 5270 23 $56 06 $275 58 $ 79 74 $300 45 $6 t 55 $281 35 $82 14 $302 97
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iuonthly iuonthly Total MontNy MontNy Total rqtonth)y Monthly Total MonWY Monthly

Dislribution Bill($) Distribution BiB($ )
Dutribution Bill($) Distribution TotalWS($)

Chwnes 1$1 Chorses ($) Charnes (5) Churner 1$1

Residential (UR 750kWhl $ 34 26 $ 121 77 $43 72 $ 131 71 $43 72 5I31 71 $41 44 $ 129 )2
GS & SgkW (Uce 2 OgokWhl SSI 60 $ )0691 $ 105 88 $332 41 $ 105 88 $332 41 $ 102 26 $32861

GS & 50 kW (Ucd 250kW) $2,559 27 530,087 07 $3,347 54 $3D,977 82 $ 3,347 54 $30,977 82 53,238 09 $30,854 14
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Statistics by Customer Class
For the Year Ended
December 31

Hydro One
Networks Inc.

Orilhs Power
Oistnbution
Corporation

Peterborough
Distnbution Totallndustry

Incorporated

Residential Customers
Number of Customers
Metered kWh
Distnbution Revenue ($)

Metered kWh per Customer
Distnbution Revenue per Customer ($ )

General Service &50kW Customers
Number of Customers
Metered kWh
Distnbution Revenue (3)
Metered kWh per Customer
Distnbution Revenue per Customer ($)

1,212,458
12,870,557,424

998,129,775
10,615

823
26%

211 79

111,595
3,101,461,887

182,875,063
27,792

1,639

12,522
110,356,004

4,582,195
8,813

366
0%

0 97

33 351

292,820,369
8,968,858

8,780
269

1%
1.90

1,404 3,426
44,691,235 118,092,168

1,533,535 2,334,580
31,631 34,469

1,092 681

4,712,742
41,318,383,306

2,245,266,465
8,767

476
100%

440,574
13,542,967,467

502,911,877
30,739

1,141

General Service &50kW, Large User (&5000kW) and Sub
Transmission
Number of GS &50kW Customers
Number of Large Users
Number of Sub Transmission Customers
Metered kWh
Distnbution Revenue ($ )

Metered kWh per Customer
Distribution Revenue per Customer ($ )

8,967

581
8,860,436,731

221,310,521
927,989
23,179

165

164,401,360
2,093,836

996,372
12,690

360
2

375,136,038
2,900,219
1,036,287

8,012

54,969
119
581

65,275,749,273
934,175,237

1,172,569
16,781

Unmetered Scattered Load Connections
Number of Connections
Metered kWh
Distnbution Revenue ($ )

Metered kWh per Connection
Distnbubon Revenue per Customer ($ )

5,606
29,977,189

3,133,650
5,347

559

151
759,957

26,836
5,033

178

391
2,110,358

69,930
5,397

179

44,239
188,916,152

11,555,135
4,270

261

Source: Extract from DEB Yearbook of Electricity Distributors, 2018 (Pubbshed on August 19, 2019), Tab "Stats by Class"
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Ontario Enoree aonre
commission ee Ivmersle de ronmno

2013 Yearbook of
Electricity Distnbutors

Statistics by Customer Class
For the year ended
December 31, 2013 Hydro One

Networks Inc

Orillia Power
Distribution
Corporation

Peterborough
Distnbution

Incorporated

Residential Customers
Number of Customers
Billed kWh
Distribution Revenue
Billed kWh per Customer
Distribution Revenue per Customer

General Service «50kW Customers
Number of Customers
Billed kWh
Distribution Revenue
Billed kWh per Customer
Distribution Revenue per Customer

General Service &50kW, Large User
(&5000kW) and Sub Transmission
Number of GS &50kW Customers
Number of Large Users
Number of Sub Transmission Customers
Billed kWh
Distribution Revenue
Billed kWh per Customer
Distribution Revenue per Customer

Unmetered Scattered Load Connections
Number of Connections
Billed kWh
Distribution Revenue
Billed kWh per Connection
Distribution Revenue per Connection

1,106,925 11,702
12,384,150,704 106,997,102

$ 830,158,960 $ 4,127,145 $
11,188 9,143

$ 750 $ 353 $

104,750 1,349
2,705,658,268 45,899,615

$ 152,847,548 $ 1,529,338 $
25,830 34,025

$ 1,459 $ 1,134 $

7,893 168

5,517 153
43,417,113 795,024

$ 3,104,310 $ 25,379 $
7,870 5,196

$ 563 $ 166 $

533
7,132,036,944 144,672,158

$ 158,966,588 $ 1,858,316 $
846,432 861,144

$ 18,866 $ 11,061 $

31,905
287,135,105

8,555,707
9,000

268

3,573
117,056,288

2,683,101
32,761

751

365
2

387,386,924
2,966,072
1,055,550

8,082

415
1,760,029

172,013
4,241

414

Source: OEB Yearbook of Electricity Distributors, 2013 (Published on August 14 2014), Tab: "Stats by Customer Class"
OEB staff compendium t3
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Filed; 2019-06-14
EB-2018-0242
Exhibit I
Tab 2
Schedule 44
Page I of 2

SEC INTERROGATORY ¹ 44

Reference:
[I/I/3, p. 2,3]

5 Interronatorv:

10

Please update the tables on these pages to reflect the proposals in A/5/I, including the
proposed allocation of Shared Costs. If these tables remain valid, please explain why. In
either case, please provide details of each adjustment factor applied to the Year 11 figures
and the dollar impact of those adjustment factors.

12 Resnonse:
13 Below is an update to the tables provided in Exhibit I, Tab I, Schedule 3 to reflect the
i4 assumptions and output from the cost allocation and rate design completed in the
is response to Exhibits I, Tab I, Schedules 48 and 49:

PDI

Year 10 (2029) Year 10 (2029)

Today (2019) ' with without
2,3,4 7,3,5consolidation ' consolidation '

Year 11 (2030) Year 11 (2030)
with without

4 2,3,7consolidation consolidation '

Revenue
Collected
Residential

GS & 50RW

GS 50-4,999 I&W

Other
Total

$9,972,113
$2,654,781
$3,551,950
$990,062

$17,168,906

$ 10,778,546

$2,882,231

$3,904,773
$ 1,078,764

$ 18,644,315

$ 14,864,540

$3,988,616
$5,308,166
$ 1,479,201

$25,640,523

$ 11,995,089

$3x262,266

$3,844,882
$ 1,447,995

$20,550,232

$ 15,259,604

$4,096,265
$5,449,494
$ 1,518,637

$26,324,000

Revenue
Collected per

Customer
Residential $300 $308 $424 $341 $433

GS & 50LW $ 749 $ 741 $ 1,026 $831 $ 1,044
GS 50-4,999 kw $9,567 $9,763 $ 13,272 $9,543 $ 13,525

Other $ 107 $ 109 $ 150 $ 145 $ 153

Total $370 $379 $521 $415 $532
'otal revenue cogeaed from rates is denved by apply mg app in ved IRM increases between 2013 and 2019 to the approved revenue coaccled li om
rates m 2013

External revenues are held constant ar 2013 approved values
'stimated values for revenues relarai to Lv chagu have been added to the total disrnburion revenue coaecled as desmbed m Beibir A4-1, p 3

'otal revenue cogecral from rates for Year 10 (witti consolidation) is denved by holding 2019 rates revenue reqmremenr constant for 2020 2024 and
then apply mg IRM factor of 1.55% for 2025-2029

Total revenue cogected (including external revenues) per Bdubir I, Tab I, Schalule 10, part (4)
'otal revaiue collected (including aaenial revenues) from the acquired rate classes per Bhibit I, Tab I, Saiedule 49 Arlactunenr 2 (plus 51 SM in

est iinared revenue caaeaed liom the "combined classes" )

Total revenue coaected (mcludm geo em at revenues) per Table 2, Exhib 1 A, Tab 4, Schedule I, p g 4

OEB staff compendium



Filed: 2019-06-14
EB-20)8-0242
Exhibit I

Tab 2
Schedule 44
Page 2 of 2

Hydro One Today (2019)

Year 10 (2029)
with

24consolidation

Year 10 (2029)
without

2,3consolidation

'ear 11 (2930)
with

4consolidat'on

Year 11 (2030)
without

2,3consolidation'evenue

Collected
Residential (UR)

GS&50kW (UGe)
GS&50kW (UGd)

Other

Total

$97,456,815 $ 121,420,723 $ 121,420,723 $ 134,691,875 $ 135,017,893
$23,037,678 $28,770,504 $28,770,504 $28,030,957 $28,101,853
$28,548,646 $35,752,868 $35,752,868 $ 31,931,0II I $32,017,420

$ 1,348,816,751 $ 1,685,459,484 $ 1,685,459,484 $ 1,710,1083578 $ 1,714,555,596
$1,497,859,890 $1,871,403,579 $1,871,403,579 $ 1,904,762430 $1,909,692,763

$517

$ 1,475

$ 17,506

$ 1,523

$1,356

Revenue
Collected per

Customer
Residential (UR) $424 $469 $469 $515

GS&50kW (UGe) $ 1,276 $ 1,520 $ 1,520 $ 1,472
GS&50kW (UGd) $ 16,413 $ 19,665 $ 19,665 $ 17,458

Other $ 1,275 $ 1,504 $ 1,504 $ 1,519
Total $ 1,146 $1,337 $1,337 $1,353

'otal revenue coaemed per Hydro One's Draft Rale Order m EB 2017 0049, Exhibit I 0, filed Ap nl 3, 20 I 9

Total revenue coaemed n den ved usms the compound annual gmwth in total revmue requirenient between 20 I 7 and 2022

Emernal revenues are held constant at 2022 values per Hydro One's Dran Rate eider m EB 20 l7 0049, Ednbit I 0, filed Apiil 3, 2019
" Total revenue co gamed for Hydro One Ieatcy mte des sea per Blab it I, Tab I, Schedule 49, At tachmmt 2 Inunus S I 3rd m est iruated revenue
conected from the "combmed masses")

Please refer to Exhibit 1, Tab 1, Schedule 48 (b) for details on the adjustment factors
applied in calculating the Year 11 figures.
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F iled: 2019-06-14
EB-2018-0270
Exhibit I
Tcb I

Schedule 12

Page I of3

2

Reference:
Exhibit A-4-1

OEB STAFF INTERROGATORY II 12

!0

Interrouatorv:
Questions:
a) Please provide a table which estimates Hydro One and OPDC re:enue requirements

and revenue requirements per customer:

I I I.

12 I I.

I3 III.

I4 IV.

15

16 v.

Today (e.g. 2019)
In Year 10 with the proposed consolidation
In Year 10 without the proposed consolidation
In Year 11 with the proposed consolidation, including all costs that are expected
to be allocated to OPDC
In Year 11 without the proposed consolidation

20

2l

22

23

24

2a

26

27

28

Please develop the comparison for each of the following customer types: Residential,
General Service less than 50 kW, General Service greater than 50 kW and total of all
customer tvnes (i.e. total revenue requirement).

b) Please confirm that the values provided in response to part a) iv) above include
OPDC rebasing following the end of the deferred rebasing period. If they do not,
pleas ensure that they do.

Resnonse:

a) The tables below provide the requested information for Hydro One's Urban rate
classes and OPDC.

OEB slaff compendium



Filed: 2019-06-14
EB-2018-0270
Exhibit I
Tab 1

Schedule 12

Page 2 of3

OPDC
Year 10 (2029) Year 10 (2029)

Today (2019) ' with without
1,3,4 2,34consolidation ' consolidanon

'ear 11 (2030) Year 11 (2030)
with without

6 2,3,7consolidation consolidation '

Revenue
Requirement

Residential

GS & 508W
GS 50-4,999 IcW

Other

Total

$4,47),729
$ 1,623,718

$2,400,644
$363,045

58,859,135

$4,886,300
$ 1,779,756

$2,676,069
$395,662

$9,737,786

$7,110,967

$2,602, 179

$3,798,964
$596,908

$ 14,109,018

$5,073,009
$ 1,538,976
$2,385,875

$588,293

$9,586,153

$ 7,281,348
$2,665,364
$3,889,680
$61),972

$ 14,448,364

Revenue
Requirement per

Customer
Residential $357 $356 $518 $366 $526

GS & 50IKW $ 1,155 $ 1,162 $ 1,699 $997 $ 1,726
GS 50-4,999 Irw $ 14,430 $ 14,958 $21 234 $ )3,241 $21,587

Other $90 $95 $ 143 $ 140 $ 146

Total $489 $496 $719 $485 $731
'Toial eua ecogectedfo rates aden edby Wply gap o ellRM ncreasesbe m 2010a d2019rothespp ed neam&o

m 2010

'memal h Id amass r at 2010 app o cd d es

Esumatel al esfo«e en es elatedtohud sah ease addedlothetoialdsl bmo e en ecoaected(d' Ed bll,ydty,sded le9)
'Toid e auecogectedfo atesfo Year i0( theo olde ) d edbyholdne 019 ates e e cq mmenlconstantfor2020.20 4 6
th wply glRM faao of I 7% fo 20232029

T td u«cog eel ( clod ng ada al e a ues) pe ash ant I Tab 2 sam I 17

7otd e e ecoa«aed( I 6 gm dm ucs)fomlh am edrateclassesper&abtl Tati,sdcd I 49 Atiachmat2(pl ss0611
r mel e 4 collected f o th "amb ned cle ")

7otal 11 am( d d gmae al e a es)pc Table2 EdubtA Tabs Shed I I,pg4
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Filed: 2019-06-14
EB-2018-0270
Exhibit I

Tab 1

Schedule 12

Page 3 of3

Hydro One Today (2019)

Year 10 (2029)
with

24consolidation

Yearia(2029)
without

taconsolidation

Year 1 I (2030)
with

consolidation4

Yearll(2030)
mthout

consolidation
Revenue

Requimment
Residentnl (UR)

GS&50kW (UGe)
GS&50kW (UGd)

Other
Total

$97,456,815 5121,420,723 $ 121,420,723 $ 137,202,655 $ 137,390,232
$23,037,678 $28,770,504 $28,770,504 $28,015,108 $28,054,505
$28,548,646 $35,752,868 $35,752,868 $31,919,505 $31,966,604

$ 1,348,816,751 $ 1,685,459,484 $ 1,685,459,484 $ 1,709,828,767 $ 1,712,281,421
$ 1,497,859,890 $1,871,403,579 $ 1,871,403,579 $ 1,906,966,036 $ 1,909,692,763

$526

$ 1,473

$ 17,478

$ 1,521

$ 1,356

Revenue
Requirement per

Customer
Residential(UR) $424 $469 $469 $525

GS&50kW (UGe) $ 1,276 $ 1,520 $ 1,520 $ 1,471

GS&50kW (UGd) $ 16,413 $ 19,665 $ 19,665 $ 17,452
Other $ 1,275 $ 1,504 $ 1,504 $ 1,519
Total $1,146 $ 1,337 $ 1,337 $1,354

'Toid miimtedpe Hyd oone's Drafi UncOrderm EB 2017 0049, cubit I 0, filed Apr05, oi9.
'Total re muecoaected 4 den ed usmgthe compound a md nomh totd W mt bet ee '20) 7 and 2022

pssemal revenues are bdd constant al 20m velum per Hydro o e's DM Um 0 6 EB20174I049 Erdub t I 0 fded Aprd 5, 20I9

Tote e muecogemedforHydroonelmpcyratcclassespcradubitI,Tab i,gchedue49,Attachme t2( 506M mt'ed e mue
coa«ct&&o th nm b ed classes")

b) Confirmed.

OEB staff compendium 20
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Filed: 2018-10-12
EB-2018-0242
Attachment 20
Page 1 of 2

ATTACHMENT 20

PDI Revenue Requirement Assumptions

The "Residual" (Hydro One) Cost to Serve and the "Status Quo" IPDI) Cost to Serve

The model used for the calculation of the Residual Cost to Serve revenue requirement (the
revenue requirement calculated by Hydro One, forecasting the results assuming the transaction is

approved) is based on the same model used by Hydro One in the calculat on of the ESM sharing
calculation presented in Exhibit A, Tab 3, Schedule 1.

The model used for the calculation of PDI's Status Quo Cost to Serve revenue requirement is

provided by PDI and assumes business continues under their current operations and management
model.

List of Assumptions:

~ Year 11 0M&A and Capital expenditures for eacli scenario, Residual Cost to Serve or
Status Quo Cost to Serve, are based on the applicable data set lines provided in Exhibit
A, Tab 2, Schedule I, Table I, (adjusted for rounding), inflated by;

o 2.0% for Hydro One's Residual Cost to Serve scenario %, and
o For PDI's Status Quo Cost to Serve scenario

~ 2.0% for Capital
2.5% for 0M&A

(i.e. the Year-10 value from Exhibit A, Tab 2, Schedule I, Tab e I is inflated by the
percentage (outlined above), applicable to the relevant Cost to Serv scenario, to arrive at
Year 11 value).

~ Rate Base is calculated based on PDI*s 2019 Rate Base forecast.
~ Year I of the deferred rebasing period for both Residual Cost to Serve and Status Quo

Cost to Serve scenarios is assumed to be 2020.
~ Rate Base in Year I of the Hydro One Residual Cost to Serve scenario, is calculated

using the PDI 2019 forecast balance of PDI's NBV of Property, Plant and Equipment
("PP&E*'), as acquired from PDI, less PDI's 2019 forecast balance of capital
contributions, plus a calculation for working capital.

~ Rate base applies the half-year rule. Capital expenditures are treated as 100% in-serviced
in the year incurred.

~ Working capital rate;

o Residual Cost to Serve scenario — ?.?0% per Hydro One's Distribution's 2018-
2022 rate application (EB-2017-0049)
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o Status Quo Cost to Serve scenario— 7.5% per OEB's default working capital
allowance

~ Annual depreciation on the forecast Gross Book Value of PDI assets.
o The Status Quo Cost to Serve scenario uses the average PDI depreciation rate

which is equal to the rolling average of PDI's depreciation expense (actual and
forecast) between 2017 and 2030. The average annual rate over the 2017 to 2030
period is approximately 4.0%. For 2030 specifically, that year's average
depreciation rate is 3.7%.

o The Residual Cost to Serve scenario uses Hydro One* s OEB-approved
depreciation rates.

~ Interest expense
o Residual Cost to Serve scenario (Hydro One rates)'

Long Term — 4.47%
~ Short Term — 2.29%

o Status Quo Cost to Serve scenario (Peterborough Distribution rates) 3

~ Long Term — 4.16%
~ Short Term — 2.29%

~ ROE — 9.0% (Residual Cost to Serve and Status Quo Cost to Serve scenario are the same)
~ Tax expense used for the Residual Cost to Serve and Status Quo Cost to Serve scenarios

are the same; a combined Federal and Provincial tax rate of 26.5%.

'EB letter to All Licensed Electricity Distributors, 'Allowancefor Working Capitalfor Electricity Distribution
Rate Applications'une 3, 2015
'B-2017-0049 — Exhibit Q 1, Tab 1, Schedule 1

3
Cost of Capital Parameter Updates for 2018 Cost of Service and Custom incentive Rate-setting Applications dated

November 23, 2017
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Filed: 2019-06-14
EB-2018-0242
Exhibit I
Tab 2
Schedule 29
Page 1 of I

SEC INTERROGATORY ¹ 29
2

Reference:
4 [Ex. A/5/I, p. 2 and Ex. A/4/I, Table 4, and Ex. I/I/27, p. 3]
5

lnterroaatorv:
SEC is concerned with understanding the underlying drivers of the claimed ratepayer
savings. With respect to Table I in the Update and Table 4 in the pre-filed evidence,
please provide a detailed breakdown, for each year, of the components of the "ratepayer
savings" of $9.3 million.

Resnonse:
Table I in Exhibit A, Tab 5, Schedule I shows the savings for PDI customers in Year 11.

The LV charges under the status quo will be recovered through a separate rate whereas in
the residual cost to serve these costs are recovered in revenue requirement.

20

2I

The table below provides a breakdown of all revenue requirement components plus LV
Charges that make up the savings levels discussed above. 0M&A and LV Charges make
up approximately 88% of the ratepayer savings. Please refer to Exhibit I, Tab 4,
Schedule 7c) for an explanation of the 0M&A driver savings.

($000s)

0M&A

Depreciation

Cost of Capital — Debt

Cost of Capital — Equity

Tax

Hydro One

4,311

4,106

2,679

3,717

807

PDI

12,269

6,193

2,350

3,494

607

Savings

(7,958)

(2,087)

329

223

200

Revenue Requirement
(without LV Charges)

15,620 24,913 (9,293)

LV Charges

Cost to serve 15,620

1,411

26,324

(1,411)

(10,704)
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Filed: 2019-06-14
EB-2018-0270
Exhibit I
Tab I

Schedule 11

Page I of2

2

Reference:
4 Exhibit A-4-1

OEB STAFF INTERROGATORY ¹ 11

10

Interronatorv:
Questions:
a) Please provide a table which compares indicative Hydro One and OPDC monthly

electricity bills:

12 11.

13 n 1.

14 lV.

13 V.

Today (e.g. 2019)
In Year 10 with the proposed consolidation
In Year 10 without the proposed consolidation
In Year I I with the proposed consolidation
In Year I I without the proposed consolidation

16

Please develop the comparison for each of the following customer types: Residential,
ls General Service less than 50 kW, and General Service greater than 50 kW.
19

20

21

22

b) Please confirm that the values provided in response to part a) iv) above include
OPDC rebasing following the end of the deferred rebasing period. If they do not,
please ensure that they do.

23

24 c) Please also explain how costs have been allocated to OPDC customers in the response
26 to part a) iv) above.

26

27

28

29

30

31

Response:
a) The tables below provide indicative monthly electricity bills for Hydro One Urban

rate classes and OPDC's Residential and General Service customers for the requested
scenarios. The total bill calculation excludes the '*Rate Rider for Application of Tax
Change" (Final Rate Order, EB-2018-0061) and ESM refund.
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Page 2 of 2
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b) Confirmed.
3

c) Hydro One has produced a Cost Allocation Model (CAM) for Year 11 (2030) which
allocates the total costs to various customer classes including proposed rate classes
for OPDC's Residential and General Service customers. Please refer to L)xhibit I,
Tab 1, Schedule 9 for details and assumptions for this CAM run.
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utilities.'urther, "ring fencing" does not avoid the issues of allocating common costs,
or the fact that Hydro One no longer charges upstream distribution rates. '"

Hydro One argued with respect to the use of external studies of its acquisition policies
that the OEB does not regulate Hydro One's management of its business strategies. As
a result, it would not be appropriate for the OEB to order a third-party review of its

acquisition policies.""

Findings

The OEB finds that Hydro One's proposed cost allocation to the Acquired Utilities does
not reflect the OEB's decisions in the related Hydro One acquisition proceedings.

in approving the acquisition of Norfolk, Haldimand and Woodstock,s" the OEB directed
Hydro One to maintain records of the cost to serve these utilities in order to inform the
rate-setting process at the completion of the respective deferral penods. Hydro One has
not maintained these records. Hydro One accepted the approvals but did not adhere to
these conditions of approval. It is not acceptable to accept approval of a proposal
without adhering to the direction that accompanied the approval. Hydro One did not
seek to have the OEB vary its decisions to accommodate the depar'.ure from the OEB's
directions that is illustrated in Hydro One's evidence in this rate-setting application

This rate-setting application now before the OEB was specifically identified in the
acquisition proceeding decisions as Hydro One's opportunity to derronstrate that the
cost structures it presented in making its case that the no harm test had been met had
led to the anticipated rates for customers being lower than they otherwise would have
been.

In the Norfolk acquisition decision, the OEB provided its expectation that a downward
impact on cost structures would tend to decrease rates, whereas an upward impact on
cost structures would tend to increase rates.

'" The OEB's legislative authority arises from Section 86 of the Ontario Energy Beard Act, 1998
"'ydro One Reply Argument, page 167.
ao'ydro One Reply Argument, page 167-168.
~a EB-2013-0196/EB-2013-0187/EB-2013-0198 (Norfolk),EB-2014-0244 (Haldima nd) and EB-2014-0213
(Vyoodstock).
"= EB-2013-0196/EB-2013-0187/EB-2013-0198 Decision and Order, July 3, 2014, p. 16.

Decision and Order
March 7, 2019
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ln the Norfolk decision, the OEB found that:

Based on Hydro One's evidence and submissions, the Board considers it

probable that there will be significant downward pressure on NDPI's OM(f A and
capital costs because of efficiencies due to geographic integration, economies of
scale, integration of common administrative and management functions and
asset management, lower financing costs and integrated planning of the
distribution system."'he

OEB concluded in the Norfolk application that the Applicant had satisfied the no
harm test and provided conditions. One of the conditions was as follows:

That with its first rates application that includes costs associated with NPDI's
service area, HONI file a report with the Board delineating:

a. The costs for NPDI's service area tracked separately;

b. The savings achieved as a result of the acquisition; and

c. The portion of NPDI's and HONI's costs that are incremental costs incurred in

connection with the acquisition.

The Haldimand and Woodstock approvals contained similar determinations and
conditions.

Hydro One has not demonstrated that the evidence it relied on to gain approval of the
acquisitions has led to no harm to the customers of the Acquired Utilities with respect to
rates. Hydro One not only had the opportunity to do so, it was the OEB's expectation
that it do so.

Hydro One has stated that the OEB reviewed and approved the acquisitions of the
Acquired Utilities, and that the purpose of the current proceeding is not to re-open those
OEB approvals. While a reversal of the approvals granted is not a consideration in this
case, the basis of the OEB's approval of the acquisitions is now being tested in a
tangible and impactful proposal for rates to be charged to all of Hydro One's customers.
Hydro One's evidence related to its anticipated future costs to serve the Acquired

sm Ibid, p 21.
so'bid, p. 25.
"'B-2014-0244 (Haidimand County Hydro inc. Acquisition) Decision and Order, March 12, 2015,
Section 3.1.1, p. 1 and Section 5, p. 3 and EB-2014-0213 (VVoodstock Hydro Services inc. Acquisition)
Decision and Order, September 11, 2015, pp. 7-8 and p. 21.

Decision and Order
March 7, 2019
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Utilities that it provided in the acquisition proceedings has a direct bearing on the OEB's
consideration of the appropriateness of Hydro One's rates proposed in this proceeding.

The OEB denies Hydro One's rates proposals with respect to the Acquired Utilities for
the following reasons.

1) Hydro One's proposal contains simplistically derived and questionable estimates
of revenue requirement comparisons to demonstrate adheretnce to the no harm
requirement. The OEB accepts VECC's submission that given the wide range of

past rate adjustments, the rebasing rate increase for any util ty can vary widely
from the 6.3% average.'"

2) Hydro One's proposal is based on a cost allocation approach that recognizes the
existing assets of the Acquired Utilities as being distinguishable and at a lower
cost than its legacy assets by using adjustment factors. It intends to revisit this
approach and proposes to recalibrate the adjustment factors over time as assets
are renewed in the acquired service areas. The new assets will be included in

Hydro One's existing asset pool at a higher cost and result in a lowering of the
adjustment factors over time.

OEB staff submitted that Hydro One's proposal is reasonable because the
adjustment factors are, in effect, performing a direct allocatio1 of assets and
depreciation to the Acquired Utilities. OEB staff accepted tha, where costs
associated with specific rate classes are known, direct allocation is appropriate.
OEB staff submitted that Hydro One's proposal to use the adjustment factors for
capital and the allocation of 0M&A costs based on the cost allocation model is a
reasonable proxy for reflecting the cost to serve.

The OEB accepts that Hydro One's proposal adheres to some basic cost
allocation principles that may be acceptable in a general sence. However, it is

not acceptable to ignore the basis on which the approvals forracquiring the
utilities were granted.

As SEC argued, Hydro One's rate proposal is based on a snapshot of the
existing asset base in the acquired service area. The OEB agrees and based on
Hydro One's failure to demonstrate that its costs are the same or lower in its
evidence, finds that the proposal will result in one of the two following negative
outcomes.

"'xh. Q-1-1, Attach. 6, p. 1 Filed: 2017-12-21.
"'ral Heanng Transcript Volume 11, page 16-17.
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a) In the absence of recalibration of the adjustment factors, an undue
subsidy from Hydro One's legacy customers would be required.

b) In the situation where the calibration of the adjustment factors is
commensurate with asset renewal at Hydro One's higher costs, harm in

the form of relatively higher rates to the customers of the Acquired Utilities
would need to be imposed.

3) Hydro One argued that its proposal adheres to previous OEB determinations with
respect to treating the Acquired Utilities as separate rate classes and that its
proposal to do so is in response to OEB direction. The OEB does not accept
Hydro One's contention. The OEB has provided clear guidance with respect to its
expectations that evidence of lower cost structures relied on in acquisition
proposals are expected to result in concomitant lower rates. Hydro One would be
expected to apply any distinguishable cost causation analysis relied on in an
acquisition application to any customers that met the identified cost causation
criteria whether they are new or legacy customers. The OEB did not direct Hydro
One to isolate the Acquired Utilities in its cost allocation methodology. Hydro One
has not demonstrated that its proposal is equitable to all customers.

4) Hydro One's cost allocation evidence indicates that in the absence of adjustment
factors, Hydro One's long term costs to serve the Acquired Utilities are higher
than the costs of those previous utilities. This is in direct contradiction to the
evidence relied on in its acquisition proposals.

The OEB's approach to considering acquisition proposals has been articulated in

previous decisions and related policy documents.' Most importantly for consideration
in this application are the OEB findings in the acquisition approvals that are the subject
of Hydro One's current rate proposal.

The Norfolk acquisition decision contained the OEB's rationale for focusing on
comparative cost structures in its approach to facilitating effective and efficient utility
consolidation. The following statements from that decision explain the OEB's
expectations with respect to purchase offers and underpinning cost structures.

The intent of the framework established by the 2007 Report is that the amount of
a premium paid by a purchaser would be determined by the purchaser's ability to
serve the acquired service area at a lower cost over a given period. The

'" Ontario Energy Board, Handbook to Electricity Distributor and Transmitter Consoitdatrons, January 19,
2016.
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difference between the actual cost of service and revenues generated during the
given rate deferral period is intended to provide the purchaser with the funds to
cover the transaction costs of the acquisition, including any premiums. This
aspect of the framework acts as a positive economic factor in the consolidation
marketplace by favoring the purchaser that is able to serve the acquired service
area at the lowest cost. The Board's future rate setting (whether or not on a
harmonized basis) will be based on forward costs, and a purchaser should not
expect that the revenues from future rates will provide any funds to cover any
purchase premium.sto

It is clear that the OEB's framework for consolidations is intended to ensure costs to
serve a given service area following an acquisition will be no higher than they otherwise
would have been.

In accordance with the 2007 Report, the Board's decision will not consider future
rates at this time. However, as indicated in the Motion Decision, in applying the
no harm test it is appropriate for the Board to assess the cost structures that will

be introduced as a result of the acquisition, in comparison to the cost structures
that underpin NPDI's current rates. A downward impact on cost structures would
tend to decrease rates, whereas an upward impact on cost structures would tend
to increase rates. This will occur regardless of what decision is taken concerning
rate harmonization at the time of rate rebasing.'""

It is clear that the OEB's framework for consolidations is focused on the comparison of
proposed costs to serve a given service area with that of the incumbent's costs.

V'ihile the comparison of proposed costs is the main focus of consideration of an
acquisition proposal, the OEB has found that all of its statutory objectives are
considered in applying the no harm test. Quality of service and reliability, including the
capacity to meet modern customer expectations, are also considered. The focus of the
analysis regarding the Acquired Utilities in this proceeding is solely on the cost
comparisons because the acquisition approvals relied on Hydro One's cost forecasts.

An objective of the OEB's consolidation framework is to ensure that the consolidation of
the distribution sector results in beneficial outcomes for customers. The negative
impacts of suboptimal consolidations are long lasting and stifling to economic

3"o EB-2013-0196/EB-2013-0187/EB-2013-0198 Decision and Order, July 3, 2014, p. 15.
a" Ibid, p 16.
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improvements in the sector due to the removal of opportunities for the optimal
consolidation envisioned in the OEB framework.

Hydro One argued that the OEB does not regulate Hydro One's management of its
business strategies. The OEB agrees, however, the OEB does have the mandate and
responsibility to respond to the outcome of those strategies. If the outcome is counter to
the public interest objective that was clearly articulated in the OEB's decisions
approving Hydro One's proposed acquisitions, it is appropriate for the OEB to consider
the consequences.

Hydro One's rates proposal in this proceeding does not reflect the OEB's
determinations in its acquisition decisions. Hydro One had the opportunity to inform the
OEB prior to completing its approved transactions if it did not anticipate being able to
deliver on the OEB's clear expectations. The OEB finds that any shortfall in revenue
requirement that results from Hydro One's costs being higher than its current and future
approved revenues associated with the Acquired Utilities shall be absorbed by Hydro
One and not form any part of the overall revenue requirement.

Hydro One may apply to the OEB for a rate adjustment mechanism under the Price Cap
IR approach to be applied to the current base rates for the Acquired Utilities, to take
effect at the end of the respective deferred rebasing periods.

The determination that Hydro One is to absorb revenue shortfalls associated with its
cost to operate the Acquired Utilities eliminates the negative impact that Hydro One'
rate proposal would have had on its customers. It does not however undo the negative
impact that these acquisitions have caused to the smooth and effective consolidation of
the sector.

The OEB has a mandate to ensure the financial viability of the sector. The OEB
considers matters of consolidation to be of utmost importance to the financial viability of
the sector. The ongoing cost of ownership of these entities to Hydro One and the lost
opportunity for actual improvements in distribution sector efficiency are negative
impacts that run counter to the objectives of the OEB's consolidation framework. The
record of this proceeding and these determinations are available for consideration in

future related OEB hearings.

Hydro One has included the cost of an integrated system operation centre (ISOC) to be
built in Orillia in its stated revenue requirement. A question arose in this proceeding with
respect to the relationship between Hydro One's intent to construct the ISOC and its
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proposal to acquire Orillia Power Distribution Corporation (OPDC)."'ydro One'
evidence in this proceeding is that it intends to construct the ISOC irrespective of
whether or not it acquires OPDC. Hydro One also filed evidence supporting the Orillia
location as the recommended alternative.

The OEB takes note of this issue here as it relates to the consolidation framework that
the OEB has put in place. Hydro One has a major presence in the province with its

transmission and distribution systems being the most expansive network in the
province. Hydro One has many efficient and effective options for facility placements to
meet its ongoing needs. Local economic development associated with the siting of
these facilities is not a determinative consideration for the OEB in approving
acquisitions, or in approving rates to cover the associated cost. In Hydro One's case,
with its numerous efficient placement options, the positive economic development will

occur wherever the facility is situated. The OEB's consideration of long-term acquisition-
related impact on rates is not influenced by Hydro One's choice of the location of new
facilities and the concomitant local shareholder's motivation to sell.

The OEB directs Hydro One to place the revenue requirement associated with the
forecast cost of this ISOC in an asymmetric variance account to be offset by the
revenue requirement at the actual cost. If the revenue requirement at the actual cost is

lower than the revenue requirement at the forecast cost, Hydro One will be required to
return the difference to its customers. The account balance will be considered for
disposition in Hydro One's next rebasing application.

3.10 DEFERRAL AND VARIANCE ACCOUNTS

3.10.1 Disposition of Balances (Issue 57)

Hydro One is seeking to dispose of a total debit balance of $8.3 million with respect to
its deferral and variance accounts, representing the principal balances in its Group 1

accounts as of December 31, 2014 and Group 2 accounts as of December 31, 2016,
with interest calculated to December 31, 2017.

In its original application, Hydro One sought disposition of its Group 1 and 2 principal
balances as of December 31, 2016. However, the OEB issued a letter to Hydro One
indicating that it will be undertaking an audit of Hydro One's Regulated Price Plan

"'n Apnl 12, 2018, the OEB issued its EB-2016-0276 Decision and Order denying Hydro One'
application to acquire OPDC. On September 26, 2018, Hydro One fded a new application (EB-2018-0270)
to acquire OPDC. This is presently under review by the OEB.
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