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October 10, 2008

Ms. Kirsten Walli
Board Secretary
Ontario Energy Board
2300 Yonge Street
26th Floor, Box 2319
Toronto, ON M4P 1E4

Dear Ms. Walli

Re:

PowerStream Inc. (ED-2004-0420)
2009 Electricity Distribution Rate Application, EB-2008-0244

Please find enclosed two (2) paper copies and a CD containing the above-

captioned application in PDF format. Please note also that PowerStream’s 2009

Electricity Distribution Rate Application, in PDF format, is being filed on the

Board’s web portal.

New distribution rates have been calculated in accordance with the guidelines

provided in the Board’s November 14, 2006 “Filing Requirements for
Transmission and Distribution Applications” (EB-2006-0170).

PowerStream has calculated customer bill impacts, from the rates proposed in

this application, as follows:

a Residential customer using 1,000 kWhs per month will experience a
0.6% decrease in the delivery line of their bill and a decrease of $0.36 on

the total monthly bill; and

a General Service less than 50 kW customer using 2,000 kWhs per month
will see a 1.4% decrease in the delivery line of their bill and a decrease of
$1.34 on the total monthly bill.

PowerStream Inc.
161 Cityview Boulevard, Vaughan, ON L4H 0A9 Tel: 905-417-6900 Fax: 905-532-4505 www.powerstream.ca
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In its application, PowerStream has calculated the 2009 “revenue at current
rates” to be $112.8M. PowerStream is seeking approval for a Distribution
Revenue Requirement of $121.0 million. PowerStream’s 2006 Board Approved

Distribution Revenue Requirement was $102.3 million.

If you have any questions, please do not hesitate to contact the undersigned.

Yours truly,
Original signed by

Colin A. Macdonald
Director of Rates

PowerStream Inc.
161 Cityview Boulevard, Vaughan, ON L4H 0A9 Tel: 905-417-6900 Fax: 905-532-4505 www.powerstream.ca
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ONTARIO ENERGY BOARD

IN THE MATTER OF the Ontario Energy Board Act, 1998;
S.0. 1998, c.15, Sched B, as amended,;

AND IN THE MATTER OF an Application by PowerStream
Inc. for an Order or Orders approving or fixing just and

reasonable distribution rates for 2009.

APPLICATION

PowerStream Inc. (“PowerStream” or the “Company”) is a distributor as defined
in the Ontario Energy Board Act, 1998 (the “Act”). PowerStream holds Electricity
Distribution License ED-2004-0420.

PowerStream hereby applies to the Ontario Energy Board (the “Board” or the
"OEB"), pursuant to section 78 of the Act, for an Order or Orders approving or
fixing just and reasonable rates for electricity distribution service for the period
May 1, 2009 to April 30, 2010. PowerStream accordingly proposes the following

title for the proceeding that is commenced by this Application:

PowerStream Inc.
2009 Electricity Distribution Rates

EB-2008-0244

This Application has been guided by the Board’s Filing Requirements for
Transmission and Distribution Applications, November 14, 2006 (the “Filing
Requirements”) and the Board's 2006 Electricity Distribution Rates Handbook
(the "2006 Handbook™). It is based on a 2009 forward test year ("Test Year"), as

contemplated by the Filing Requirements.

2009 EDR Application
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In this Application, PowerStream is seeking approval of a 2009 Base Revenue
Requirement of $121,029,000 which includes a forecast 2009 Revenue
Deficiency of $8,260,000. If the 2009 Base Revenue Requirement is approved,
the total electricity bill of a residential customer using 1,000 kWh/month and of a
General Service < 50 kW customer using 2,000 kWh/month will be reduced by
0.3 percent and 0.6 percent, respectively.

In response to government initiatives, PowerStream is installing Smart Meters to
replace its existing meters. The stranded costs associated with replaced meters
— $4,400,000 as of December 31, 2007 — remains in PowerStream's rate base in
accordance with the Board's Smart Meter Generic decision (EB-2007-0063).
These costs are recorded in Smart Meter Capital and Recovery Offset Variance
Account, Sub-account Stranded Meter Costs (Account 1555).

In this Application, PowerStream is seeking to clear the balances in the Smart
Meter Capital and Recovery Offset Variance Account (Account 1555) and the
Smart Meter O&M Variance Account (Account 1556) up to December 31, 2007.
This will result in a credit of $0.19 per month per metered customer in the form of
a rate adder for the period May 1, 2009 to April 30, 2010. This will return a total
of $577,000 to customers. In this Application, PowerStream is also seeking
approval of an updated Smart Meter rate adder of $1.04 per customer per month,
effective May 1, 2009 to April 30, 2010, to fund the ongoing installation of Smart
Meters. These two amounts, when netted, result in a Smart Meter rate adder of
$0.85 per month per metered customer for the rate year May 1, 2009 to April 30,
2010.

The Company has accumulated balances in certain other Board-approved
deferral and variance accounts since January 1, 2005. It proposes to clear
balances accumulated to December 31, 2007, with certain exceptions.
PowerStream is not seeking to clear Account 1588 — RSVAgqwer, Sub-account
Global Adjustment and Account 1592 — PILS and Tax Variance for 2006 and
Subsequent Years. After the exceptions are taken into account, PowerStream is

2009 EDR Application
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10.

11.

proposing to refund $27,900,000 to customers over two years (May 1, 2009 to
April 30, 2011) through a rate rider.

PowerStream pays low voltage (“LV”) charges to Hydro One Networks Inc.
(“Hydro One”) for use of certain Hydro One distribution assets. The difference
between Hydro One's LV charges to PowerStream (recorded in Account 4750)
and the LV amounts billed to PowerStream's customers (recorded in Account
4075) is recorded in Account 1550 — LV Variance Account, in accordance with
Appendix B of a Board directive dated June 13, 2006. In this Application,
PowerStream is seeking: (i) to clear Account 1550 to December 31, 2007 (as
part of the $27,900,000 noted in Item #7, above); and (ii) to recover in 2009
rates, a forecast LV amount of $1,452,000 through an updated LV charge.

This Application seeks the Board's approval of new Retail Transmission Service
("RTS") rates to reflect the Board’s approval, on an interim basis, of Hydro One’s
sub-transmission ("ST") rates which became effective May 1, 2008 (EB-2007-
0681), and the Board's Decision and Rate Order for Ontario Uniform
Transmission Rates that become effective January 1, 2009 (EB-2008-0113).

PowerStream is applying to recover a total of $828,000 in connection with its
Lost Revenue Adjustment Mechanism (“LRAM”) and its Shared Savings
Mechanism (“SSM”) arising from Conservation and Demand Management
("CDM") programs delivered in the period 2005 to 2007. In this regard,
PowerStream proposes to collect $828,000 from customers through a rate rider,
effective May 1, 2009 to April 30, 2010.

PowerStream accordingly applies to the Board, pursuant to section 78 of the Act

for the following Orders:

a. an Order approving PowerStream's proposed final rates for the 2009 rate
year, or fixing such other rates as the Board may find to be just and

reasonable effective May 1 2009;

2009 EDR Application
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b. an Order approving an updated Smart Meter rate adder, effective May 1,
2009 to April 30, 2010 to fund the continued installation of Smart Meters;

c. an Order approving the clearance of balances in Smart Meter Variance
Accounts 1555 and 1556 up to December 31, 2007, for refund in the form
of a rate adder effective May 1, 2009 to April 30, 2010;

d. an Order approving clearance of the balances recorded in certain other
deferral and variance accounts, as more particularly described in Exhibit
E, Tab 1, Schedule 1, by means of a rate rider for the period May 1, 2009
to April 30, 2011;

e. an Order approving an updated LV charge, effective May 1, 2009;
f. an Order approving updated RTS rates, effective May 1, 2009;

g. an Order approving a rate rider, effective May 1, 2009 to April 30, 2010,
to recover LRAM and SSM amounts in connection with PowerStream's

CDM program;

h. an Order making current rates interim, effective May 1, 2009, if and only if
the preceding Orders cannot be issued in time to implement final rates,
effective May 1, 2009.

2009 EDR Application
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12.  This Application is supported by the written evidence that is enumerated in
Exhibit A1, Tab 1, Schedule 1 and filed with this Application. PowerStream may
amend or supplement this written evidence prior to or during the course of the

Board’s hearing of this Application.

13. PowerStream requests the Board to give reasons, in writing, for its final decision
and order(s) in this proceeding. This request is made pursuant to subsection

17(1) of the Statutory Powers Procedure Act.

14. The following are the names and addresses of PowerStream's authorized
representatives and its counsel for the purpose of serving documents on

PowerStream in this proceeding:
(a) authorized representatives:

Ms. Paula W. Conboy
Director of Regulatory and
Government Affairs
PowerStream Inc.

Address for personal service

and mailing address: 161 Cityview Boulevard
Vaughan, ON
L4H 0A9
Telephone: 905-532-4526
Facsimile: 905 532-4557
E-mail: paula.conboy@powerstream.ca

2009 EDR Application
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(b)

Mr. Colin A. Macdonald
Director of Rates
PowerStream Inc.

Address for personal service
and mailing address:

Telephone:
Facsimile:
E-mail:

counsel:

Ms. Helen T. Newland
Fraser Milner Casgrain LLP

Address for personal service
and mailing address:

Telephoné:
Facsimile:
E-mail:

Dated October 10, 2008 at Toronto, Ontario

161 Cityview Boulevard
Vaughan, ON
L4H 0A9

905-532-4649
905 532-4557
colin.macdonald@powerstream.ca

Suite 3900

1 First Canadian Place
100 King Street West
Toronto, ON

M5X 1B2

416-863-4471
416-863-4592
helen.newland@fmec-law.com

PowerStream Inc.

by its counsel

Fraser Milner Casgrain LLP
P

per: 1

H.T. Newland

2009 EDR Application
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SPECIFIC APPROVALS REQUESTED
PowerStream requests Orders approving:
1. PowerStream’s forecast Base Revenue Requirement for the Test Year or such

other Base Revenue Requirement as the Board may find reasonable for the Test
Year, in each case adjusted, as required, to update the rate of return on equity
("ROE") and short-term debt rate as described in Exhibit F and corresponding
final rates, effective May 1, 2009;

2. the clearance of balances in Smart Meter Variance Accounts 1555 and 1556 by
means of a rate adder, a credit to metered customers of $0.19 per month
effective May 1, 2009 to April 30, 2010;

3. the clearance of the balances recorded in certain deferral and variance accounts

by means of a class-specific rate rider effective May 1, 2009 to April 30, 2011,

4, an updated rate adder of $1.04 per customer per month, effective May 1, 2009 to
April 30, 2010, to fund the ongoing installation of Smart Meters;

5. an updated LV charge, effective May 1, 2009;
6. new RTS rates, effective May 1, 2009;

7. recovery of $828,000 in connection with PowerStream's LRAM and SSM, arising
from CDM programs delivered in the period 2005-2007, to be collected by means
of class—specific rate riders, effective May 1, 2009 to April 30, 2010; and

8. current (i.e., 2008) rates as interim rates, effective May 1, 2009, if and only if the
preceding approvals can not be issued in time to implement final rates, effective
May 1, 2009.

2009 EDR Application
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ADMINISTRATIVE DOCUMENTS

The following administrative documents, specified in Section 2.2.1 of the Filing
Requirements, are included in Appendix 1 of this Application:

PowerStream's Electricity Distribution License

Draft Issues List

Decisions/Procedural Orders/Motions/Correspondence
Accounting Orders

List of Non-Compliance With Uniform System of Accounts
Map of Distribution System

List of Neighbouring Utilities

Explanation of Host or Embedded Utilities

Utility Organization Charts

Corporate Entities Relationship Chart

Planned Changes in Organization/Operational Structure

Status of Board Directives

Company Policies and Procedures on Electricity Services and Service

Charges

List of Proposed Changes to Policies and Procedures on Electricity

Services and Service Charges.

Proposed Witness Panels and related Curricula Vitae

2009 EDR Application
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SUMMARY OF APPLICATION

INTRODUCTION

PowerStream's application for 2009 rates has been guided by the Board’s Filing
Requirements and the 2006 EDR Handbook. It is based on a 2009 forward Test Year.
Accordingly, the rates for which approval is sought are based on a revenue requirement

that is underpinned by forecasts of 2009 revenue and expenses.

PowerStream was created on June 1, 2004 by the amalgamation of Hydro Vaughan
Distribution Inc. ("Hydro Vaughan"), Markham Hydro Distribution Inc. ("Markham
Hydro"), and Richmond Hill Hydro Inc. ("Richmond Hill Hydro"). PowerStream
completed the acquisition of Aurora Hydro Connections Limited ("Aurora Hydro") on

November 1, 2005 thus adding a fourth municipality to the service territory.
PowerStream has grown and continues to grow, through the addition of new customers.

PowerStream is pursing opportunities to merge with other distributors and seeks to be
one of the largest and most efficient regulated electric utilities in the Province. In 2008
PowerStream was in exclusive merger discussions with Barrie Hydro Distribution Inc.
(“Barrie Hydro”). The merger has been approved by the Boards of Directors and
Shareholders of both PowerStream and Barrie Hydro. PowerStream will be submitting a
MAADs Application in October, 2008 and will be seeking to make the merger effective
as soon as practical.

There have been recent increases in bad debt. Management has taken steps to monitor

large accounts, especially during the current economic uncertainties.

PowerStream strongly supports government and regulatory initiatives and is an active

participant in most of the Board's consultative processes.

2009 EDR Application
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PREVIOUS RATE APPLICATIONS: 2006-2008

In October 2005, PowerStream filed two applications for 2006 rates: one for
PowerStream and one for Aurora Hydro. The Board issued decisions on the
PowerStream and Aurora Hydro applications on April 28™ and 12™ 2006, respectively,
and new rates for all four rate zones (Markham, Richmond Hill, Vaughan and Aurora)
were implemented, effective May 1, 2006. Service charges in the four rate zones were

standardized at the same time.

On May 18, 2006, the Company sought a review of certain aspects of the Board’'s April
28" decision on the PowerStream application. On June 23, 2006, the Board issued a
decision approving the relief sought by PowerStream. A September 22, 2006 rate order
gave effect to the Board's June 23" decision in the form of approval of a rate rider for the
period November 1, 2006 to April 30, 2007.

On February 9, 2007, PowerStream filed an application for approval of 2007 rates,
effective May 1, 2007. The rates proposed in that application were developed by
adjusting 2006 rates for PowerStream’s four rates zones in accordance with the 2007
EDR Model (the "2007 Adjustment"). The application was approved by the Board on
April 12, 2007.

On March 7, 2007, PowerStream filed an application that requested the Board to, in
effect, "undo" the 2007 Adjustment and approve a new set of 2007 rates, adjusted for
harmonization and cost reallocation across PowerStream's four rate zones and, then,
further adjusted in accordance with the 2007 EDR Model. The harmonization aspect of
this application fulfilled PowerStream's commitment to the Town of Richmond Hill and
responded to the Board's direction in its decision on PowerStream's 2006 rate
application to harmonize rates across the four rate zones. The cost reallocation aspect
of the March 7™ application reflected PowerStream's view that it was in its ratepayers’
best interests to begin the transition to rates based on fully allocated costs, sooner rather
than later, even before the Board's response to the filing of cost allocation studies by

individual utilities.

2009 EDR Application
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In a decision dated July 26, 2007, the Board approved PowerStream's harmonization
and cost reallocation application and approved new distribution and retail transmission

rates and loss factors, effective November 1, 2007, to reflect this decision.

On November 23, 2007, PowerStream filed an application for approval of 2008 rates,
effective May 1, 2008. This application was filed using the Board's "EDR" model and in
accordance with the Board's guidance on "2nd Generation Incentive Regulation". The
application incorporated revised retail transmission service rates in accordance with the
Board’s October 29, 2007 letter regarding “Ontario Uniform Transmission Rate Order,
EB-2007-0759: Effect on Retail Transmission Rates.” The application also sought

approval of an updated Smart Meter rate adder.

The Board approved PowerStream's application in a decision issued on March 17, 2008.
A rate order that reflected this decision was issued on April 17, 2008 (included in
Appendix 1, Schedule 3).

2009 EDR Application
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SCOPE OF 2009 RATE APPLICATION

This Application seeks approval of electricity distribution rates for 2009, effective May 1,
2009. The proposed rates are underpinned by 2009 forecasts of operations,
maintenance and administration ("OM&A”) expenses, return on rate base, amortization
expense and payments in lieu of taxes (“PILs”). The sum of these amounts is
PowerStream's "2009 Service Revenue Requirement." PowerStream's "2009 Base
Revenue Requirement" is defined as: (i) PowerStream's "2009 Service Revenue
Requirement”; less (ii) certain non-rate revenue amounts, referred to herein as

"Revenue Offsets."

The value of PowerStream's 2009 rate base has been calculated as the sum of: (i) the
net book value (“NBV") of the average of the PowerStream assets opening and closing
balances for 2009 ; and (ii) an allowance for working capital (underpinned by a forecast
of the 2009 "Cost of Power"). The return on rate base, rate of return on equity ("ROE")
and short-term debt rates have all been determined in accordance with the Board's
Report of the Board on Cost of Capital and Incentive Regulation (December 20, 2006)
(“Cost of Capital Report"). As required by the Board, the long-term debt rate has been
set at PowerStream’s actual weighted average debt rate since this value is lower than
the deemed rate.

PILs have been determined in accordance with the methodology prescribed in the 2006
EDR Handbook. "Large Corporation Tax" has now been eliminated and is therefore no

longer included in the PILs calculation.

In order to forecast 2009 revenue at existing rates, PowerStream prepared load (i.e.,
energy consumption and demand) and customer forecasts for 2009. The methodology
used for those forecasts was developed by PowerStream and is described, in detail, in
Exhibit C1, Tabl, Schedules 1-3. Current rates (i.e., those in effect as of May 1, 2008)
were applied to the forecast output in order to determine a "Forecast Revenue at
Current Rates". The difference between this amount and PowerStream's 2009 Base

Revenue Requirement is equal to PowerStream's "2009 Revenue Deficiency."

2009 EDR Application
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In addition to the recovery of the 2009 Base Revenue Requirement, PowerStream is
also seeking to recover from ratepayers or provide a credit to ratepayers, as the case

may be, amounts associated with:

0] the clearance of certain regulatory assets accounts;
(i) the clearance of certain other variance and deferral accounts;
(iii) LRAM and SSM for 2005 to 2007; and

(iv) PowerStream's Smart Meter Investment Program.

Items (i)-(iii), above, are proposed to be recovered from ratepayers in the form of rate
riders, as part of the variable distribution charge. Item (iv) is proposed to be recovered

from ratepayers in the form of a rate adder, as part of the fixed monthly charge.

The methodology that PowerStream used to derive the rates for which it seeks approval
in this application is consistent with the Filing Requirements and is depicted in Figure 1,

on the following page.

2009 EDR Application
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Figure 1 Process for Rate Application

Revenue Sufficiency/Deficiency Calculation
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INCREASE IN REVENUE REQUIREMENT FOR 2009

An analysis of the drivers of the increase in PowerStream's 2009 Revenue Requirement,
relative to 2008, is provided in Exhibit G.

Table 1: PowerStream Revenue Requirement ($ Millions)

2006 OEB 2006 Actual | 2007 Actual 2008 Bridge 2009 Test
Approved Year Year
OM&A Expenses 38.3 38.8 42.7 39.7 45.1
Depreciation 26.6 28.2 29.8 33.1 36.6
Target Net 15.9 16.0 16.7 17.1 18.2
Income
Interest 16.3 16.4 17.1 175 18.7
Taxes 11.3 9.9 10.9 7.7 9.0
Service Revenue 108.4 109.3 117.2 1151 127.6
Requirement
Revenue Offsets 6.1 7.0 7.4 7.4 6.6
Base Revenue 102.3 102.3 109.8 107.7 121.0
Requirement

The principal reasons for the increases are summarized below:

e PowerStream’s rate base increased by $101,760,000 or 23 percent between

2006 Board-approved and 2009, an average annual increase of 7.7 percent.

This increase reflects: (i) investments in new distribution plant to serve increased

demand; (ii) upgrades of existing plant; (iii) general plant purchases; (iv) the

installation of Smart Meters (to the end of 2007); and (v) an allowance for
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working capital.  Significant drivers of the increase in rate base are the
installation of one Transformer Station and the expansion of another, and the
construction of a new Head Office. These matters are discussed in detail in

Exhibit B1, except for Smart Meters which are addressed in Exhibit I, Tab 3.

PowerStream's OM&A expenses are forecast to increase by $6,815,000 or 18
percent between 2006 Board-approved and 2009, an average annual increase of
6.0 percent. The principal drivers of this increase are an increase in number of
employees that are required to provide service to a growing number of
customers, increased labour costs and a number of new initiatives such as: a
program to hire Apprentices to renew the outside workforce; and consulting costs
related to the requirement for PowerStream to be compliant with International
Financial Reporting Standards (IFRS). These matters are discussed, in detail, in
Exhibit D1.

PowerStream's amortization expenses are forecast to increase by $9,977,000 or
38 percent between 2006 Board-approved and 2009, an average annual

increase of 12.7 percent, reflective of the asset additions over these years.

Partially offsetting the increases in PowerStream's rate base, OM&A and
amortization expenses are a reduction, relative to 2006, in its cost of capital due
to the inclusion of short-term debt in the capital structure and a lower ROE
calculated using the April 2008 Consensus Forecast. As discussed in Exhibit F,
PowerStream expects that the Board will recalculate the ROE using the January
2009 Consensus Forecast. This revised calculation will then be used for the
purpose of determining PowerStream's 2009 Revenue Requirement. There is
also a reduction in PILs relative to 2006 Board approved as outlined in Exhibit
D2.
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OTHER CHANGES AFFECTING RATES

In addition to changes in the Base Revenue Requirement, there are a number of other

factors that will affect the quantum of PowerStream's 2009 distribution rates:

Distribution rates will decrease as a result of clearance of the balances recorded
in certain deferral and variance accounts. If approved, these clearances will
result in a $27,900,000 credit to customers over the two year period May 1, 2009
to April 30, 2011. The credit to customers is proposed to be in the form of a rate

rider.

Distribution rates will increase as a result of the forecast LV amount of
$1,452,000 and updated LV charge.

As directed by the Board in its letter dated October 29, 2007, PowerStream
adjusted its Retail Service Transmission ("RTS") rates to incorporate the new
Uniform Transmission Rates for Ontario transmitters. PowerStream’s RTS rates
were approved by the Board in its March 17, 2008 Decision (EB-2007-0850) and
the rates went into effect effective May 1, 2008. In this Application, RTS rates
have been further updated to reflect the Board’s approval, on an interim basis, of
Hydro One’s sub-transmission rates effective May 1, 2008 (EB-2007-0681) and
the Board’s Decision and Rate Order for Ontario Uniform Transmission Rates
that become effective January 1, 2009 (EB-2008-0113).

PowerStream is seeking approval to recover, in the form of rate riders, an LRAM
amount of $430,000 and an SSM amount of $398,000, both in connection with
PowerStream’'s CDM programs in the period 2005 to 2007.

PowerStream is seeking approval to clear the balances in Smart Meter variance
accounts to December 31, 2007 and implement an associated rate adder
effective May 1, 2009 to April 30, 2010. This will be a credit of $0.19 per month
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183 for all metered customers and will return a total of $577,000 to customers.
184 PowerStream is also seeking approval to implement an updated Smart Meter
185 rate adder of $1.04 per customer per month, effective May 1, 2009 to April 30,
186 2010 in order to fund the ongoing installation of Smart Meters.
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LIST OF PROPOSED RATES AND CHARGES

Tables 1 to 3 set out the proposed rates, smart meter adders and various rate riders for

which approvals are sought in this application. PowerStream has completed a “proof”

that the proposed rates will provide the 2009 Base Revenue Requirement in Exhibit I,

Tab 6, Schedule 6.

Table 1: Summary of Current and Proposed Rates

Current 2008 Rates

Proposed 2009 Rates

- Fixed Variable Fixed Variable
Customer Class %‘”mg ($/customer/ ($/billing ($/customer/ ($/billing
el month) determinant) month) determinant)
minant
Residential kWh 13.23 0.0131 13.34 0.0140
GS<50 kW kWh 29.91 0.0114 29.55 0.0124
GS>50 kW kW 302.94 2.3627 302.58 2.7568
GS>50 kw — kw 3,314.46 1.6590 Propose to eliminate
Legacy
Large Use kW 8,979.30 1.3036 3,978.94 0.4686
Unmetered kwWh 14.35 0.0114 14.35 0.0141
Scattered Load
Sentinel Lights kW 2.01 6.0842 2.09 8.9101
Street Lighting kW 0.84 3.4686 0.87 4.8335

Notes:

1. Existing rates are those in effect May 1, 2008.

2. Detailed proposed tariff sheets are included in Exhibit I, Tab 6, Schedule 2.

3. The fixed rates shown include the Smart Meter adder.
portion only, before rate riders.

Variable rates represent the distribution
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203 Table 2: Smart Meter Rate Adder
204
Current Proposed 2009 Rate Adders
2008 Rate Ongoing Recovery — Final, As
Adder Program Meters Installed Proposed
Funding to End of 2007 (@) + (b)
(@) (b)
Smart Meter rate adder $1.21 $1.04 ($0.19) $0.85
(per customer, per
month)
205
206  Notes:
207 1. The Smart Meter rate adder is included in fixed charges presented in Table 1
208 2. The Smart Meter rate adder applies to all metered customer classes: Residential, GS<50 kw,
209 GS>50kw and Large Use.
210
211 Table 3: Rate Riders
212
Customer | Class Deter- Current 2008 Proposed 2009
Class minant Rate Riders Rate Riders
Reg. LRAM/SSM
Liability
Credit
Residential $/kwWh 0.00 (0.0019) 0.0002
GS<50 kW $/kwWh 0.00 (0.0019) 0.0001
GS>50 kW $/kW 0.00 (0.8029) 0.0282
GS>50 kW - | $/kW 0.00 Propose to eliminate
Legacy
Large Use $/kwW 0.00 | (1.1177) 0.0000
USL $/kwWh 0.00 0.0011 0
Sentinel $/kW 0.00 | (3.2643) 0
Lights
Street $/kW 0.00 | (0.7314) 0
Lighting
213
214  Notes:
215 1. These rate riders are not included in the variable charges in Table 1 and are shown as separate
216 lines in rate schedules. Regulatory liability amounts are proposed to be returned to customers over
217 two years and the LRAM/SSM amounts collected over one year.
218 2. Existing rates are those in effect May 1, 2008.
219 3. Detailed proposed tariff sheets are included in Exhibit I, Tab 6, Schedule 2.
220
221
222
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BILL AND RATE IMPACTS

Tables 4, 5 and 6, below, set out the monthly bill impacts of PowerStream's application,

for a "typical" customer in each rate class (see Note 2 below Table 4).

None of the

percent changes exceed the ten percent mitigation threshold specified in Section 13.1 of

the 2006 EDR Handbook.

Notes:

Table 4: Impacts on Total Bill for Typical Customer
Class Consumption per| Demand per gypical Bill

customer, kwh |customer, kw Change |% Change
Residential 1,000 - |3 (0.36) -0.3%
GS<50 2,000 - |3 (1.34) -0.6%
GS>50 80,000 2501 % (64.22) -0.8%
Large Use 2,800,000 7,350 | $ (18,639.47) -7.6%
USL 500 - $ 2.19 3.7%
Sentinel Lighting 180 1]% (0.10) -0.5%
Street Lighting 897,251 2,4771% 3,874.83 2.7%

Includes fixed and variable distribution charges, smart meter rate adder, regulatory liability credit

rate rider and LRAM/SSM recovery rate rider.

Consumption levels are from the “typical customer” amounts used in the 2008 rate model provided

by the OEB, except for street lighting which reflects the number of connections for PowerStream.

Includes consumption adjusted by proposed loss factors. See Exhibit D1, Tab 1, Schedule 9 for a

discussion on loss adjustment factors.

Includes GST at 5%.
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Table 5: Impact on the Distribution Portion of Bill for Typical Customer

Consumption per| Demand per Typical Bill - Distribution charge
Class
customer, kwh [customer, kw $
Change % Change
Residential 1,000 - $ (0.69) -2.6%
GS<50 2,000 - $ (1.96) -3.7%
GS>50 80,000 2501 % (95.51) -10.7%
Large Use 2,800,000 7,350 | $ (19,352.71) -104.3%
USL 500 - $ 1.90 9.5%
Sentinel Lighting 180 119 (0.14) -2.8%
Street Lighting 897,251 24771% 3,483.33 5.6%
Notes:
1. Includes fixed and variable distribution charges, smart meter rate adder, regulatory liability
credit rate rider and LRAM/SSM recovery rate rider.
2. Consumption levels are from the “typical customer” amounts used in the 2008 rate model

provided by the OEB, except for street lighting which reflects the number of connections for

PowerStream.
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Table 6: Impact on the Delivery Portion of Bill for Typical Customer

Consumption per| Demand per Typical Bill - Distribution charge
Class
customer, kwh [customer, kw $
Change % Change

Residential 1,000 - $ (0.19) -0.6%
GS<50 2,000 - $ (0.95) -1.4%
GS>50 80,000 250 | $ (49.16) -3.2%
Large Use 2,800,000 7,350 | $ (17,751.88) -42.9%
USL 500 - $ 2.15 9.1%
Sentinel Lighting 180 11% (0.07) -1.1%
Street Lighting 897,251 24771% 3,832.83 5.7%

Notes:

1. The “delivery” portion includes all distribution charges, as defined in Table 5 above and

transmission charges

2. Consumption levels are from the “typical customer” amounts used in the 2008 rate model provided

by the OEB, except for street lighting which reflects the number of connections for PowerStream.
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1 REVENUE DEFICIENCY

2  The components of PowerStream's 2009 Revenue Deficiency are set out below in Table 1.

3  The revenue deficiency is $8,260,000.

4

5 Table 1: 2009 Revenue Deficiency

6

% $000

1 | Rate Base -- 542,396
2 | Cost of Capital 6.81 --
3 Return on Rate Base (A) -- 36,919
4 Distribution Expenses -- 45,098
5 Amortization -- 36,540
6 Payment in Lieu of Taxes -- 9,040
7 | 2009 Service Revenue Requirement (B) -- 127,597
8 Less Revenue Offsets - (6,568)
9 | 2009 Base Revenue Requirement (C) - 121,029
10 | Forecast 2009 Revenue at Current Rates -- 112,769
11 | 2009 Revenue Deficiency -- (8,260)

g A =Line 1 X Line 2

9 B=Lines3+4+5+6

10 C=Lines7-8
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CAUSES OF REVENUE DEFICIENCY

The underpinning causes of the 2009 Revenue Deficiency are enumerated in Table 1 below.

The "Evidentiary References" column provides the sources for detailed explanations of the

deficiency in each row of the table.

Table 1: Causes of Revenue Deficiency

Cause Impact on Revenue Evidentiary
Requirement Reference
($000)

Increase in Amortization Expense (9,977) D1-1-5
Increase in Distribution Expenses (6,815) D1-1-1
Increase in Return on Capital (4,767) G-1-1
Load Growth 10,518 C1l-14
Decrease in PILs 2,310 D2-1-2
Increase in Revenue Offsets 471 C2-1-1
Total 2009 Revenue Deficiency (8,260) G-1-1
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BUDGET GUIDELINES

OM&A BUDGET

PowerStream prepares a two-year OM&A budget as a matter of good business practice
and as part of the rate application process. In June 2007, a document entitled "2008-
2009 OM&A Budget Guideline's ("Budget Guidelines"), pertaining to the 2008 and 2009
budget years, was distributed to all PowerStream Directors and Managers. The Budget
Guidelines mandated as follows: (i) general and step (i.e. merit-related) increases in
wages and benefits for existing employees; (ii) no new hires unless approved by the
Executive Management Team (EMT); and (iii) a decrease in the expenses not related to
headcount (such as purchased services) of five percent, relative to 2008. The Budget

Guidelines are provided in Appendix 1, Schedule 16.

Individual departmental OM&A budgets were completed in early September 2007 and
were then reviewed by PowerStream's EMT. In December 2007, the EMT's budget
recommendations were forwarded to PowerStream's Audit & Finance Committee (a sub-
committee of PowerStream's Board of Directors) and, subsequently, to PowerStream's
full Board of Directors, for approval. For purposes of this Application, the 2009 OM&A
budget was updated as outlined in Exhibit D1, Tab 1, Schedule 1.

The OM&A budget process is described in detail in Exhibit D1, Tab 1, Schedule 2.

CAPITAL BUDGET

PowerStream prepared a two-year capital budget (2008 and 2009) and a "Five Year
Capital Plan, 2008 to 2012" ("Five Year Capital Plan"). The process that led to the
preparation of the capital budget and five-year capital plan was initiated by a request,
issued to PowerStream's Directors and Managers in early 2007, for identification of
proposed capital projects. Of the proposed capital projects submitted, certain projects
were considered “mandatory” due to their legal or statutory issues and were more readily
accepted as part of the 2008 and or the 2009 capital budgets. Examples would include

the connection of new customer services or the requirement to relocate distribution plant
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to allow for the widening of a roadway. Other capital projects were subjected to a more
extensive justification and prioritization process by PowerStream's Engineering

Department. This process is described in detail in Exhibit B1, Tab 2, Schedule 1.

Table 1 summarizes the projects included in the Five-Year Capital Plan, divided into five
categories: sustainment capital, development capital, operations capital, miscellaneous

capital and Smart Meter capital.

Table 1: Five Year Capital Plan — Summary ($000’s)

Capital Category 2008 2009 2010 2011 2012
Sustainment 19,401 19,618 23,638 | 31,050 | 24,930
Development 23,728 41,019 32,614 | 24,124 | 59,225
Operations 10,080 7,674 6,906 | 6,271 6,949
Miscellaneous 6,243 3,955 11,585 | 8,079 7,021
Smart Meters 6,994 12,975 12,616 0 0
Total 66,446 85,241 87,359 | 69,524 | 98,125
° Sustainment Capital

Sustainment capital consists principally of projects that are intended to maintain or
improve distribution system reliability. Examples of such projects are: planned line
replacements and upgrades, enhancements to existing transformer stations, items
identified through the distribution system asset replacement program, system voltage

conversions and switchgear replacements and upgrades.

° Development Capital

Development capital comprises projects that are mandatory in nature such as the

connection of new customer services, the installation of new transformer stations and

the relocation of distribution plant to accommodate road widening.
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° Operations Capital

Operations capital projects relate to the safe and efficient operation of the distribution
system. Examples of such projects include automation of system operations and
unplanned asset replacement.

° Other Miscellaneous Capital

Other miscellaneous capital includes information technology installations and

enhancements, including the Customer Information System and Financial System.

° Smart Meters

Smart Meter capital is spent to fulfill PowerStream's obligation to install Smart Meters

and supporting infrastructure, for all customers by the end of 2010.
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CHANGES IN METHODOLOGY

PowerStream's 2006 rate application was based on a historic test year. Accordingly,
PowerStream needed to make a number of process changes and develop new “tools”, in

anticipation of the 2009 rate application. These changes included:

¢ a Rates Model to store and present data, and to do the calculations necessary to

determine revenue requirement and rates;
e aload and Customer Forecasting Model,

e an update to the process for allocating burdens (overheads) to capital

expenditures and operating expenses; and
e an update to the to Cost Allocation Study.

PowerStream used the cost allocation model and Smart Meter rate adder model

previously developed by the Board.

PowerStream utilized a PILs model provided by Elenchus Research Associates (ERA).
The PILs calculations were reviewed by Deloitte. ERA also reviewed and provided

advice on the rates and forecasting models referred to above.
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FINANCE

The following financial documents, which are specified in section 2.2.3 of the Filing

Requirements, are included in Appendix 1 of this Application:

audited financial statements for 2007 (Historical Year);

e pro forma financial statements for the Bridge Year (2008)

e pro forma financial statements for the Test Year (2009);

o areconciliation of audited financial statements with the financial data presented in this

application for rate-making purposes;

e rating agency reports; and

e PowerStream’s 2007 Tax Return.
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RATE BASE

OVERVIEW

PowerStream is seeking the Board's approval of a rate base of $542M for 2009,

consisting of $459M in net fixed assets and an $83M working capital allowance. The
Board-Approved rate base for 2006 was $440M.

The $102M (23%) increase is underpinned by:

PowerStream’s capital investment process that is described in Exhibit B1,
Tab 2, Schedule 1;

PowerStream’s capitalization policy and burden allocation process that is
described in Exhibit B1, Tab 3, Schedule 1;

PowerStream's capital additions in 2006 (actual), 2007 (actual for the
historical year), 2008 (estimate for the bridge year), and 2009 (forecast for
the test year) as provided in Exhibit B1, Tab 4, Schedules 1 and 2;

PowerStream's three major capital investments that are described in Exhibit
B1, Tab 5, Schedules 1 to 4;

PowerStream's Five Year Capital Plan, 2008 to 2012, that is provided in
Exhibit B1, Tab 6, Schedule 1; and

PowerStream’s Working Capital Allowance that is outlined in Exhibit B2, Tab
1, Schedules 1 to 3.

Table 1 on the next page provides the year-over-year changes in rate base values.

PowerStream's year-over-year analysis of asset additions is provided in Exhibit B1, Tab
7, Schedule 1.
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Table 1: Rate Base ($'000)
2006
Board- 2006 Actual 2007 2908 2009
Actual Estimate Forecast
Approved

Net Fixed 370,270 367,978 382,885 415,790 459,051

Assets (a)

Working 70,365 77,168 79,866 83,208 83,345

Capital

Allowance (b)

Rate Base 440,635 445,147 462,751 498,998 542,396

(@) +(b)

$ Change -- 4,512 17,604 36,267 43,398

Year-over-

Year

% Change -- 1% 4% 8% 9%

Year-over-

Year

$ Change -- -- -- -- 101,761

2009 to 2006

EDR

Approved

% Change -- -- -- -- 23%

2009 to 2006

EDR

Approved
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CAPITAL INVESTMENT PROCESS

INTRODUCTION

PowerStream has a strategic plan that sets out specific, measurable, actionable goals
with clear expectation of outcomes. This plan is reviewed regularly and, in particular, it
is subject to a formal review and revision annually — in February — by PowerStream's

Board of Directors and its Executive Management Team ("EMT").

All current and planned corporate goals and initiatives, including the capital investment
process, are aligned with the strategic plan. A critical component of PowerStream's
strategic planning process is its Five Year Capital Plan; a copy of the current version,
2008-2012, is provided in Exhibit B1, Tab 6, Schedule 1.

The next section of this Exhibit describes the capital investment planning cycle; namely,
a rolling five-year period. The current cycle covers the 2008-2012 period; work began in
2007. Capital expenditures were budgeted in detail for 2008 (the bridge year) and 2009
(the test year). These budgets were further refined in 2008 for the purposes of this 2009
EDR Application.

The third section of this Exhibit describes PowerStream's distribution system planning
process. This is a seven-step process that includes an asset condition assessment
program for asset management purposes. The outcome is an annual Distribution

System Planning Report.

The final section of this Exhibit describes the capital investment budget process. Capital
expenditure envelopes are developed annually for a five-year period and base capital

expenses are segregated from extraordinary capital expenses.
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CAPITAL INVESTMENT PLANNING CYCLE

PowerStream’s capital investment planning cycle is a rolling five-year period. The
process starts each year with a review and revision — as required — of PowerStream's
strategic plan by the Board of Directors and the EMT, in early February, and culminates
with the approval of the capital investment budgets by the Board of Directors in
December.

The current cycle covers the period 2008-2012 for which planning began in 2007. The
outcome included detailed budgets for 2008 (the bridge year) and 2009 (the test year),
that were approved in December 2007. These budgets were further refined in 2008 for

the purposes of this 2009 EDR Application.

Figure 1 on the next page depicts the capital investment five year planning cycle. The
budget for the first year of this cycle is detailed and contains the most accurate
information: alternatives have been considered, preferred options have been chosen,
and cost estimates completed. In the second year of this cycle, specific activities are
identified although alternatives and cost estimates have not been as rigorously
developed as in the first year of the cycle. In years three through five, major projects are
identified but there is significantly less detail, alternatives may not have been identified,
designs are not be final, and cost estimates are based on historical per unit costing with

a significant contingency factor.
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Figure 1: PowerStream's Perpetual Planning Cycle

Year One |Year Two |[Year Three |Year Four [Year Five

Strategic Plan (revised each year)

Corporate Goals (revised each year)
Financial Forecast
System Planning

Capital Budgeting

_detailed and specific. Goals & costs set for the calendar year.

slightly less specific than the current year. Initiatives and goals identified
and costed with less certainity than current year.

significantly less detail supporting information. Best estmate based on
current information available.

° Key Milestones

The key milestones and dates applicable to the capital investment planning cycle for
2008-2012 were the following:

 The Board of Directors and the EMT reviewed the strategic plan, identified the

corporate goals and initiatives, and approved both — February 2007

 The Finance Department developed the 2008-2012 financial forecast and the
2008 and 2009 capital budget envelopes — April 2007.

* The 2008/2009 Capital Investment Budgets were prepared as follows:
— The EMT approved the Budget Guidelines — June 2007
— The Budget Guidelines were communicated to all staff — June 2007
— Staff prepared the two-year budgets (2008/2009) — September 2007

* The 2008/2009 Capital Investment Budgets were approved as follows:
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— The EMT approved the budgets for presentation to the Audit and Finance

Committee of the Board of Directors — September 2007.

— The Audit and Finance Committee approved the budgets for presentation

to the Board of Directors — September 2007
— The Board of Directors approved the budgets - December 2007.
° Strategic Plan and Corporate Goals

PowerStream's Board of Directors and EMT review and revise, as required, the strategic
plan. They then identify corporate goals and initiatives that are aligned with the plan.

They also revisit and affirm or adjust PowerStream’s vision and mission statement.
PowerStream’s vision is:

e “We will be an innovative and socially responsible leader in power distribution

and related services in Ontario.”
PowerStream's mission statement is:

e “To deliver reliable power and related services safely and efficiently to support

our customers’ quality of life and to provide value to our shareholders.”

For 2007 and 2008, PowerStream’s corporate goals and initiatives pertain to the
following topics (Although the 2009 goals and initiatives have not yet been developed,

they are expected to be in categories very similar to 2008):

Corporate Governance
Successful Integration Plans

Advocacy

Mergers and Acquisitions Strategy

1.

2.

3

4. Corporate Culture
5

6. New Business Opportunities
7

Performance Improvement Measures
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8. Optimizing System Reliability, Performance and Profitability

9. Green (position PowerStream as a “green” enterprise).
FIVE YEAR FINANCIAL FORECAST

The corporate goals and initiatives are used in PowerStream’s business planning
process during the second and third quarter of each year. The key deliverables of the

business planning process are:

e a Five Year Financial Forecast

e an updated Distribution System Planning Report (which includes an Asset
Condition Assessment and Plans for New Transformer Station Capacity).

e aFive Year Capital Plan

¢ the OM&A and Capital Budgets

The EMT determines the timeline for the OM&A and Capital Budgets. The schedule
allows staff adequate time to prepare budgets, the EMT appropriate time to review
the outcomes and Finance staff time to “package” information for the Audit & Finance
Committee and the Board of Directors. The Corporate Finance department prepares
Budget Guidelines that provide personnel with their responsibilities and detailed
methodology, set out the assumptions for budgeting purposes, and highlight the risks
and the corresponding mitigation measures. Corporate Finance also sets the
"budget envelope;" that is, the range within which the budgets can be developed in

order to meet PowerStream's deemed return on equity or "ROE."

The EMT reviews and approves or modifies the Budget Guidelines in June after
which the budget process begins in earnest. Corporate Finance analyzes past (i.e.
actual) financial results in detail and assists departments to develop their budgets as
required. Each department develops a detailed OM&A budget of its own for the first

two years of the planning cycle.

The Engineering department also develops a detailed capital budget for the same

two years, based on its review and prioritization of capital projects—in consultation
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with each department. All budgets comply with the Budget Guidelines and, in

particular, the budget envelopes.

The Corporate Finance Department combines the department-specific OM&A
budgets into a single OM&A Budget for PowerStream. The Chief Financial Officer
(CFO) with assistance from Corporate Finance, finalizes the OM&A and Capital
Budgets for presentation to the EMT. The EMT reviews and approves or modifies
each budget. The CFO then provides the Audit and Finance Committee of the
Board of Directors with a budget status report, in September. This committee
reviews and approves or modifies each budget for presentation to the Board of
Directors in December; the latter likewise reviews and approves or modifies each
budget.
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DISTRIBUTION SYSTEM PLANNING PROCESS

PowerStream compiled its first annual Distribution System Planning Report (DSPR) in
2006. The 2007 DSPR is based on planning philosophies approved by the EMT. It

describes how PowerStream plans to do the following:

1. Assess and record the nature, location, condition and performance of the assets

comprising its distribution system;
2. Develop and implement plans for the augmentation of the distribution system;

3. Develop and implement plans for the refurbishment or replacement of assets that

have reached the end of their useful lives; and

4. Develop contingency plans to deal with events that have a low probability of
occurring but that are nevertheless plausible and, if they were to occur, would

have a substantial impact on customers.

Distribution system planning can be defined as a rational process comprising field
measurements and analytical activities, which collectively ensure that specifications and
authorization, including appropriate lead times, are available for the most economic

expansion or modification of the distribution system to meet customer requirements.

Distribution system planning is a continuous process. Load growth and reliability are
evaluated on an ongoing basis to determine optimal solutions that are then

recommended for the annual capital investment process.

The typical distribution system planning cycle consists of seven steps depicted in Figure

2 on the next page.
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Review

- Outage Reports

Figure 2

Distribution System Planning Process

- Loading Reports » Summarize
- Reliability Indices Review of System < ~Outage Reports
Performance - Loading Reports
Information Collection - Note “Abnormal” Conditions
(Internal/External) l - Worst performing feeders
Collect Load Information
- System Peal:jLoading Determination of Model System
- Stations Loading .
- Feeders Loading Augmentation Needs Using Feeder Analysis Program(s)
- Region, Municipality < - Review Adequacy of Existing Facilities
- Verify Load Transfer Capability for (N-1)
- Assess the impact of Future Loads
Load Forecast - Predict Expected System Deficiencies
in Accordance with Established Planning
Establish Load Growth Rate v Guidelines & Criteria, i.e. Voltage,
Based On: Thermal Ratings, Ampacity Ratings etc.
- PowerStream Load Forecast (PowerStream Planning Philosophy)
uﬁgﬁngi‘f’ifcéﬂ)omer Loads Development of Alternative
- General Load Growth Options . < Large Load Customer Request
- Distributed Generation (DG) to support Augmentation
- CDM Initiatives Needs - Evaluate feeder loading availability
- additional variables _ Short Term (0_3 yrs) - Evaluate station loading availability
- Long Term (4+ yrs)
Mitigation Evaluation
Identify Supply Options to > < Evaluate & Rank the Various Supply
Provide Relief to Network Options in Terms of Economical and
Deficiencies & Constraints Technical Merits
External Contact v Report Solutions
Liaise with Appropriate External Selection of - Prepare & Issue a Planning Report
Agenfnes to Verify ponstra|nt > Preferred/OptimaI Options J recommendlng the Preferred Plan(s)
Solution at Transmission Level or < - Obtain Concurrence from Stakeholders
External to the Distribution -
System: OPA; HONI; IESO Annual Planning Report
v Annually Produce a Distribution Planning
Internal Option Approval and Report which summarizes the preferred
Select Projects according to > listepetetlion [ Lus Plants)
Budget guidelines & constraints Budgetmg process
Based on Cost/Risk Analysis External
- Obtain EMT/Board Approval for l
Projects Obtain Approval from External Agencies
Implementation of Options as appropriate i.e. Environmental,
OPA, HONI, IESO etc.
Planning Specifications <
- Issue Planning Specifications to ¥ -
Engineering for Design & Performance Review
Implementation Evaluation of Resultant — —
- Take into account Appropriate Performance Review impacts on reliability, element

Project Lead-Time i.e. Property
Acquisition, Environmental
Assessment etc.

!

A

loading, flexibility and ability to service
growth performance

Evaluation (v)f Resultant
Performance

A

Review impacts on reliability and ability
to service growth performance

Review impacts on element loading and
flexibility
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The key steps in the distribution system planning process, as depicted in Figure 2, are

the following:
1. Review of System Performance

a. PowerStream’s Engineering Planning department reviews outage and
loading reports, and reliability indices, on an ongoing basis to assess the

performance of the distribution system.

b. “Abnormal” conditions (for example, violations of planning guidelines,
whether temporary or permanent) and worst performing feeders are

noted.

c. System Performance Reports are peer reviewed by PowerStream’s

technical personnel and are also provided to the EMT for its information.
2. Determination of Augmentation Needs

a. Engineering Planning models PowerStream’s short-term and long-term
capacity needs using various sources of system loading data, regional

growth estimates, and anticipated energy conservation measures.

b. Engineering Planning analyzes the ability of the distribution system
(substations, feeders, etc.) to handle the projected load growth and

identify areas on the distribution system that require additional capacity.
3. Development of Alternative Options to support Augmentation Needs

a. Engineering Planning identifies short-term and longer-term options for

addressing the distribution system augmentation needs.

b. Engineering Planning evaluates options, ranks them based on their
economical and technical merits and develops project proposals

accordingly.
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4. Selection of preferred/optimal options

a. The project proposals are included in the annual capital investment

process as well as the annual DSPR.

b. For large Transformer Station projects, PowerStream personnel liaise
with external agencies such as regional and municipal road authorities to

ensure that there are no conflicts with other projects that may be planned.
5. Option Approval and Budgeting

a. Projects selected for implementation through the capital investment
process are submitted to the EMT for approval. Very large projects such
as new Transformer Station will be present separately to the EMT for
approval. Subject to any madifications, the Audit and Finance Committee

will refer the project to the Board of Directors for approval.

b. Approved projects are incorporated into the capital budget for the

following year.
6. Implementation of Options

a. Engineering Planning issues the planning specifications, as required, to

Engineering Design to implement budgeted projects.
7. Evaluation of Resultant Performance

a. Following project implementation, Engineering reviews the resultant
system performance. Projects impacts are compared to the expected

results. This help to improve the ongoing planning process.

Projects that are identified through the distribution system planning cycle fall into one of
the following five categories:

1. Capacity Related Projects - Development

2. Regulatory or Grid Authority Directives — Development
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3. Reliability Related Projects — Sustainment
4, Asset Condition Assessment Projects — Sustainment
5. Special Projects — Miscellaneous

1. Capacity-Related Projects - Development

PowerStream designs, builds, maintains, and operates its own transformer stations. The
most significant component of capacity-related projects is the planning for new or
upgraded transformer stations and the associated egress feeders. PowerStream uses a
peak demand forecast to determine capacity needs and the timing of new transformer
stations. PowerStream is forecasting the need for one new 28kV Transformer Station
every three years commencing in 2009 not only to keep pace with projected growth in
customers and demand, but also to ensure the consistent and reliable future supply of

electricity.

The peak demand forecast is weather-normalized and then adjusted to account for
energy conservation based on forecasts made by the Ontario Power Authority ("OPA").
It differs from the peak demand forecast that is used for rate-making purposes. The
former is used to identify the capacity required in the near to longer term and, therefore,
is focused on system peak whereas the latter is used to measure electricity sales and
revenue and is focused on the overall shape of the demand curve. The two forecasts

are compared, however, to ensure consistency.
2. Regulatory or Grid Authority Directives- Development

Projects in this category include those related to Board requirements such as the
elimination of long term load transfers, IESO requirements including capacitor bank
installations, and Hydro One requirements such as revenue metering and transfer trip

protection mechanisms.
3. Reliability Related Projects - Sustainment

PowerStream actively tracks and measures the reliability of its distribution system and
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participates in the Canadian Electrical Association Service Continuity Report ("CEA-
SCR"), a ranking of the following industry-standard indices: SAIDI = Customer
Hours/System Customers (i.e., the average length of interruption per customer on the
system); SAIFI = Customers Affected/System Customers (i.e., the average number of
times an interruption occurred per customer on the system); and CAIDI = Customer
Hours/Customers Affected = SAIDI/SAIFI (i.e., the average length of interruption per
customer interrupted). The target benchmark for PowerStream is the top quartile of
Canadian utilities of similar size that participate in CEA-SCR.

Reliability-driven projects are established to maintain, as a minimum, current levels of
service to customers at the previous three-year moving averages of reliability
performance. The 2004 — 2006 average was used in the 2007 DSPR:

SAIDI = 0.847
SAIFI =1.259
CAIDI = 0.684

PowerStream is planning a variety of projects to maintain or enhance these levels of
reliability: new feeders, reinforcement of existing feeders, additional switches, and
distribution automation. Feeders with deteriorating reliability statistics (reliability indices
or outage statistics) are targeted for review and remedial action plans are developed to
improve reliability. Reliability measures are addressed through the continued refinement
and development of the Asset Condition Assessment program, feeder reconfiguration
and balancing, radial feeder supply remediation, distribution automation, improved
design reviews for customer connections, participation on the smart grid initiative and
monitoring of new reliability indices such as ASIFI (Average System Interruption
Frequency Interruption Index) and ASIDI (Average System Interruption Duration Index)
through pilot programs.
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4. Asset Condition Assessment Projects - Sustainment

The Asset Condition Assessment process is one of the more important evaluations in
the DSPR. Assets are selected for review on the basis of the relative importance in
providing reliable supply. PowerStream retained Kinetrics Inc. to review its 230kV power
transformers in 2006 and, in 2007, to analyze its circuit breakers, primary underground
cables, and or distribution station transformers®. The review of all major asset classes

will be complete by the end of 2008.

The Asset Condition Assessment process gathers engineering and other technical
information from numerous sources and, thereafter, prepares detailed analysis based on
appropriate algorithms resulting in the formulation of a “Health Index.” Health indices
determined in this manner allow ranking of the entire population of a specific asset class
into categories ranging from “very poor” to “like new” condition; they also permit the
guantitative determination of asset failure risk for each category, using probabilistic
techniques. All consequences of failure for each asset class are identified and, again
using probabilistic techniques, the overall impact of failure risk of an asset is quantified.
Practical risk mitigation options for each asset category are identified and, thereafter,
cost estimates for each mitigation option are prepared. PowerStream can accordingly
make optimal investment decisions by balancing the value of the risks against the
cost(s) of risk mitigation measures as part of the annual budgeting process. The typical

Asset Condition Assessment process has the following steps (Figure 3):
1. Data capture;

2. Asset evaluations, which translate condition and criticality information into

repeatable, quantitative measures;

! Distribution stations — also called municipal stations — perform the same function as transformer
stations; however, they are supplied at a lower voltage and they have a much lower capacity.
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269 3. Program development, which is a risk-based economic analysis to justify
270 and prioritize spending programs such as risk-management replacement
271 and rehabilitation; and

272 4. Program execution through the capital investment process.

273 Figure 3: Asset Condition Assessment Process
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PowerStream has adopted an Asset Condition Assessment ("ACA") process that

was created by Kinectrics Inc. It is depicted in Figure 4.

Figure 4: PowerStream’s Overall Asset Condition Assessment Process

Networks’
Business
Values

Distribution
Networks’ Core
Delivery Assets

A A

Using PowerStream’s Provide Industry
Identify Asset Prioritize Asset Asset Management Practices for ACA
Classes » Classes » Framework, Identify ACA [~
Criteria
Detailed ACA Process Specific to Each Asset Class
Carry Out ACA ‘L
Field Audits Asses Asset Collect Necessary ACA Revise ACA
< Condition Information Criteria as
< (e.g. via ACA surveys or < Appropriate
Maintenance &
Inspections

PowerStream has elected to optimize the ACA effort by concentrating initial efforts
on those assets that represent the highest priority, have a high asset value, and

expose its distribution system and its customers to a high risk.

PowerStream accomplished its objective by grouping the assets into logical asset
classes. These classes were then broken down into three categories and, thereafter,
prioritised into Priority 1, Priority 2, and Priority 3 based on value to the business.

The following summarizes the three phases of PowerStream's ACA process:

Phase | (2006) — Complete:

e 230kV Power Transformers

Phase Il (2007) — Complete - data gaps are being addressed to clarify and

enhance model results:
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o Distribution Stations
e Primary Underground Cables

e Station Switchgear/Circuit Breakers (not Distribution Stations)
Phase Il (2008- In Progress):

e Poles

e Distribution Stations

o Distribution Switchgear
e 230kV Switches

Phase Ill assets tend to be high in number and low in individual value. The ACA
process is heavily weighted towards visual observations by experienced field staff and

less so on individual test results.
Priority 1 assets represent the greatest level of importance in providing reliable supply.
Priority 2 assets represent the mid-level of importance in providing reliable supply.

Priority 3 assets represent the lowest level of importance with low program
expenditures or low risk from individual unit performance. A number of assets in this
category are considered “run to failure” assets. Assets in this category tend to have

relatively consistent historical spending.

The 2006 assessment of 230kV power transformers showed that the “health index” was
very good and no expenditures are needed in the next five years. Some assets

reviewed in Phase Il require the investment of funds to extend their useful life.

The success of the ACA process in determining an asset’s health index depends in large
part on the available condition data of the asset. Low levels of data quantity and quality

reduces accu racy.
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5. Special Projects

Special projects arise from time to time. PowerStream may purchase specific analysis
software packages, other planning tools, or purchase assets from other utilities such as

egress feeders from transformer stations outside of its service area.
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CAPITAL INVESTMENT BUDGET PROCESS

SETTING THE CAPITAL BUDGET ENVELOPE

As part of its five year financial forecast, the Corporate Finance Department establishes
a five-year projection of revenue, OM&A costs, depreciation, interest expense, and taxes
that would produce a net income that provides the allowable return. As part of this
work, Corporate Finance establishes gross and net capital expenditure “envelopes”, or

target ranges, for each of the five years.

The capital expenditure envelope has two components. One is the base capital
program, which is set close to depreciation, and the other is special capital projects
expenditures (for example, a new Transformer Station or a new project such as plant

relocation to accommodate the York Region Rapid Transit).

Figure 5 depicts the the setting of the envelope for the capital investrment budget

process.
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<

Figure 5: Setting the Capital Investment Envelope
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IDENTIFYING CAPITAL INVESTMENT PROJECTS

Each Department identifies its capital investment needs in detail over the short term (the
first two years of the five-year planning cycle) and in less detail over the long term period
(the last three years of the planning cycle). Departments prepare a budget estimate for
each potential investment that is identified. In addition to the internal “call” for
departmental capital investment requirements, PowerStream meets with external
agencies such as road authorities (Region of York, Ministry of Transportation, etc.),
municipal planning and economic development departments, and property developers to
ascertain their respective five-year requirements and any plans they may have that

would impact PowerStream's capital investment plan.

Figure 6 on the following page depicts the various sources of capital requirements within

PowerStream.
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Figure 6: Sources of Capital Investment Identification
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As Figure 6 indicates, there are numerous sources for potential capital investment

projects including the following:

Recommendations arising from the annual Distribution System Planning Report ;

Road authority and municipal planning/economic development requests for

PowerStream’s plant expansion or relocation;

Incomplete investment initiatives from previous years (carryover projects or work

in progress from previous budget year);

New customer service requirements in subdivisions, commercial/industrial
services, and in-fills (restoration, upsizing and replacement of existing homes)
based on experience and growth projections that are supported by municipal

economic development plans (e.g., development charges studies); and

Capital maintenance and repair initiatives to cover equipment failures and
replacement programs including testing and preventative maintenance programs

(e.g., pole testing);

Fleet (vehicles and equipment) initiatives to replace aging units and to add new

units as required;

Information technology (IT) initiatives to ensure business hardware and software
systems are current and capable of meeting business needs (e.g., a desktop
computer replacement program based on a four-year replacement cycle) and
software/hardware requirements to support the Customer Information System

and financial accounting applications;

Operations (Control Room) requirements including development and support of
grid control technology such as the outage management system and SCADA
(supervisory control and data acquisition) systems;

Revenue metering capital costs such as failed equipment replacement;
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10. Economic model rebates to developers representing PowerStream’s required
capital contribution for expansions in accordance with section 3.2 of the

Distribution System Code;

11. The upgrading and maintenance of the distribution system protection and control
systems used to protect personnel and equipment while maintaining an

acceptable level of reliability and system performance;

12. The testing and maintenance required to ensure operational functionality and
safety of PowerStream’s Transformer Stations and smaller sized distribution (or

municipal) stations;

13. The capitalization of interest throughout the construction or installation of capital

projects;

14. The need for tools, testing equipment, and specialized operating equipment

required to maintain and operate the distribution system; and
15. Special initiatives such as the Smart Meter Program.
SORTING OF CAPITAL INVESTMENT PROJECTS

PowerStream prepares and monitors its capital investment budget process by the
department requesting the particular investment. For purposes of identifying and
reporting to regulatory agencies and for comparison with other distributors,

PowerStream has sorted its capital investments into one of the following categories.

1. Sustainment Capital - projects that replace depleted infrastructure to
maintain the safety and reliability of the distribution system; for example, the
replacement of overhead and underground lines, reconfigurations, voltage
conversions, upgrading of equipment (not primarily for expansion of capacity),
planned distribution asset replacements (poles, transformers, insulators, etc.),

and the purchase of spare transformers.
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2. Development Capital - projects that involve system expansion or relocation
due to growth and/or to satisfy external demands; for example, new customer
connections, relocation of distribution system plant (typically due to road
widenings), new subdivisions, commercial developments, new or upgraded
Transformer Stations, new lines and individual unit-metering programs for
condominium buildings, the York Region Transit relocation, and the 407 Express
Toll Route.

3. Operations Capital - infrastructure capital projects that support the day-to-
day operation of the distribution system; for example, unplanned distribution
replacements (storm damage and other breakdown replacements), the Outage
Management System, distribution operations (the Geographic Information
System, the control room and SCADA, major tools, and fleet vehicles and

equipment).

4. Other Miscellaneous Capital - all other miscellaneous expenditures; for
example, office equipment, new computer systems and upgrades, software,

warehouse equipment, and buildings.

5. Smart Meter Program — the change-out of electromechanical meters for

Smart Meters.
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CLASSIFICATION OF CAPITAL PROJECTS

Capital investment projects are divided into two categories based on whether or not

PowerStream has the ability to defer the project.

Non-discretionary — investment initiatives required by parties other than
PowerStream and considered “must do” initiatives. Requirements for such
initiatives are usually legal-statutory based (mandatory requirement to satisfy
obligations specified by regulatory organizations), health and safety based, or
customer driven. Carry-over investment initiatives (i.e. work-in-progress) from
previous budget years is also considered non-discretionary as it is required to
complete work already started. Examples would include work required from
others such as the governments, road authorities, the IESO, etc.

Discretionary — investment initiatives driven or proposed by PowerStream
to enhance the system performance benefiting its users. Examples would
include projects to reduce system losses, add flexibility to the operation and
maintenance of the distribution system, meet system needs relying on best
practices, reduce congestion, and build new or enhance existing
interconnections.

As the capital investment initiatives are identified over the five-year period, PowerStream
reviews each “discretionary investment” to determine which initiatives can be deferred
past the budget year without significant impact on its distribution system or on its

customers. The discretionary category is sub-divided into two groups:

Urgency One — These discretionary investments “will be” or “must be” done
in the budget year. Delay of these projects past the budget year will have an
unacceptable impact on PowerStream and its customers as determined by
the capital budget committee.

Urgency Two — These discretionary investments could be delayed past the
budget year with acceptable or no adverse impacts on PowerStream or its
customers. Typically, these projects can be moved to a future year in the
planning cycle process.
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IDENTIFYING PROBABILITY PROJECTS

Typically, in any budget year, the total dollar value of the capital investment initiatives
initially identified in the budget process is greater than the total dollars of the capital
budget envelope provided by Corporate Finance. It is therefore necessary to prioritize
these investments to ensure the most important initiatives are undertaken in the budget
year. However, based on experience, there are a number of Non-Discretionary and
Urgency One projects that will not be done in the budget year for reasons outside of
PowerStream’s control. For example, road authority work may be delayed because of
land procurement or easement difficulties which will cause the project to be delayed to

the next budget year (or later).

To account for the likelihood of some Non-discretionary and Discretionary — Urgency
One projects not occurring in the budget year, PowerStream identifies these projects in a
separate group called “Probability Projects”. Through experience, staff know that only a
percentage of these projects will be undertaken in the budget year, usually between 10%
to 20%. Applying this probability factor to these projects provides a means to avoid
allocating capital dollars to projects that are not likely to require these investments in that

year.

For example, there may be six probability projects with a total capital cost of $10 million,
however, only $2 million may be earmarked for the budget year. The forecast spending
on probability projects is reviewed by the EMT each month as part of the monthly budget

update.
First Draft of Capital Budget

The first draft of the capital budget is now complete. The total capital dollars required for
work-in-progress, probability projects and “Urgency One” projects is now compared to
the base capital envelope set by Finance. There is also a budget line item called
“Unforeseen Projects” to cover the costs of unidentified non-discretionary projects that

arise after the budget is finalized and approved. Every non-budgeted capital project is
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tracked in this category. The dollar value for unforeseen projects is an estimate based

on previous years experience.

If the required capital dollars are less than or equal to the base capital envelope, then
“Urgency Two” projects (projects that were deferred to the next budget year earlier in the
budget process) are brought into the budget so that the budget total matches the

approved base capital envelope.

If the required capital dollars total more than the budget envelope, then the discretionary
projects are prioritized as described below. The budget committee either reduces the
budget by removing lower priority projects or the EMT is requested to consider

increasing the capital budget envelope.

Prioritization of Capital Projects

In order to enhance the budget process PowerStream has developed a prioritization
methodology to assist in ranking discretionary projects. This methodology was

introduced for the 2009 budget year.

Overall importance of any capital project to the organization is determined by the

projects importance to PowerStream’s corporate goals and objectives.

PowerStream then prioritizes the Urgency One investments based on their relative
strategic importance to its corporate objectives for the budget year. Figure 7 below
identifies the strategic issues and corporate objectives used to evaluate the priority of a

capital project to PowerStream.

2009 EDR Application



542

543

544

545
546

Filed: October 10, 2008
PowerStream Inc.
EB-2008-0244

Exhibit B1

Tab 2

Schedule 1

Page 28 of 31

Figure 7: Strategic Importance of Discretionary Capital Investment

2008 Strategic Topics

2008 Corporate Objectives

a. Health & Safety

b. Regulatory Compliance

C. Customer Service

d. System Reliability

e. System Efficiency & Effectiveness
f. Financial Profitability
g. Environmental

Maintain highest levels of employee and public

safety.

Full compliance with regulatory requirements.

Maintain highest levels of customer service.
Ensure supply capacity to meet customer

needs.

Top quatrtile feeder reliability performance,

SAIDI, SAIFI, risk mitigation and evaluation.

Minimize losses, lower OM&A costs, optimize
modern technology, manage aging assets,

smart grid strategy.

Meet net income targets and long term financial

objectives.

Be a leading green company in the electricity

industry.

The budget team — comprising representatives from each department or business unit

that make capital investment requests —

rates each Urgency One investment for its
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impact on every corporate objective, using the following ranking system, were it not to be

made in the budget year:

Zero (0)
One (1)
Two (2)
Three (3)

- no impact
- minor impact
- major impact

- severe impact

Each Urgency One investment would have a total number representing the impact on

each of the objectives. The Urgency One investments with the largest total values have

a higher priority than the ones with lesser total values; for example, Project “ABC” — a

new line extension required for capacity and growth reasons — might be scored as

follows:

Strategic issue
Strategic issue
Strategic issue
Strategic issue
Strategic issue
Strategic issue

Strategic issue

a = 0 (noimpact on health or safety)

b = 2 (major impact on regulatory)

c = 2 (major impact on customer service)
d = 0 (no impact on reliability)

e = 1 (minor impact on efficiency)

f = 1 (minor impact on profitability)

g = 0 (no impact on environmental)

The total value of Project "ABC" is 6. Project "ABC" would have a higher priority than

any other Urgency One project with a total value lower than 6 but a lower priority than

any other Urgency One project with a total value higher than 6.
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Figure 8 below depicts the capital budget prioritization and approval process.

Figure 8: Prioritization and Approval
CAPITAL APPROVAL

FROM PART 2 |
CLASSIFICATION & PRIORITIZATION

y

GREATER THAN

ENVELOPE

COMPARE CAPITAL
REQUIRED TO
CAPITAL ENVELOPE

PRIORITIZE
DISCRETIONARY
CAPITAL WITH
BUDGET TEAM

LESS THAN
ENVELOPE

ADD SOME URGENCY 2
CAPITAL
TO FOUAI ENVFI OPF

REDUCE
REQUESTED
CAPITAL

TO EMT FOR REVIEW
APPROVAL

COMPLETE BUSINESS CASES
FOR PROJECTS > $250,000

AUDIT & FIN COMMITTEE

EMT DECISION TO
INCREASE CAPITAL
ENVELOPE OR
REDUCE CAPITAL
PROJFCTS

BOARD OF DIRECTORS
APPROVAL

PRINTING AND DISTRIBUTING
BOOKS OF CAPITAL PLAN

The final capital budget is submitted to the EMT for approval. Following EMT approval,

the budget is presented to the Audit and Finance Committee of the Board of Directors

and, after approval by this committee, to the Board of Directors for final approval.
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Figure 9 below depicts the overall capital investment process.

ENGINEERING
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o
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»

REGULATORY
DIRECTIVES
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SPECIAL
PROJECTS
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MAINTENANCE
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DISCRETIONARY

NON-DISCRETIONARY (POWERSTREAM PROJECTS)

CARRYOVER LEGAL - STATUTORY
(WORK IN (REQUIRED BY
PROGRESS) OTHERS)
URGENCY 1 RGENCY 2
PRIORITIZE (CAN BE DELAYED ONE YEAR)
(NOTE 1) (NOTE 1)

APPLY PROBABILITY
FACTOR
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PROBABILITY PROJECTS
(POSSIBILITY PROJECT MAY
LIKELY BE DONE NOT BE DONE IN BUDGET

KEEP FOR NEXT
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PROJECTS THAT WILL
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EXPERIENCE)
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FIRST DRAFT OF BASE CAPITAL PROJECT

GREATER THAN
ENVELOPE

PRIORITIZE
DISCRETIONARY
CAPITAL WITH
BUDGET TEAM

COMPARE CAPITAL
REQUIRED TO
CAPITAL

ENVELOPE

REDUCE
REQUESTED
CAPITAL

LESS THAN ENVELOPE

ADD SOME URGENCY 2 CAPITAL
TO EQUAL ENVELOPE

TO EMT FOR REVIEW APPROVAL

COMPLETE BUSINESS CASES
FOR PROJECTS > $250,000

EMT DECISION TO

INCREASE CAPITAL
ENVELOPE OR REDUCE
CAPITAL PROJECTS

AUDIT & FIN COMMITTEE

1- SUSTAINMENT CAPITAL
2- DEVELOPMENT CAPITAL
3- OPERATION CAPITAL

BOARD OF DIRECTORS APPROVAL

4- OTHER MISCELLANEOUS CAPITAL
5- SMART METERS PROGRAM

PRINTING AND DISTRIBUTING
BOOKS OF CAPITAL PLAN

BUDGET IS ORGANIZED BY CAPITAL PROJECT DRIVERS
CAPITAL BUDGET CAN ALSO BE VIEWED BY APPLICATION
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CAPITALIZATION POLICY AND BURDEN ALLOCATION PROCESS

OVERVIEW

PowerStream has a policy for determining whether costs should be classified as capital
expenditures or operating expenses. There is also a process for the allocation of
burdens (overheads) to capital and operating projects. Both the capitalization policy and

the burden allocation process are described below.
CAPITALIZATION POLICY

PowerStream follows capitalization policies and principles that are based on Generally
Accepted Accounting Principles (“GAAP”), in particular CICA Handbook Sections 3061
to 3064 on Capital Assets, and guidelines set out by the Ontario Energy Board in the
Accounting Procedures Handbook (APH) Article 410 “Property Plant and Equipment”.

PowerStream capitalizes interest on funds for construction at the Ontario Energy Board’s

prescribed interest rate.
BURDEN ALLOCATION PROCEDURE

In 2007 PowerStream conducted a review of its payroll benefits and overhead costs and
the corresponding burden rates to ensure that costs are recovered appropriately and
completely by applying these costs to the appropriate capital and OM&A accounts in

compliance with full absorption costing practices.

The study resulted in updated 2008 burden rates that reflect current costs and activity
levels. This was the first change in burden rates since the creation of PowerStream in
June 2004, when burden rates and allocation methods were standardized on the existing

Markham Hydro rates and methods, and the Markham vehicle rates were adopted.

The 2008 Burden rates were used in forecasting 2009 test year expenses.
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CAPITALIZATION POLICY

PowerStream follows capitalization policies and principles that are based on Generally
Accepted Accounting Principles (“GAAP”), in particular CICA Handbook Sections 3061
to 3064 on Capital Assets, and guidelines set out by the Ontario Energy Board in the
Accounting Procedures Handbook (APH) Article 410 “Property Plant and Equipment”.

Below is PowerStream’s Capitalization Policy.

Subject: Capitalization

Effective Date: December 2005 Policy Owner: EVP & Chief Financial
Update Date: July 31, 2008 Officer

1) Source of Policy

The sources of this capitalization policy are from:

1.1 Ontario Energy Board — Accounting Procedures Handbook Article 410 — Property Plant

and Equipment, and

1.2 Canadian Institute of Chartered Accountant (CICA) handbook Sections 3061 to 3064 —
Capital Assets.

2) Criteria for the Capitalization

2.1 When expenditures incurred to purchase or to build assets that will provide benefits to the

Corporation, for more than one year, the expenditure will be capitalized.

2.2 Expenditures incurred to improve or replace the existing asset will be capitalized if the
asset’s useful life is extended or the asset’s potential productivity is increased or the

associated costs are potentially lowered.

3) Guidelines - Definition

3.1 Tangible Assets
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3.2

3.3

3.4

Property, plant and equipment are identified as tangible assets provided that they are
held for use in the production or supply of goods and services for the Corporation, are
intended for a continuing use, and are not intended for sale in the ordinary course of

business.

Intangible Assets

Non-physical resources such as software, organizational cost, trade patents and rights are

intangible assets which provide a benefit or advantage to the Corporation.
Goodwill

When an asset is acquired for a cost over and above the net amount of the acquired assets
and assumed liability, the excess cost is considered good will and classified as asset in
balance sheet. No amortization is applied to goodwill but an impairment test is done

annually.
Betterment

Betterment is a cost that is incurred to enhance the service potential of a capital asset.
Expenditures for betterments are capitalized. This enhancement in service potential can
include an increase in the physical output or service capacity, decrease in associated
operating costs, extension in the useful life of the asset, or improvement in the quality of

the asset’s output.

4) Capitalization Guidelines

4.1 Materiality Limits

All expenditures for capital assets, including grouped assets and betterments are subject

to materiality limits.

At times the administrative costs of capitalizing an asset may outweigh the intended
benefits. While an expenditure may meet the definition to qualify as a capital asset, a
dollar level is set, and if the expenditure falls below this limit, it is not capitalized. This

level is known as Materiality Limit.
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Items costing less than $1,000 are expensed as these are below the materiality level.

4.2 Tangible assets

Tangible assets are recorded as either grouped assets such as utility poles and lines or

readily identifiable (individual) assets such as computers and vehicles:

a) Grouped assets are those assets that by their nature make identification of individual
components impractical (such as conductors and devices, line transformers, poles, and

associated fixtures).

As such this type of asset is depreciated as a group and is assumed that the group will

provide the benefits until the end of the pre-set service life.

b) A readily identifiable asset is an asset that has a material unit cost and is tracked on an

individual basis such as computers and vehicles.

4.3 Payroll Burden and Overhead Costs

Capital assets that are self-constructed by the Corporation include the payroll burden on

labour cost, Engineering overhead and Management Labour burdens.

4.4 Capital Spares

Spare transformers are accounted for as capital assets since they form an integral part of
the reliability program for a distribution system. These transformers are held in storage
for the purpose of backing up transformers in service in the existing distribution system.
As such, these spare transformers are amortized at the same rate as transformers that are

energized.

4.5 Leasehold Improvements

When a structure/building is leased for a limited period of time that is more than a year,
expenditures incurred on renovating the structure/building are capitalized. These
expenditures include but are not limited to, for example, electrical work, ventilation, new

carpet.
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4.6 Amount to be Capitalized

The amount to be capitalized is the total cost to acquire or construct a capital asset,
including any ancillary costs incurred to place a capital asset into its intended state of

operation.

4.7 Repair Cost

A repair is a cost which is incurred to maintain the existing service potential of a capital
asset. These repairs are wear and tear in the normal use of the capital assets and do not
enhance the service life the asset. Expenditures for repairs are expenses in the period in

which they occur.
4.8 Interest Cost

Interest is capitalized on the cots while the assets are still in state of Work-in-Progress
(WIP). While the assets are being constructed, funds are tied up and therefore the
opportunity to use the funds is lost to the Corporation or funds have to be borrowed at a
cost. Furthermore, as the asset is being constructed, revenue is not generated by the asset

and therefore the interest expense forms part of the asset.
Interest capitalization ceases when the asset is energized or the asset is ready for use.

Interest capitalization is calculated on a monthly basis by reviewing the WIP base of all

the capital work orders net of any capital contributions. Interest is not compounded.
The interest rate used is prescribed by the Ontario Energy Board.
5.0 Amortization

Capital assets are generally amortized based on a method and useful life set by the OEB APH
and is considered a suitable and appropriate indicator of useful life for the industry.
However, large and unique capital expenditures will be reviewed on an individual basis to

determine the expected life and appropriate method of amortization.
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The following are the methods of amortization for the majority of the Corporation capital

assets:

Type of Capital Asset Method of Amortization Service Life
in Years

Building & Fixtures Straight Line 50

Distribution System (poles, tower and

fixtures, U/G & O/H conductor & | strajght Line

device, transformers, 25

and meters)

Transformer Stations Straight Line 40

Distribution Stations Straight Line 30

Computer Hardware Straight Line 5

Computer Software Straight Line 3

Leasehold Improvements Straight Line 10 (Note 2)
Note 1. This update is to clarify the existing policy and procedures. The policy on

capitalization remains unchanged.

Note 2: When the duration of the lease is shorter than 10 years, the maximum length of

service life is the lease period.
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BURDEN ALLOCATION PROCEDURE

Burden rates are used to recover indirect costs such as payroll benefits, Engineering
and Stores overhead costs that are associated with the direct costs charged to capital or

operating, maintenance and administration (“OM&A”) expenses.

At the creation of PowerStream in June 2004, burden rates and allocation methods were

standardized on the existing Markham Hydro rates and methods.

In 2007, PowerStream conducted a review of its payroll benefits, overhead allocation
process and the associated burden rates to ensure that costs are recovered
appropriately and completely by applying these costs to the appropriate capital and
OM&A accounts and in compliance with full absorption practices. The objectives of the

study were to:

1. ensure that the payroll benefits and overhead cost pools are properly

designed to capture all relevant costs;

2. review the design of all existing burden rates and propose rate changes,

where applicable, to ensure that the underlying costs are fully recovered,;

3. review costs related to the Smart Meter and CDM programs and propose
specific burden rates, if necessary, to recover the appropriate amount of costs

associated with these programs.
The burden rates reviewed were:

Payroll Burden

Engineering Burden
Management Labour Burden
Stores Burden

Vehicle Burden

-~ 0o o 0 T ®

Smart Meter and CDM Programs
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A) PAYROLL BURDEN

The payroll burden is to recover benefit costs such as the employer’'s portion of the
Canada Pension Plan, Employment Insurance, OMERS Pension, Employer Health Tax,

Workers Safety Insurance Board premiums, dental and medical plans.

These burden rates are applied to the direct wages based on the employee category.
For example, “Inside” billing staff wages are charged to Billing and Collecting expense.
An additional amount of 40% of the wages is charged to Billing and Collecting to reflect
the full compensation cost. The amount applied is credited against the payroll benefits

cost pool.

An “Outside A” lineperson’s wages are charged against a work order. Based on the work
order, this may be a capital cost or an operation and maintenance expense. An
additional amount of 80% of the wages is charged to the same work order and cost
category to reflect the full compensation cost. The amount applied is credited against the

payroll benefits cost pool.

New rates were calculated using current costs. The burden rates applied to the wages
of PowerStream'’s different payroll categories are shown in Table 1. The 2008 burden

rates have been used in determining the 2009 budget amounts.

Table 1: Payroll Burden Rates

Payroll Categories 2007 Rates 2008 Rates
“Outside A” (e.g. lines staff, meter staff) 60% 80%
“Outside B” (e.g. mechanic, stores staff) 30% 40%
Inside (e.g. engineering, administrative, 30% 40%

accounting)

Management 30% 40%
Temporary 10% 10%
Students 10% 10%
Board of Directors 10% 10%
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The “Outside A” and “Outside B” categories are used to distinguish between those
operational staff involved directly in capital construction, operation and maintenance

activities (“A”) from those who perform a supporting role (“B”).

Burden rates for “Outside A” staff reflect that in addition to benefit costs, their time for
sick, vacation, training and safety meetings is charged to the burden pool and allocated
only to the hours spent on capital, operating and maintenance work. The cost of small
tools and safety items is also included in this burden. For all other employee categories,
the wages for sick, vacation, training and safety meetings are charged directly to the
same expense line (e.g. Billing and Collecting) as their regular wages and not included

in the burden rate.

In accordance with the OEB’s APH, payroll burdens are applied to regular time only.
That is, they do not apply when employees are paid overtime. However in 2007 and
prior years, burdens were applied to overtime as well as regular time. This resulted in
lower burden rates since the rates were applied to both regular and overtime hours. In

2008 the rates are applied to regular hours only.

Increased benefit costs and the change from applying burden against all hours to only

regular hours are the reasons for the increase in payroll burden rates.
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B) ENGINEERING BURDEN

The engineering burden recovers the salaries and departmental expenses of the
engineering staff and the operations supervisory staff who plan, design, direct and
inspect the capital work and operation and maintenance (*O&M”) work. The Engineering
burden rate is 60% for both contract labour and PowerStream labour. This burden rate is
applied on the “Outside A” staff /contract direct labour cost and charged against the
same work orders as the direct labour with the costs flowing to the corresponding capital
or O&M cost categories. The amount applied is credited against the burden cost pool.

The engineering burden rate was recalculated on the basis that it is only applied to
“Outside A” labour and contract labour charges on work orders and no longer against

inventory issued from Stores.

Prior to 2008 some of the Engineering burden was allocated by charging a separate
engineering burden on the value of inventory issues. This was to reflect engineering's
involvement in setting material standards. It was determined during the study that this
overhead cost is relatively small. To simplify the burden application it was decided to

apply only one burden to materials (i.e., the stores burden discussed below).

Engineering burdens are shown in Table 2. The 2008 rates have been used in

determining the 2009 budget amounts.

Table 2: Engineering Burden Rates

Engineering Burdens 2007 Rates 2008 Rates
Engineering Payroll (“Outside A”) 50% 60%
Engineering Contract 50% 60%
Engineering Stores:

On Warehouse Issues 20% 0%

On Direct Shipment 20% 0%

2009 EDR Application



204

205

206
207
208
209
210

211

212

213
214
215
216
217
218

219

220

221

Filed: October 10, 2008
PowerStream Inc.
EB-2008-0244

Exhibit B1

Tab 3

Schedule 1

Page 11 of 14

C) MANAGEMENT LABOUR BURDEN

The management labour burden is to charge capital work orders with a portion of the
compensation cost of management staff that are involved with capital projects but not
included in the Engineering burden. For 2008 and 2009 this is estimated to be 6% of the
capital work order costs. This burden is charged to the capital work orders and deducted

from the OM&A costs to ensure there is no double counting.

D) STORES BURDEN

The Stores Burden recovers the cost of operating the warehouse, such as salaries of
warehouse and purchasing staff assigned to this function. The Stores Burden is 15% of
the cost of materials issued from Stores and 5% on direct shipment to job sites. Based
on the variance analysis conducted during the review, there is no change to the stores
burden proposed for 2008. The 2008 rates have been used in determining the 2009

budget amounts. Table 3 shows the Stores burdens.

Table 3: Stores Burden Rates

Stores Burden 2007 Rates 2008 Rates
Warehouse Issue 15% 15%
Direct Shipment 5% 5%
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E) VEHICLE BURDEN

The vehicle burden rates (in dollars/per hour) are to recover the costs associated with
vehicles such as amortization, repair & maintenance, fuel, and insurance. Individual
rates are developed for major vehicle classifications based on expected utilization. The
vehicle charges are based on vehicle timesheet reporting prepared by the “Outside A”
employees which identifies the vehicle, number of hours, the work order and the capital
or O&M cost category to be charged. The vehicle rate is based on the classification of
the vehicle being used.

PowerStream increased its vehicle rates to reflect inflationary pressures on costs,
including increased fuel prices, of approximately 31% since the rates were last updated.
Depending on utilization, individual rates have increased by less or more than the
average cost increase. The 2008 rates have been used in determining the 2009 budget

amounts. Vehicle burden rates are shown in Table 4.

Table 4: Vehicle Burden Rates ($ per hour)

Vehicle Classification 2007 Rates 2008 Rates
HOl Car 6.40 13.09
HO2 Trailers 10.60 21.62
HO3 %2 Ton Pick Up 12.20 15.93
HO04 1 Ton Pickup 15.60 18.21
HO5 % Ton Van 13.30 15.14
HO6 34 Ton Pickup 13.30 15.14
HO7 1 Ton Van 20.80 23.67
HO8 Dump Truck 22.50 44.38
HO09 Fork Truck 16.70 31.86
H10 1.5 Ton Pick Up 17.30 36.42
H11 Tension Machine 26.50 30.16
H12 Single Bucket Truck 37.30 46.94
H13 Flat Bed Truck 31.80 42.77
H14 Digger 33.40 61.93
H15 Double Bucket Truck 37.10 52.76

2009 EDR Application
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F) SMART METER AND CDM PROGRAMS
The effect of the above burdens on the Smart Meter and CDM programs was reviewed.

It was concluded that the above burdens should be applied using PowerStream’s normal

methods with the exception of the Engineering burden.

CDM Programs are carried out by the Conservation department and their costs are not

subject to the Engineering burden.

The Smart Meter program is carried out by the metering group within the Engineering
and Operations cost pool. This program expected to span a period of four years, ending
in 2010. The program is administered by identifiable individuals and therefore, full
engineering burden rates should not apply. Rather, the estimated time on Smart Meters
for these individuals should be recovered by a specific Smart Meter engineering burden

rate applied to contract labour.

In setting the 2008 rates, PowerStream also retroactively adjusted the applied
overheads for 2007 to reflect the appropriate amount of overheads. The 2008 rates have
been used in determining the 2009 budget amounts. Table 5 summarizes the smart

meter engineering burden rates.

Table 5. Smart Meter Engineering Burden Rates

Smart Meter Burden Rates 2007 Rates 2008 Rates
Engineering Payroll (Outside A) 50% 0
Engineering Contract 50% 35%
Engineering Stores:

On Warehouse Issues 20% 0%

On Direct Shipment 20% 0%

2009 EDR Application
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OVER/UNDER ABSORPTION OF BURDENS

All payroll benefit and overhead burden rates are applied through PowerStream’s JD
Edwards accounting system. The rates are applied against the costs attracting the
burden such that applied burdens are charged to the same OM&A or capital cost

categories. The amount applied is credited back against the burden cost pool.

Any over or under applied balance, remaining after application at set burden rates, is

allocated to the applicable capital and OM&A accounts on a proportional basis.

If a material unapplied balance were to occur, PowerStream would check the basis of
the allocation and related calculations and determine whether an adjustment would be
required. If material unapplied balances were to continue, PowerStream would consider

whether burden rates require adjustment.

2009 EDR Application
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OVERVIEW

CAPITAL ADDITIONS

PowerStream’s capital spending is summarized in Table 1, below.

Table 1: Capital Spending (000’s)

2006 2007 2008 2009
Actual Actual Estimate | Forecast
Capital Spending 50,446 67,389 66,446 85,241
$ Change Year 16,943 (943) 18,795
over Year
% Change Year 34% (1%) 28%
over Year

Notes: 1. Amounts are net of capital contributions

2. 2007 to 2009 includes Smart Meters

The capital additions are described in Exhibit B1, Tab 4, Schedule 1 and 2. Three major

projects are described, in detail, in Exhibit B1, Tab 5, Schedules 1 to 4.

CAPITAL GROUPINGS

PowerStream groups capital into the five categories that are commonly used by the

Board:

e Sustainment Capital

o Development Capital

e Operations Capital

e Other Miscellaneous Capital

e Smart Meter program

The five categories are defined in Exhibit B1, Tab 2, Schedule 1.

2009 EDR Application
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CAPITAL ADDITIONS — 2007 to 2009

OVERVIEW

Table 1 presents the value of PowerStream's capital additions based on five categories

for the years 2007 to 2009.

Table 1: Capital Additions 2007 to 2009 ($000)

Capital Category 2007 2008 2009
Actual Estimate Forecast

Sustainment 8,373 19,401 19,618
Development 12,448 23,728 41,019
Operations 13,587 10,080 7,674
Miscellaneous 22,756 6,243 3,955
Subtotal Without 57,164 59,452 72,266
Smart Meters

Smart Meters 10,225 6,994 12,975
Total 67,389 66,446 85,241

Table 2 below provides further details on the types of projects in each of the 5

categories.
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Table 2: Project by Category 2007 to 2009 ($000)

1. Sustainment Capital

la. Pole or Line Replacements / Upgrades 2,538 5,319 4,454
1b. Transformer Station Enhancements / Upgrades 253 4,528 3,232
1c. Asset Condition Assessment Program 0 2,092 5,339
1d. Distribution System Voltage Conversions 2,231 2,838 3,465
le. Switchgear Replacements / Upgrades / Refurbishments 1,222 1,316 1,239
1f. Cable Replacement 118 1,063 333
1g. Load Transfers From Other LDC's 283 651 0
1h. Distribution Transformer Enhancements / Upgrades / Refurbishment 832 741 261
li. Load Interrupter Switch Replacement 386 386 409
1j. Distributor Station Enhancements / Upgrades 45 93 472
1k. Unforeseen Capital Projects 463 375 414
Total Sustainment Capital 8,373 19,401 19,618
2. Development Capital

2a. Transformer Stations - Additional Capacity 1,556 14,217 22,771
2b. Residential Subdivisions 4,440 5,119 5,019
2c. Distribution System Plant Re-Location 1,877 2,268 5,892
2d. New Commercial Services 90 183 181
2e. Distribution Stations - Additional Capacity 376 127 0
2f. New Overhead or Underground Lines 3,645 1,439 6,742
2g. Unforeseen Capital Projects 464 375 414
Total Development Capital 12,448 23,728 41,019
3. Operations Capital

3a. System Operation Automation 2,005 2,872 1,819
3b. Unplanned Equipment Replacement 1,835 1,609 1,678
3c. Suite-Metering Costs 1,708 1,472 1,086
3d. Fleet 2,277 1,315 887
3e. Wholesale Meters 239 416 256
3f. Tools 347 312 310
3g. Smart Grid Program 0 273 505
3h. Meter Re-Verification and Replacement Program 629 204 390
3i. Asset Condition Assessment Model Development 108 167 25
3j. Geographic Information System 53 137 101
3k. Conservation & Demand Management - Smart Meter Pilot 769 0 0
3l. System Control Room 1,970 0 0
3m. Storm Damage To Distribution System 1,016 1,302 617
3n. Conservation & Demand Management - Load Control Devices 630 0 0
Total Operations Capital 13,587 10,080 7,674
4. Other Miscellaneous Capital

4a. Information Technology Enhancements 2,139 1,222 823
4b. Customer Information System Enhancements 872 1,666 1,351
4c. Financial System Enhancements 1,407 1,170 303
4d. New Computer Equipment / Replacement 420 908 800
4e. New Head Office 17,687 794 381
4f. Software Purchase 231 483 297
Total Other Miscellaneous Capital 22,756 6,243 3,955
5. Total Smart Meters Program 10,225 6,994 12,975
Total Capital Expenditures 67,389 66,446 85,241
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PROJECT DESCRIPTIONS

The project descriptions outlined below further describe PowerStream’s capital program.
Capital spending for each category is derived based on the best available information at
the time of budget. In Table 2, the individual line items may include capital spending
related to a single project, a number of similar projects or an expected allowance based
on historical trending. Larger projects and the related capital spending have been
identified to provide examples of specific capital activities within the five categories.
These projects may not represent the total capital spending for each line item in the
table.

1. Sustainment Capital

In order to better determine capital replacement costs, in 2005 PowerStream began
developing its Asset Condition Assessment (ACA) program. PowerStream will have
most of its distribution plant assets assessed by 2008 year end. As a result of the ACA
program, process data gaps were identified and initiatives have been undertaken to
close these gaps. PowerStream has commenced a three-year program to establish
processes within the organization to capture any changes to assets in the distribution
system. PowerStream plans to have the ACA program fully implemented by 2010. In
the past, determination of asset replacement was derived based on a maintenance
program involving the maintenance and station field staff and was more reactive in

nature.

The 2009 sustainment capital was determined partially by the initial results of the ACA

program and partially by field identification and cost trending from previous years.
la. Pole or Line Replacements / Upgrades

These planned projects are carried out to sustain the reliability of the overhead
distribution system and to ensure that the system has the ability to provide electricity via
alternate routing in the event of interruption to normal supply. Sustainment work is
typically divided into two categories: the installation of replacement or reconfigured

overhead distribution lines and replacement of end-of-life poles identified by the pole
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maintenance program. Identified below are some of the larger projects completed or
planned between 2007 and 2009.

2007-Bayview Avenue — Stouffville Road to Bloomington Road

This project, one of four related projects, was required to provide back-up
capacity to sections of the Town of Aurora. This project involved the
installation of two new 28kV circuits on 116 poles, with 11 load sectionalizing

switches.

2007-Bayview Avenue — Bloomington Road to Vandorf Road

This project, the second of four projects which, provided new 28kV backup
capacity to sections of the Town of Aurora involved the rebuild of an older
existing pole line to accommodate new circuits. Existing 44kV and 13.8kV

circuits on the old poles were relocated to new poles.

2008-Vandorf Road — Bayview Avenue to Leslie Street

The third of four projects required to provide new 28kV backup capacity to
sections of the Town of Aurora, involved the rebuild of an older existing pole
line to accommodate new circuits. Existing 44kV and 13.8kV circuits on the old

poles were relocated to new poles.

2008-Leslie Street — Vandorf Road to Wellington Road

The fourth of four projects required to provide new 28kV backup capacity to
sections of the Town of Aurora, this project involved the rebuild of an older
existing pole line to accommodate the new circuits. Existing 44kV and 13.8kV

circuits on the old poles were relocated to the new poles.

2009-9" Line — Bur Oak to Major Mackenzie Drive
This Markham project replaces an old radial single phase overhead pole line
by a new 28kV double circuit pole line. This replacement project improved

reliability and restoration abilities by providing alternate circuits to the area.
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e 2009-Major Mackenzie Drive — 9" Line to Reesor Road
Similar to the project above, this Markham project replaces an old radial single
phase overhead pole line with a new 28kV double circuit pole line. This
replacement project will improve reliability and restoration abilities by providing

alternate circuits to this area in Markham

e Yearly Replacement Program of Deteriorated Poles
As part of its annual maintenance program, PowerStream performs tests on
wood poles to determine their condition. Poles that are aged, damaged or
deteriorated present an unacceptable risk of failure and unplanned outages.
The budget for pole replacements is based on the identification of poles
requiring replacement in the year preceding the actual capital spending. Poles

are continually being replaced as they reach end-of-life.
1b. Transformer Station Enhancements / Upgrades

PowerStream owns ten transformer stations throughout its service area which are used
to transform 230kV from the transmission system to 28kV distribution voltage. These
stations vary in age, with some as old as 25 years. Equipment wearing out, component
failure, weather damage, and the like require capital expenditures to ensure these
stations remain safe, reliable and in good overall operating condition. Capital spending
may vary from year to year depending on actual unplanned events at the stations.

Typically, as stations age, more capital expenditure is required to maintain them.

Projects completed in 2007 included a remedial drainage project around the existing
control building at the Vaughan Transformer Station #1 and the replacement of a failed

capacitor bank at Markham Transformer Station #1.

Based on reliability and risk assessment of aging transformer station assets, in 2008 it
was decided to purchase spare units for a number of critical components in various
stations. This included key protection relay spares for the Richmond Hill Transformer
Station #2 (no spares were purchased when the station was built), and one 75/100/125

MVA power transformer. There are currently ten same-sized transformers in-service.
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This spare equipment would be used if in-service equipment failed and required
replacement. Other 2008 projects include the installation of on-line transformer gas
analysis equipment on transformers at the Markham Transformer Station #1 which
monitor dissolved gases in the transformer’s insulating and cooling oil and are used as a
predictive diagnostic tool to warn of pending transformer failure. At the recommendation
of the Planning Department, new reclosers are being installed on the Vaughan
Transformer Station #3 M5 circuit in Vaughan to break up the very long line distance and

improve operating reliability.

Projects planned for 2009 include the purchase of one 50/75/83 MVA power transformer
as a spare to the ten in-service transformers at the smaller transformer stations in
Markham. Other projects include the modernizing of remote transfer trip line protection
at the Vaughan Transformer Stations #1 and #2 by using PowerStream’s SONET ring
fibre optic communications system. This project is required by Hydro One as part of its
operating protection and control modernization to fibre optic tripping and replaces the
older telephone circuitry that does not offer operational reliability. Another project
provides the control room operator with additional information on transformer loading
and operating temperatures, monitoring telemetry will be installed on the transformers at
the Markham Transformer Stations #1, #2 and #3.

1c. Asset Condition Assessment (ACA) Program

In the past, PowerStream’s predecessor companies did not have proactive and
methodological programs in place to address asset replacement based on asset
condition and life expectancy. Replacements or refurbishments were typically reactive
and based on annual maintenance programs which replaced or repaired assets that
failed or were defective. Moreover, these programs addressed only a limited and
selective group of assets and were subjective based on field inspections and minimal

testing, if any.

In 2006, as part of its commitment to improve the internal processes aimed at long term
efficiencies and system reliability, PowerStream began to develop a comprehensive

Asset Condition Assessment (ACA) program. PowerStream retained an external
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consultant to assist in developing a robust ACA model which will be the foundation of
PowerStream’s ACA program in the future. A detailed explanation of this process is
outlined in Exhibit B1, Tab 2, Schedule 1. PowerStream is currently in transition from its
annual maintenance program used for the identification of aged assets to the new ACA
program. Portions of this ACA program are in place and the results have helped
management to identify asset remediation requirements in both the 2008 and 2009
capital budgets. Over the next two years, the ACA model will be further enhanced to

cover all major assets.

Based on preliminary results of the ACA study, in 2008 PowerStream will replace an old
8 kV overhead distribution system in the community of Maple with a new 28 kV system.
The existing system is 45 years old with rotted poles, deteriorated wire insulation and is

an "island” radial load having no back-up supply.

In 2009, PowerStream has identified $5.3 million in replacement costs based on the
preliminary results of the ACA model. PowerStream expects the final requirements
defined by the model will exceed the 2009 replacement costs. A plan has been
developed to stage system replacements based on urgency and system impacts in order

to mitigate risks to the customer.

Based on the initial assessments, one 2009 project will be the replacement or
refurbishment of older circuit breakers in some of the transformer stations. Four 25-year
old GEC outdoor type circuit breakers in Markham’s TS#1 and TS#2 will be replaced.
Two indoor circuit breakers, one each at Vaughan TS#1 and Richmond Hill TS#1 will be
refurbished. Further projects will be identified by the end of 2008 upon completion of the
ACA model.

1d. Distribution System Voltage Conversions

In several areas within PowerStream’s service territory, there are a number of older
areas of both overhead and underground construction where assets have reached the
end of their useful life. These assets operating at lower voltages (typically 8kV and 13.8

kV) require higher maintenance and offer lower reliability and operating performance.
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Projects outlined below represent the large conversion projects undertaken or planned
between 2007 and 2009.

e 2007-Graham Municipal Station voltage conversion from 13.8kV to 27.6kV
This Markham project involved the replacement of older municipal station
assets that were a source of continuing reliability and maintenance problems.
The project converted an old 13.8kV to the newer 27.6kV thereby eliminating

the need for a station.

e 2008-Amber Municipal Station F3 voltage conversion from 13.8kV to
27.6kV
This project in Markham consists of the complete replacement of old existing
13.8 kV pole lines to new double 28kV circuits. The existing system incurs an
unacceptable number of outages each year. This project will provide back-up
(or alternate) supply to Amber station to minimize outages to customers in the
event of a loss of supply and allows for balancing of the electrical load on the
supply feeders from the transformer station. This will improve voltage quality

and distribution system operating efficiency.

e 2009-Romfield and area streets, conversion from 13.8kV to 27.6kV
This project in Markham replaces an older underground 13.8kV circuits and
submersible transformer vaults with 28kV underground and padmount
transformer design. This project is required as a result of aging assets, poor

reliability, high maintenance costs and operational switching limitations.

le. Switchgear Replacements / Upgrades / Refurbishments

PowerStream has over 1,500 padmount switchgear throughout its distribution system
which are used to isolate customers from the distribution system and provide open
points in the distribution grid. This project includes capital spending related to the
planned replacement, upgrades and refurbishment of switchgears. Each year, capital

spending may be a result of one of the following reasons:
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a. Switchgear replacements whereby the gear has failed, either
developing an electrical fault where insulation has broken down or
where the gear has been damaged by vehicles such as snowplows,

cars, trucks, etc. Failed switchgear results in customer outages.

b. Replacement of switchgear as a result of a maintenance program
which is based on the condition of in-service switchgears. This
program includes the replacement of switchgear which is rusted or
the operating mechanism has failed. The replacement of these

switchgears is performed during planned outages.

c. Refurbishment of switchgears typically occurs when new
switchgears fail in such a way that they can be refurbished. These

repairs may be performed in the field using replacement parts.
1f. Cable Replacement

Throughout PowerStream’s service territory, there are a number of locations where
cable failures occur due to a variety of reasons. This has caused an unacceptable level
of system performance to the point that it is determined that cable replacement is more
cost effective in the long run than cable repair. Many older cables have multiple splices
from past cable faults. Cables become increasingly more susceptible to damage due to
fault currents and normal loading as a result of the multiple splices and aging insulation.
These cable replacement projects are planned projects. Some of the larger projects are

identified below.

e 2007-Municipal Station #3 feeder cable
This project involved the replacement of approximately 150 metres of failed
three phase 750kcmil underground feeder cable on Aurora’s Municipal Station
#3, feeder F1. The cable failed and replacing the 150m portion of cable was
determined to be a more prudent option than attempting repair considering

longer term costs and reliability issues.
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e 2008-Wells Street — Centre Street to Wellington Street East
This part of the distribution system in Aurora is 40 years old. In addition to the
age of the distribution system, many of the older homes in this area have been
upgraded, adding apartments and offices thereby causing significant increase
in the electrical loading. The additional load caused overstressing of these

older assets and therefore new distribution assets were installed.

e 2008-Marie Court and Vintage Court
This project in Markham converts aging overhead and underground distribution
with submersible transformers to more modern padmount design. The old
system is over 30 years old and has been identified by Operations as an area

causing reliability issues.

e 2008-Martin Grove Road — Langstaff Road to Woodbridge Avenue
This project in Vaughan was identified as a result of five cable failures in
various locations in a two-month period in 2007. This resulted in five power
outages to this residential neighbourhood. It was determined that the cable
had reached the end of its useful life. Temporary re-routing of area circuits

allowed for the cable replacement in 2008.

e 2009-Arnold Avenue
The overhead secondary distribution system in this part of Vaughan is
approximately 50 years old. In many places, older housing in this area has
been torn down and replaced by significantly larger homes having greater
electrical load. This project will replace the overhead system with new system

to maintain service reliability.

19. Load Transfers From Other LDCs

There are a number of locations along PowerStream’s border with neighbouring utilities
whereby customers in PowerStream'’s service territory are supplied by the neighbouring
utility. In the past, this was done for reasons of efficiency whereby the neighbouring

utility’s distribution system was more accessible that of PowerStream. The Distribution
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System Code gave utilities to the end of 2008 to feed these customers from its own
system or lose them to the neighbouring utility. PowerStream has identified a number
projects with Hydro One and Toronto Hydro where it was practical to feed the customers

from its distribution system.
1h. Distribution Transformer Enhancements / Upgrades / Refurbishment

PowerStream has 33,000 in-service padmount and polemount transformers throughout
its distribution system that provide utilization voltages to its customers. This project
includes capital spending related to replacement, upgrades and refurbishment of these
transformers. Each year, capital spending may be a result of one of the following

reasons:

a. Replacement of transformers that have failed; for example, developing an
electrical fault where insulation has broken down. This can be caused by
lighting, switching surges, overloading, etc or where the transformer has
been damaged by vehicles such as snowplows, cars or trucks, etc. Failed

transformers result in customer outages.

b. Replacement of transformers as a result of a maintenance program
based on the condition of in-service assets. This program includes the
replacement of transformers which are rusted or the operating
mechanism has failed. The replacement of these assets is performed

during planned outages.

(of Refurbishment of transformers occurs when failed transformers are tested
and evaluated. If deemed cost effective to repair, these units are sent to

one of several transformer service companies in the area.
1i. Load Interrupter Switch Replacement

PowerStream has over 1,000 load interrupter switches throughout its distribution system.
These are overhead switches used to isolate customers from the distribution system and

to provide open points in the distribution grid. This project includes capital spending
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related to replacement, upgrades and refurbishment of these transformers. Each year,

capital spending may be a result of one of the following reasons:

a. Failed switches whereby an electrical fault occurs because of insulator
damage, damage from lightning, or operating mechanism failure. Failed

load interrupter switches result in customer outages.

b. Replacement of load interrupter switches as a result of a maintenance
program which is based on the condition of in-service assets. Using infra-
red scanning equipment, switches are identified that are over-heating and

require replacement.

C. Refurbishment of switches occurs when new switches fail in such a way
that they can be practically refurbished using replacement parts from the

manufacturer.

1j. Distribution Station Enhancements / Upgrades

Distribution Stations, also called Municipal Stations, perform the same function as
Transformer Stations with the notable exception they are supplied at a lower voltage,
usually at the 44kV or 28 kV levels, and have a much lower capacity rating, usually using
5 MVA or 10 MVA transformers. PowerStream has 15 Distribution Stations throughout

its service area: 4 in Vaughan, 4 in Markham, and 7 in Aurora.

These stations vary in age, some as old as 40 years. Equipment wearing out,
component failure, weather damage, animal contact, and the like requires capital
expenditure to ensure these stations remain safe, reliable and in good overall operating
condition. Capital spending may vary from year to year depending on actual unplanned
events at the stations. Typically, as stations age, more capital expenditure is required to

maintain them in good operating condition.

In 2009, a major project is located in Aurora and covers the enhancement of the feeder
tie between Aurora’s MS#3 and MS#4
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1k. Unforeseen Capital Projects

Despite the best efforts of the budget team to identify all of the capital requirements for
any one budget year, there are always capital projects that arise after the budget has
been approved. If such projects are discretionary, every effort is made to defer them to
the next budget. However, many of these unidentified projects are non-discretionary as
they are initiated by third parties such as road authorities or customers. PowerStream
annually establishes a capital allowance budget to ensure there are funds available for
these costs. The amount of this capital item is based on previous years experience and

is normally divided equally between Sustainment and Development Capital.

2. Development Capital

2a. Transformer Station-Additional Capacity

Capital spending under this category is related to providing needed additional
distribution system capacity as determined by planning to meet load growth. In this

period (2008-2009) PowerStream is undertaking three major projects, namely
a. Markham TS #4,

b. Connection of the Markham TS #4 and Vaughan TS #1 expansion to the

distribution system, and
C. Armitage Feeder Expansion.

A new Transformer Station from design to commissioning typically takes three years to
complete. Markham TS#4 project began in 2007 with design and purchase of some long
delivery material (transformers and switchgear). 2008 will see land acquisition and
construction of the station representing the bulk of the projects capital cost. In 2009,
construction of the station will be completed and the station will be commissioned with

an in-service date of November 2009.

In 2009, a number of feeder connections will be required between transformer stations

and the distribution system to utilize the capacity. Four new feeders, representing half of
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the final number of feeders, will be installed at the Markham TS#4 location. As well, four
additional feeders will be installed at the Vaughan Transformer Station #1 expansion to

complete the total feeders from this station that was placed in service in 2006.

The Armitage Feeder Expansion in 2009 covers the installation of two new 44kV feeder
circuits which will provide needed capacity from Hydro One’s Armitage Transformer
Station to the Aurora service area. Most of the Town of Aurora is fed from the Armitage
Transformer Station. In 2009, additional capacity will become available at this station as
the Hydro One’s Holland Junction Transformer Station comes in-service. PowerStream
requires the additional capacity to feed new growth in the Aurora area and to relieve the
strain on existing feeders that have been exceeding their operating limits for the past few

years. The cost to install these two new feeders is forecasted to be $5.8M.
2b. Residential Subdivisions

Throughout its service territory, particularly in the municipalities of Markham and
Vaughan, there is strong growth of home construction. On average, over the past three
years, PowerStream has connected 6,000 new residential homes to its system. Much of
this growth is carried out by developers in residential subdivisions via the standard Offer-
To-Connect agreements between the developer and PowerStream. Under Section 3.2
of the Distribution System Code, PowerStream is required to cost-share with the
developer the cost of the expansion of the electrical distribution system throughout the
development. The amount of this cost-sharing is determined by the Economic
Evaluation Model, a calculation prescribed by the OEB which determines the net present
value of the operating cash flows from the development. Typically, depending on the
timing of connection of residential houses in a subdivision, PowerStream rebates

between 40% and 60% of the subdivision costs to the developer.
2c. Distribution System Plant Relocations

As communities within PowerStream’s service territory continue to grow, it is
accompanied by road construction, re-alignment and widening of existing roads as well

as the installation of new water and sewer infrastructure. This development work is
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controlled by Provincial, Regional and Municipal authorities. Because PowerStream’s
distribution system is located on the road allowance, at the request of the road authority,
it must be relocated to accommodate this development work. Each year, PowerStream
reviews the five and ten year road authority plans for development to identify where
distribution system conflicts exist and to budget for resolution of these conflicts. The
majority of these projects involve relocating portions of the distribution system. These
projects are usually cost shared with the road authority. PowerStream classifies these
projects as non-discretionary and schedules the construction to accommodate the

requirements of the road authority.

One significant project in this category is the relocation of the distribution system to
accommodate road widening required for a bus rapid transit corridor on Yonge Street
and Highway 7 in York Region. The rapid transit system is part of a 10 -15 year plan that
will eventually see the bus rapid transit system evolve into a light rail transit system
and/or extension of the existing subway. This project is expected to start in 2009 costing
$5.5M.

2d. New Commercial and Industrial Services

Annually, PowerStream installs about 140 three-phase electrical services to customers
throughout its service territory. Most of the cost of these services, totaling $8 million per
year, is paid by the customer requesting the service in accordance with PowerStream’s
Conditions of Service. A typical service comprises the installation of high voltage cable
in the customer supplied concrete encased duct bank, a pad mount step-down
transformer and the metering system. The customer normally pays 100% of these costs
with the exception of the re-alignment or re-routing of PowerStream’s distribution system

to provide acceptable operating configuration.
2e. Municipal Distribution Stations — Additional Capacity

In 2007, PowerStream began adding needed capacity in its distribution stations located
in Aurora. The additional capacity was required to meet the increased demand related

to commercial and industrial load growth in the Aurora area. One distribution station
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MS#6 (sized 10 MVA with two 13.8 kV feeders) was upgraded. It is located on Bayview
Avenue north of Vandorf side road. Two new municipal stations MS#7 and MS#8, each
have a capacity of 10 MVA with four 13.8kV feeders and were required to feed the large

commercial development north of Wellington Street, between Leslie Street and Hwy 404.
2f. New Overhead or Underground Lines

Each year as growth continues in PowerStream’s service territory, new overhead and
underground circuit extensions have to be installed to provide capacity in the required
development areas. Work would include new pole line installations, adding additional
circuits to existing pole lines, etc. The recommendations for projects that expand the
distribution system come from the Engineering Planning Department’'s Distribution

System Planning Report.

One notable 2009 project is the installation of two three-phase overhead circuits on
Dennison Avenue from Warden Avenue to Esna Park at an estimated cost of $3.1
million to provide capacity relief on two overloaded circuits (22M5 and 22M6) in this

area.
2g. Unforeseen Capital Projects

Despite the best efforts of the budget team to identify all of the capital requirements for
any one budget year, there are always capital projects that arise after the budget has
been approved. If such projects are discretionary, every effort is made to defer them to
the next budget. However, many of these unidentified projects are non-discretionary,
often originated by third parties such as the road authorities or customers. To ensure
these capital projects are tracked and that capital monies have been allocated to cover
these costs, PowerStream carries a capital allowance in each budget. The amount of
this capital item is based on previous years experience and is typically divided equally

between Sustainment and Development Capital.



392

393
394
395
396
397
398
399

400

401
402

403
404
405
406
407
408
409
410
411
412
413
414

415
416
417
418

Filed October 10, 2008
PowerStream Inc.
EB-2008-0244

Exhibit B1

Tab 4

Schedule 2

Page 17 of 27

3. Operations Capital

Operations Capital is capital required to support the day to day operation of the
distribution system. It includes unplanned distribution equipment replacement (e.g.
storm damage and other breakdown replacements), fleet/tools/warehouse operations,
distribution system management and control programs such as OMS (outage
management system), GIS (geographic information system), SCADA (supervisory
control and data acquisition), smart grid, metering programs (excluding Smart Meters)

and the Operations Centres.

3a. System Operation Automation

Most of the projects under this heading apply to either the Supervisory Control and Data

Acquisition (SCADA) system or the Outage Management System (OMS) system.

The SCADA system is the real-time system that connects the control room operator to
the distribution equipment in the field. The system uses a two-way communications
network that feeds operating data from equipment in the field back to the control room to
provide the operator with status of the device, loading information, alarm and warning
indication, etc. This information is displayed on electronic screens and computer
terminals in the control room. Using the SCADA system, the operator can control
equipment in the field in response to the information, performing operations such as
opening and closing switches, raising or lower voltages, etc. The SCADA system is a
required tool to control PowerStream’s distribution system in accordance with the
requests of the IESO and Hydro One Transmission Control. The SCADA system is also
a powerful data management tool, used to establish trends for loads and voltages and

assists in planning expansion of the distribution system.

SCADA is the single most important tool in operating a safe and reliable distribution
system. Having the ability to operate a field switch in the distribution system from the
control room saves hours of unnecessary downtime to customers who would otherwise

have to wait while field crews were dispatched to manually operate field switches.
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One of PowerStream’s continuing initiatives is the installation of 12 new remotely
controlled switches each year at selected locations of the distribution system where
these switches can have the largest impact on reliability improvement. The switches are

called SCADA-Mates and provide two-way radio communication with the control room.

The Outage Management System (OMS) is a computer based software system that
integrates information from SCADA and Smart Meters in the system to provide power
outage information at the customer level. PowerStream has chosen ESRI (supplier of
PowerStream’s GIS system) to provide their system called RESPONDER. The OMS
would allow faster response and restoration times to customers without power. In many
occurrences the control room operator will know which customers are without power

even before the customers themselves are aware.

Phase | of this project will be completed in 2009. In the future, Phase Il of the OMS wiill
offer IVR (integrated voice recognition) services to the customer whereby customers

would be told of the outage and when power will likely be restored.
3b. Unplanned Equipment Replacement

Unlike the planned equipment replacement covered in the Sustainment portion of the
capital budget, unplanned equipment failure requiring repair or replacement usually
represents emergency conditions whereby customers are without power or at risk of
losing power. As this work is reactive it has to be carried out immediately, often requiring

after-hours servicing

These projects cover unforeseen failure of overhead and underground distribution
equipment resulting from manufacturer deficiency, car accidents or extreme weather
conditions. These projects are considered non-discretionary. The amounts in the
capital budget are based on previous years’ experience however it is not uncommon that

severe weather conditions can result in greater than budget expenditures in some years.
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3c. Suite-Metering Costs

This program for condominium and apartment type complexes covers the installation of
individual unit-metering equipment (a smart meter) to replace the bulk metering systems
used in the past. Providing each condo or apartment with their own meter promotes
individual energy usage and allows the individual to participate in energy savings
programs. Individual suite metering provides equity or fairness amongst all the

individuals in the building.
3d. Fleet

On an annual basis PowerStream’s fleet program includes an assessment of its fleet
condition and considers the replacement of existing vehicles as well as purchases of
additional vehicles and equipment required to serve the growing service area.
PowerStream has a detailed fleet replacement program which charts the lifecycle of
existing vehicles and equipment and assists in determining the spending for any given
year. These costs may include expenditures on large line truck vehicles required to
service overhead or underground distribution assets or light-weight vehicles required by

field engineers and technicians, metering or customer service areas of the business.

In 2007 fleet spending was high as a result of delayed delivery of heavy vehicles due to

supplier problems.
3e. Wholesale Meters

The IESO has mandated that all wholesale meter locations throughout the province be
made compliant with their wholesale meter standards. Wholesale metering is on the
230kV supply points to PowerStream’s transformer station. The required update, while
mandatory, was allowed to be phased-in by allowing and LDC to go to the end of the old
meter re-verification date before the standards had to be met. This is a multi-year project
that commenced in 2005 and will be fully completed in PowerStream by 2010. The
upgrading usually involves the replacement of the PT’s, CT's and meter on each 230kV

feeder to each transformer station.
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3f. Tools

This project involves the purchase of tools that are required by six different departments
for the ongoing operation, construction, maintenance, and repair of the distribution
system. Tools include power measuring equipment, cutters & crimpers, relay testing
equipment, communications testing equipment. These tools replace worn out, broken or

lost tools used by these department on a daily basis.
30. Smart Grid Program

Smart Grid is the integration of several technologies within a distribution company to
provide the utility and the customers more information about the distribution system
thereby improving performance and reliability. Most of these technologies already exist
in the utility but operate autonomously. The backbone of any smart grid is its two way
communication system. Communications coupled with distributed automation, sensors
and remote operated equipment will, in the future, provide a distribution grid that will be
self-restoring, provide greater reliability, improve power quality, improve energy
management and have shorter duration power outages. Smart grid will provide more
information to both the customer and the utility about what is happening on the
distribution system. Smart grids will mean different things to different utilities. The level
of intelligence will have the distribution grid of the future respond to correct or minimize a
problem on the distribution system before the control room operator becomes aware

there is a problem.

PowerStream, although still finalizing its smart grid strategy, has identified a number of
smart grid initiatives including the installation of fault detectors that pinpoint the location
of an electrical fault to the operators as soon as the fault happens. Another project is the
installation of intelligent fault interrupters which limit the level of electrical current when a
fault occurs thereby significantly reducing the damage to cable and switchgear as faults

are located and cleared.
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Smart grid technologies create a level of intelligence in distribution operation which
provides higher reliability, better asset utilization, improved grid performance and a more

adaptive operating system.
3h. Meter Re-Verification and Replacement Program

PowerStream manages the re-verification and replacement of meters in accordance with
Measurement Canada's guidelines. PowerStream’'s meters have a meter seal expiry
date and, upon seal expiry, a sample of meters within a group are taken out of service
and replaced with new meters. Those meters taken out of service are re-verified or
checked to ensure accuracy and functionality. If a certain percentage of the meters pass
these tests, then the seal expiry date is extended for the group and no further actions
are required until the new expiry date is reached. If the meters fail the basic tests, the

entire group of meters is replaced.
3i. Asset Condition Assessment Model Development

The Asset Condition Assessment (ACA) model development program began in 2006
was a multi-year project undertaken with consultants with expertise in this area
(Kinectrics) to develop the appropriate asset condition assessment models for

PowerStream.

The purpose of having a practical model to determine asset replacement is increasingly
more important as the utility ages. Further details of this program are outlined in Exhibit
B1, Tab 2, Schedule 1.

3. Geographic Information System

A Geographic Information System ("GIS") was established in PowerStream’s Planning
department in 2005. This planning, design and operations tool uses a spatial data base
upon which engineering design information and equipment data is managed. This
system cross reference consultant’s drawings, manufacturers’ equipment information
and equipment location into one single platform that is used throughout PowerStream.

Each year, the GIS is improved by adding enhancements to existing applications as well
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as new applications to improve the system overall effectiveness. Expenditures are for

consulting services and software enhancements.
3k. Conservation Demand Management — Smart Meter Pilot

The 2007 spending is related to 3" tranche CDM program initiatives. These programs
included a smart meter pilot project, wind/solar installation and capacitor banks which

were installed to reduce system losses.
3l. System Control Room

PowerStream’s system control room was re-located to 161 Cityview Boulevard in 2007.
There were a number of initiatives specific to the control room that were undertaken with
the control room relocation. These initiatives included new control room work stations
(ISO -11064, Part 4 standard), control room/situation room furniture, swing panels,
raised operating theatre roof to view visual display wall, specialized lighting to work with
visual display wall, control room air conditioning system, special acoustic ceiling, raised

floor, and special communications wiring.
3m. Storm Damage to Distribution System

At least once a year PowerStream'’s distribution system sustains significant damage due
to extreme weather conditions. While these weather conditions usually occur in the
wintertime there have been several occasions in the past few years where severe
damage has occurred during the summer months. As a result of these storms parts of
the distribution system were significantly damaged and required prompt repair and

replacement to restore power.

In the capital budget process, a separate work order has been setup to capture severe

weather damage costs to the distribution system.
3n. Conservation Demand Management — Load Control Devices

The 2007 spending was related to 3™ tranche CDM program initiatives. This program

included residential load control devices installed to reduce peak load.
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4. Other Miscellaneous Capital

4a. Information Technology Enhancements

Information technology systems are the backbone that supports PowerStream’s ability to

provide reliable and efficient service to its customers. Capital investments in technology

include:

Phone System Enhancement- This project will redesign the call flow, using
voice recognition technology to incorporate self service speech applications,
to enhance call flow and to introduce basic automated transactional options
for customers related to inquiry about account balances, bill due date, last

payment amount and date etc.).

File Nexus — This application eliminates the need for storage of paper by
electronically archiving paper files and reports. This eliminates the need to
print and store reports and provides efficient access to information for all
departments. PowerStream continues to integrate File Nexus with other
applications to improve its records management processes. In 2009 the tool
will be leveraged to integrate with the financial system and automate

components of the Accounts Payable process.

Knowledge/Document Management — This is a central repository for
corporate information which provides departments with the ability to share
and manage information. This system is also a development platform for
automating workflows and document management. In 2009 PowerStream
proposes to use this system to automate a number of paper-based

processes.

Web Based Customer Server/Bill Payment — This system provides
customers the ability to view and pay their bills on-line as well as the ability to
view their consumption history. This system offers the customer an alternate

form of communication with PowerStream.
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4b. Customer Information System Enhancements

PowerStream’s Customer Information System (CIS) currently processes electricity and
water bills for upwards of 230,000 customers. The system also maintains customer

information, including financial transactions, consumption history and meter records.

The CIS enhancements are in response to evolving regulatory requirements, rate
changes, improving customer service and internal efficiency and security. In 2009,
PowerStream is proposing to develop an Electronic Data Interchange module to
eliminate the need for manual processing of Electrical Safety Authority (ESA) connection
approvals. PowerStream also proposed to modify the CIS to automate the billing of
individual condo suite units related to PowerStream’s suite metering initiative.
Modifications to the system are also required to accommodate the growing number of
customers who wish to generate electricity with solar and wind energy. Other examples
of enhancements include review and enhancement of application security and
development of interfaces to external systems including the phone system and Outage

Management System.

PowerStream maintains its CIS system to be complaint with billing requirements and
allow effective operations. However it recognizes that the application was originally
developed over 15 years ago, and has undergone numerous revisions to meet changing
requirements. As such PowerStream is proposing to begin a process to replace its CIS
system with some exploratory work leading to a feasibility study. It is expected that the

replacement of a system so vital to the operation of the company will take three years.

To ensure the current CIS operates effectively over the coming three years,
PowerStream proposes to replace the existing hardware component of the CIS in 2009.
The current hardware is five years old, and poses an increased risk of failure, increased

maintenance costs and potential difficulty with sourcing of replacement parts.
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4c. Financial System Enhancement

The continuing objective is to provide a secure and solid foundation from which
PowerStream can leverage an interconnected business structure between all operating

units.

Review of PowerStream’s financial systems concluded that the current system was not
adequate to meet both current and long term needs of the organization. It was
identified that the company needed to align business requirements with software
solutions and eliminate the current practice of utilizing departmental (stand-alone)

applications to meet the needs of specific users.

As a result, PowerStream decided to upgrade its JD Edwards financial system to version
8.12 beginning in 2007 and to implement additional modules to better integrate data in
order to improve information reliability, reduce reporting timelines and eliminate the silos
of information. Specifically, job cost, accounts payable 3-way match, and updating the
chart of accounts were implemented. The upgrade to version 8.12 also positioned
PowerStream to take advantage of improvements to the Human Resources module,
which will take place in 2008 and 2009.

Implementation of the HR Module will enable the centralization of Employee vacation
and sick time records, eliminating the need for separate systems currently used by
various departments for this purpose. The HR module will also provide opportunities to

stream line components of the current time entry process.

In addition, modifications to the financial system will be required in 2009. Accounting
practices and procedures will need to be changed in order to comply with International
Financial Reporting Standards (IFRS). The new IFRS accounting and financial reporting
standards will require PowerStream to make significant changes to the way it collects,

stores and reports financial information.

Implementing IFRS will be a multi year project with a mandated implementation of 2011.

In 2009, PowerStream proposes to review the impacts to business processes and
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systems with plans to establish a test environment to begin development and enable

parallel reporting in 2010.
4d. New Computer Equipment / Replacement

Computer equipment replacements and enhancements are necessary in maintaining the
security, reliability and effectiveness of the overall infrastructure. Equipment is also
purchased to accommodate new business requirements, system expansion and
redundancy. Also included is a yearly program to maintain the appropriate lifecycle of
computers, printers and plotters with replacements based on the end of lifecycle and to

minimize maintenance costs in the future.

PowerStream currently supports approximately 400 end-user computers. To minimize
the financial impact, a staggered 4 year life cycle is used which results in the
replacement of approximately 100 units per year. A similar lifecycle management
program is utilized on approximately 40 file servers, which will result in the replacement

of approximately 10 servers in 2009.

Along with replacement of file servers, replacement of the external storage system
(SAN), which is currently four years old, is proposed in 2009. The SAN is a critical piece

of infrastructure which stores all of PowerStream'’s data files and emails.
4e. New Head Office

Expenditures related to the construction of the head office are explained in detail in
Exhibit B1, Tab 5, Schedule 3.

4f, Software Purchases

This expenditure pertains to the on-going program to purchase software to support and
improve day-to-day operations. In some cases software is purchased or upgraded to
maintain compatibility with business partners who routinely exchange electronic files with

PowerStream. Some examples include ongoing license updates for AutoCad, Microsoft
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Windows Server, business applications, anti-virus and security software required as

computers need replacement.

SMART METERS

PowerStream is installing Smart Meters and an AMI communication system as part of
the Government of Ontario's Smart Meter Initiative. By 2010, 100% of PowerStream

customers will be fitted with a smart meter.
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MAJOR PROJECTS — OVERVIEW

The capital additions that contribute to the proposed increase in rate base are identified in
Exhibit B1, Tab 4, Schedule 2. Three projects make up a significant portion of this
increase. An overview of these projects is presented below. Detailed descriptions are
provided in the following Schedules in Exhibit B1, Tab 5:

¢ B1-5-2: Vaughan Transformer Station (TS) #1 Expansion (2006)
e B1-5-3: Corporate Head Office (2008)

e B1-5-4: Markham TS #4 (2009)

VAUGHAN TS #1 EXPANSION

The Vaughan TS #1 is located in a commercial/industrial area near the Highway
407/Dufferin Street intersection. It was commissioned in 1989 on a site that was large
enough to permit future station expansion. Increasing customer demand along the
Highway 407 corridor from Bathurst Street to Keele Street was causing the station to
reach its maximum loading capacity. Prior to the formation of PowerStream in 2004,
Hydro Vaughan, one the predecessor companies, recognized the need for additional
capacity and began the process to install transformation facilities. In mid-2005,
PowerStream began to examine the plan proposed by and commenced by Hydro
Vaughan and considered a number of alternatives for providing additional capacity - given
that the merger had transpired and this now allowed PowerStream to take into account the
existing capacity across its entire service area — Markham, Richmond Hill, and Vaughan at

the time — for capacity planning purposes.

The most viable alternative was the doubling of the capacity at Vaughan TS #1 at a cost of
$30M for the following reasons: no additional land was required, the station was central to
the developing load, and there was sufficient space to install distribution feeders. The

Vaughan TS #1 Expansion was placed into service in 2006.

2009 EDR Application
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CORPORATE HEAD OFFICE

In the summer of 2004, PowerStream recognized that they needed to take steps to
develop a comprehensive facility plan that would address the problems created by
geographic separation based on the predecessor locations in Markham, Richmond Hill
and Vaughan and enable PowerStream to realize the opportunities arising out of the
earlier amalgamation. The Board of Directors arrived at two decisions, the first was to
close the Richmond Hill location. The lease was up for renewal and the closure would
assist in temporarily managing the issue of geographic separation. The second decision
was to engage a real estate consultant to conduct a needs assessment and develop a

comprehensive strategic facility plan.

The Strategic Facility Plan identified two conceptual alternatives to the status quo of two
head office and service centre locations. The status quo was not a viable option for the
following reasons: cramped quarters, inadequate meeting facilities, travel between
locations, and lack of space for growth. The proposed alternatives were as follows: a
consolidated head office and service centre facility with a secondary service centre within
the service territory and a head office and two service centres at existing or alternate
locations in the Town of Markham or City of Vaughan. In December 2004, the
PowerStream Board of Directors decided to pursue the single head office and two service
centre options and the Executive Management Team with assistance from the real estate

consultant began to evaluate the alternatives under this option.

In the evaluation process PowerStream "short listed" and toured existing buildings;
however, these buildings were rejected for the following reasons: insufficient space, non-
contiguous floors, poor access for customers and staff, and lack of a cost advantage.
PowerStream accordingly chose a new building. There were, however, two options that
PowerStream examined: lease and purchase. PowerStream decided to purchase land
and construct its head office because that was the more cost-effective option. The building

cost, including land, was $27.7M.

PowerStream also decided to design the building so as to achieve LEED — Leadership in

Energy and Environmental Design — certification. PowerStream considered it prudent to

2009 EDR Application
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demonstrate the importance of and its commitment to energy conservation while ensuring
an adequate financial return. The official gold-standard certification was received on
September 24, 2008.

MARKHAM TS #4

Capacity planning identified the need for an additional Transformer Station in Markham, in
2009. Two non-transformation and three transformation alternatives were considered.
The non-transformation alternatives were determined to not be viable. The transformation
scenarios were evaluated based on nine factors, including: available property, proximity
to transmission lines, proximity to load growth areas, effects on the natural, cultural and
socio-economic environments and cost. Potential sites were scored based on the nine
factors and a preferred Transformer Station site was identified. The budgeted cost is
$47M with an in-service date of December 2009. Some of the cost is for additional
feeders that will be installed after the 2009 test year. One-half of the cost to the end of
2009 has been included in rate base for 2009.

SERVICE CENTRE

PowerStream plans to consolidate its two existing services centres into a single service
centre in 2010.
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VAUGHAN TRANSFORMER STATION #1 EXPANSION

OVERVIEW

PowerStream's Vaughan Transformer Station #1 ("TS1") is located on Dufferin Street in
Vaughan, on a site that is adjacent to the Parkway Transmission Corridor south of
Highway 407, where it is connected to Hydro One's 230kV transmission lines. One of
PowerStream's predecessors, Hydro Vaughan, commissioned Vaughan TS1 in May
1989 with two 75/125 MVA transformers, 28 kV switchgear, and associated protective
and ancillary equipment. Vaughan TS1 is accordingly a Dual Element Spot Network
("DESN") station; in this station configuration, the loss of a transmission line or a station
transformer will not result in an interruption of downstream customer loads. There were
10 feeder lines emanating from Vaughan TS1 when it was commissioned. Hydro
Vaughan thereafter expanded Vaughan TS1 in 1993 by adding static capacitor banks
and again in 1997 by adding two feeder lines.

PowerStream completed the third expansion of Vaughan TS1 ("TS1E") in 2006. This
project added two 75/125 MVA transformers, 28kV switchgear, and associated
protective and ancillary equipment. Vaughan TS1 thereby became a double DESN
station. The project also involved the construction — ultimately — of 12 distribution feeder
lines on road allowances in Richmond Hill as well as Vaughan. These feeders include
two 28kV tie feeders between Vaughan TS1E and PowerStream's Richmond Hill
Transformer Station #2 ("TS2"). The cost of the project was $30.2M.

NEED FOR EXPANSION

Hydro Vaughan initiated what became the Vaughan TS1E project in 2002 when its load
forecast, which compared its available capacity to its peak demand forecast, indicated

that additional transformation capacity was required for two purposes:
1.  toincrease capacity in its service area to accommodate growth; and

2. torelieve high loading conditions on the existing Vaughan TS2.
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Hydro Vaughan considered and rejected the “do nothing” option. Doing nothing would

result in the loading of its existing three transformer stations above accepted planning

levels, thereby exposing its service area to a significant risk of power outages.

PROJECT ALTERNATIVES

Hydro Vaughan accordingly chose the "do something" option and examined six

alternatives. These alternatives were based on Hydro Vaughan's ability to meet technical

requirements for transmission connection, distribution feeder integration, and scheduled

timelines.

1.

Expand Vaughan TS1: This alternative offered the following benefits: the site was
large enough to accommodate the requisite expansion, the 230kV connection with
Hydro One was available, multiple routes for feeder egress were available, and the
site was proximate to some of Hydro Vaughan's most heavily loaded areas.
Interconnection with Hydro One's protection systems was a potential problem;
however, a similar installation had been successfully energized and was currently in

service in Sarnia.

Expand Vaughan Transformer Station #2: This alternative offered the following
benefits: the 230kV connection with Hydro One was available and the site was also
proximate to Hydro Vaughan's major load centres. There were, however, the
following drawbacks: the need to purchase additional land, although it was available,

and feeder congestion in the area (i.e., additional feeder egress was problematic).

New Transformer Station at Royal Plastics: Royal Plastics was Hydro Vaughan's
largest commercial customer, it was located in the vicinity of the Parkway
Transmission Corridor, and preliminary discussions with it indicated support, in
principle, to allowing Hydro Vaughan to build a TS on its property. These factors
made this alternative attractive. The principal drawback, however, was feeder

congestion in the area.

4. New Transformer Station at Keele/407: This alternative offered the following benefits:

the new site would be proximate to Hydro Vaughan's major load centres, land was
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available, Hydro One's transmission lines were nearby, and there was no feeder
congestion either north or south on Keele Street. There were significant drawbacks,
however, in terms of cost and timing; namely, the need to purchase the land, conduct
a Class Environmental Assessment for Minor Transmission Facilities, and arrange

for connection to Hydro One's transmission lines.

New Transformer Station at Kipling/Teston: This alternative would have provided
PowerStream with much-needed diversity in its 230kV supply from Hydro One
assuming transmission capacity was available. It was not, however, because Hydro
One advised that its transmission lines were fully loaded and were not scheduled for

reinforcement until 2008.

Utilize Capacity from Richmond Hill Hydro: Richmond Hill Hydro (one of
PowerStream's predecessors) had recently completed its second transformer station
— now PowerStream's Richmond Hill TS2 — that would not be fully utilized until 2008.
Markham Hydro (another of PowerStream's predecessors) originally arranged for
positions on four feeder lines emanating from that transformer station but,
subsequently, there were indications that Markham Hydro would exchange those
positions if Richmond Hill Hydro would do likewise with its positions on feeder lines
emanating from Hydro One's Buttonville Transformer Station." It was uncertain at
the time, in other words, that Hydro Vaughan could obtain feeder positions of its own
with Richmond Hill Hydro's second transformer station. Another significant drawback
was the cost of the infrastructure that would be needed to utilize the capacity, if it

were available, and the limited time that the capacity would be available.

Local Generation: Hydro Vaughan had received, at the time, proposals for peak-
shaving generation in the order of 10-200MW. The availability of such generation
would have required, however, back-up transformation and distribution facilities on
Hydro Vaughan's part to provide reliability to its customers. The proposals were
uncertain, moreover, because the proponents seemed to require governmental

assistance that was not then available.

! This station now serves only PowerStream via its 12 distribution feeder lines.
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HYDRO VAUGHAN'S CHOICE

Hydro Vaughan chose the first alternative — an expansion of its Transformer Station #1 —
because it would provide more benefits with fewer drawbacks at the least cost. Hydro
Vaughan planned to install a single 75/125 MVA transformer and six feeder lines with an

in-service date in the spring of 2005.
POWERSTREAM'S ROLE

The formation of PowerStream in 2004 consolidated the distribution capacity and
infrastructure in Markham, Richmond Hill, and Vaughan into a single utility. This
consolidation, in turn, allowed PowerStream to take into account the existing capacity
across its entire service area — Markham, Richmond Hill, and Vaughan at the time — for

capacity planning purposes.

PowerStream concluded that there was sufficient capacity from all sources to offset,
approximately, the equivalent of one year's load growth in Vaughan. At the same time,
though, PowerStream's forecasts of load growth across its entire service area confirmed
Hydro Vaughan's conclusion that capacity relief was still required in Vaughan albeit one

year later.
POWERSTREAM'S ALTERNATIVES

Hydro Vaughan had begun the expansion of what is now Vaughan TS1 before
PowerStream was formed in 2004. PowerStream's alternatives involved timing — keep
the same in-service date (spring of 2005) or delay it — and the expansion's design.
PowerStream reviewed both to determine whether the in-service date could be delayed
by utilizing its existing transformer stations and, in addition, whether the additions were
adequate to meet PowerStream's needs across its entire service area (i.e., Markham

and Richmond Hill as well as Vaughan).

PowerStream considered where new system capacity could be installed having regard to
the fact that Hydro Vaughan's expansion project was the most advanced transformer

station project. Switchgear had already been ordered by Hydro Vaughan, for example,
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the following had been completed: the Class Environmental Assessment for Minor
Transmission Facilities and the System Impact Assessment (IESO). Vaughan TS1 was
sized to become a double DESN station, moreover, in that the 230 kVV connection with
Hydro One could accommodate another DESN station and the site was large enough to

construct it.

PowerStream decided to consider three alternatives that reflected the distribution

capacity and infrastructure across three municipalities rather than one of them alone:

1. No Vaughan TS1 Expansion: This alternative involved the transfer of 20 MVA of
load (approx.) to the feeders from PowerStream's Richmond Hill TS2. This transfer
would be a no-cost exercise; however, it would still leave PowerStream's three
transformer stations in Vaughan, including Vaughan TS1, overloaded by 30 MVA in
2005.

2. Original Vaughan TS1 Expansion: This alternative involved Hydro Vaughan's plan to
expand Vaughan TS1 using a single transformer. While this alternative would add
capacity, it would not defer the in-service dates for new transformation capacity. It
would also fail to meet N-1 security criteria for the transmission-connected load
supplied from the TS. N-1 security means that customer loads will continue to be
supplied even with a “major” network element out of service. At the transformer
station level, N-1 security is achieved by having sufficient redundancy to
accommodate all sources and duration of first contingency outages related to
transmission lines and station transformers. One means to accomplish this is the
DESN station design in which the loss of a transmission line or a station transformer
will not result in an interruption of downstream customer loads. This option would
add more capacity but, on the other hand, it would not comport with PowerStream's

planning criteria of which one is the DESN station design.

3. Vaughan TS1E Project: This alternative would convert the Vaughan TS1 to a double
DESN station and, in addition, it would utilize spare capacity at Richmond Hill TS2 by

means of two 28kV tie feeders between the two transformer stations. It would also
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delay the need for any future transformer station in Markham and Vaughan by one or

two years.
PowerStream chose the third alternative because it allowed for the following:

1. optimal use of existing facilities; that is, fully loading what has already been built

and paid for;

2. additional distribution system tie and backup facilities between transformer

stations; and

3. Dbetter economics in that the net present value of the cost of the third alternative
was $1.6 million lower than the net present value of the cost of the second

alternative.
CAPITAL COST

The capital cost of the Vaughan TS1E project was $30.2M: $12.4M for the cost of
expanding the transformer station (“within the fence”) and $17.8M for the 12 feeder lines.
The following is a breakdown of the $30.2M:

e Design: costs include preliminary and detailed design, approvals
by Hydro One, the IESO, various provincial Ministries

and local government agencies (~$0.55M);

e Major Equipment: transformers, switchgear, protection and control systems
(~$5.75M);
e Other hardware: remaining equipment such as grounding reactors,

insulators, station service transformers, battery system,

capacitor banks and cables (~$0.85M);

e [nstallation: costs include civil construction, electrical construction,

and commissioning (~$3.35);
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162 e Miscellaneous: provincial taxes, construction extras (~$1.9M); and
163 e Distribution feeders:  Costs to integrate the 28kV distribution feeders from the

164 station to the connection points.

2009 EDR Application



© 0O N o o1 b W

10
11
12
13

14

15
16
17

18
19
20
21
22

23

Filed October 10, 2008
PowerStream Inc.
EB-2008-0244

Exhibit B1

Tab 5

Schedule 3

Page 1 of 18

HEAD OFFICE

INTRODUCTION

After the 2004 merger of Hydro Vaughan, Richmond Hill Hydro and Markham Hydro,
PowerStream had the three head offices and three service centres of the predecessor
utilities. The purpose of this evidence is to describe the process that led to the
Company's decision to consolidate the three head office facilities at one location and the
further and subsequent process that led to the decision to construct, own and operate a
new head office at 161 Cityview Boulevard, adjacent to the intersection of Highway 400
and Major Mackenzie Drive in the City of Vaughan. A design/build contract with Belrock
Construction was executed on December 8, 2005. Construction of the new office
building commenced in March 2006 and was completed in December 2007.
PowerStream moved into its new head office on February 2, 2008. The building cost

including the land acquisition was $27.7 million.
THE DECISION TO CONSOLIDATE

When PowerStream was created in May 2004, it had approximately 377 administrative
employees, working in 14 different departments, spread across three head office

locations:

¢ inthe Town of Markham, at the former Markham Hydro building;

¢ inthe Town of Richmond Hill, at the former Richmond Hill Hydro building; and

¢ in the City of Vaughan, at the former Hydro Vaughan building which was shared
with the City of Vaughan and the Vaughan Fire Department.

Key information on these three facilities is shown in Tables 1 to 3.
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Table 1: Facilities Space at Time of Merger

Total Occupied
Location Address Office Warehouse Outside SF
Markham 8100 Warden Ave 49,322 45,100 101,114 195,536
Richmond Hill  |1150 Elgin Mills Rd E 85,845 12,837 46,960 145,642
Vaughan 2800 Rutherford Rd 20,076 15,798 253,790 289,664
Total 155,243 73,735 401,864 630,842
Table 2: Annual Facilities Cost at Time of Merger
Annualized
Location Address Costs
Markham 8100 Warden Ave $1,209,806.00
Richmond Hill  |1150 Elgin Mills Rd E ~ |$1,378,391.00
Vaughan 2800 Rutherford Rd $794,270.00
Total $3,382,467.00
Table 3: Facilities Head Count at Time of Merger
Location Address Office Operations
Markham 8100 Warden Ave 77 56
Richmond Hill 1150 Elgin Mills Rd E 61 31
Vaughan 2800 Rutherford Rd 118 34
Total 256 121

The geographical separation of staff across the City of Vaughan and the Towns of
Markham and Richmond Hill had significant and adverse operational and cultural
consequences, at the employee and departmental level. Operationally, of greatest
concern was that employees belonging to any one department were spread among three
offices. This made intra-department operations, communication and interaction difficult
and inefficient. Work processes, procedures and infrastructure required attention in
three locations with a management workforce in many cases, not located in the same
location as their staff. The decentralized organizational structure was costly and
ineffective in running day-to-day activities. For example, regular and special-purpose
Additionally,

maintaining three separate IT infrastructures was costly and difficult to manage.

meetings required employees to travel among the three locations.
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Geographic separation also meant that PowerStream's Executive Management Team
("EMT") did not have ready access to all of its managers; moreover, the members of the
EMT were all located in one office and were not visible or accessible to employees
headquartered in the other two offices. Finally, it was difficult for the EMT to assist in
developing a cohesive, efficient functioning team when they were separated from a large
portion of the newly merged workforce. From an overall organizational perspective, all
of these factors impaired the development of a new and efficient culture for the merged
entity.

In the summer of 2004, PowerStream’s Board of Directors and its EMT recognized that
they needed to take steps to develop a comprehensive facility plan that would address
the problems created by geographic separation and enable PowerStream to realize the
opportunities arising out of the amalgamation. They also recognized that a decision
would have to be taken with respect to the lease of the Richmond Hill office which was
up for renewal at the end of 2004. In 2004, the occupancy costs for Richmond Hill,
Markham & Vaughan were approximately $3.4 million per annum with a NPV of $38.8
million based on a fifteen year lease. Renewal of the Richmond Hill lease, even for a
short period of time, would limit PowerStream's facility planning options, given that the
building was owned by the Town of Richmond Hill and it was unlikely that the Richmond
Hill building could be expanded to accommodate any degree of inter-office consolidation.
Further complicating the situation was the fact that the Town of Richmond Hill had

expressed some interest in reclaiming the Richmond Hill office building for its own use.

In light of the above, PowerStream's Board of Directors made two decisions. The first,
was a decision to give notice to the Town of Richmond Hill that it was terminating its
lease, effective December 31, 2004, and to relocate the Richmond Hill employees to
PowerStream's two other head office locations. This was a trade-off to temporarily
address the problems of geographic separation while waiting for the outcome of the
Strategic Facility Plan. The second was a decision to issue a Request for Proposal in
connection with the development of a comprehensive "Strategic Facility Plan" for

PowerStream.
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CLOSING THE RICHMOND HILL OFFICE

From September to December 2004, PowerStream relocated 88 staff, including 61
administrative (i.e., head office) staff, from the Richmond Hill office to the Markham and
Vaughan head office locations. The resulting two-office arrangement reduced some of
the problems of geographic separation by facilitating a certain degree of intra-office
consolidation; employees in some, but not all, departments were now located in one
office instead of being spread among three offices. This arrangement was, however, not
without its own set of problems. These included:

e insufficient space in the two head office locations to accommodate the
consolidated workforce; accordingly, employees were required to "double up" in
offices and/or work in unacceptably small offices (30 square feet or less);

¢ insufficient and inadequate meeting facilities as a result of converting meeting
rooms to office space;

e inadequate and insufficient storage and loading capacity as a result of converting
warehouses and loading bays into office space; and

e geographic separation which, although reduced, continued to give rise to
problems of duplication, increased work-related travel and impairment of the
development of a cohesive corporate culture; the return travel time between the

Markham and Vaughan office was about 45 minutes.

In addition to the problems described above were concerns related to PowerStream's
ability to accommodate a growing workforce in the future since the current facilities were
already inadequate. PowerStream expected its customer base to continue to grow at an
average rate of between three and five percent per year. Moreover, PowerStream had
announced its intention to pursue further amalgamations and acquisitions. It was
recognized that these two factors would result in a requirement for more services,

additional employees and, thus, more space.
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DEVELOPMENT OF STRATEGIC FACILITY PLAN

In August, 2004, PowerStream selected LNR Corporation ("LNR"), an independent real

estate advisor, not affiliated with any land developer or landlord, to develop a "Strategic

Facility Plan" that would enable the following corporate objectives:

development of a cohesive and productive post-amalgamation corporate culture;
reduction or elimination of operating and other inefficiencies (and the associated
costs) caused by geographic separation;

realization of the potentials of amalgamation by, inter alia "driving out" new
operational efficiencies;

accommaodation of some degree of future growth of PowerStream's workforce;
improved access to customers and vice versa; and

development and enhancement of PowerStream’s image within in the

community.

LNR was requested to identify and evaluate viable conceptual alternatives to the status

quo of two head offices and two services centres. Specifically, LNR was directed to:

identify the current and future organizational and behavioural dynamics that
would link the work environment strategy to PowerStream’s business objectives
and strategy;

identify and evaluate all viable conceptual "alternatives" to the status quo,

including "lease," "build to own", and "build to lease" options;
identify potential head office and service centre locations (existing buildings and
building sites) within PowerStream’s service territory; and

provide a detailed financial analysis of all viable alternatives.

From September to December 2004, LNR performed the following tasks:

it conducted a visioning session and individual interviews with the EMT in order

to gain a comprehensive understanding of the Company's strategic objectives;
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o |t facilitated focus groups with selected employees identified by PowerStream to
solicit input with regard to the desired work environment;

e it administered a detailed "Client Need Analysis Questionnaire", designed to elicit
additional specific information on the needs of each department;

e |t evaluated current state effectiveness;

o it performed a "needs analysis" in regard to PowerStream’s strategic objectives,
culture, demographics, expectation of future growth and location criteria (i.e.,
proximity to a 400 series highway in order to provide easy access for its
customers and staff and an east and west presence for its two service centres to
meet response time requirements); and

e it evaluated PowerStream's work environment with regard to the number of staff

and departments and future workplace standards.

The end-product of this activity was the preparation of the Strategic Facility Plan (“the
Plan™). The Plan included sections and analysis of the current situation, future needs
and objectives, space planning standards, organizational effectiveness and adjacencies,
service centre needs, growth, current and future cost analysis. The Plan also provided

detailed modelling of relevant conceptual alternatives as further outlined below.

The Plan was supported by comprehensive budgets, market data and space
programming. The Strategic Facility Plan identified two conceptual alternatives to the

status quo:

o Alternative 1: consolidated head office and service centre facility and a

secondary service centre facility; and

o Alternative 2: a head office facility and two service centres at existing or

alternate locations, in the Town of Markham and the City of Vaughan.

Under Alternative 1, PowerStream would relocate its entire staff (i.e., administrative and
service staff) to a new consolidated head office and service centre facility and maintain a
secondary service centre to ensure it could meet minimum response times in its service

territory. This alternative had a net present value of approximately $28,000,000. Under
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Alternative 2, PowerStream would relocate its administrative staff, only, to a new head
office facility and would maintain separate service centres in the City of Vaughan and the
Town of Markham. This alternative had a net present value of approximately
$23,000,000.

Table 4: Comparison of Conceptual Alternatives

Alternative 1 Alternative 2

Standalone head office facility with 2 service
centres at existing (or alternate) locations in
Markham and Vaughan

Consolidated head office and service centre and a
secondary service centre location

NPV $28,000,000 NPV $23,000,000

Both Alternatives 1 and 2 would have enabled PowerStream to consolidate its
operations and accommodate expected growth. A significant disadvantage of
Alternative 1, however, was that the head office commercial was not compatible with the
heavy industrial use of the service centres. Outside storage sites (a requirement for a
service centre facility) were extremely scarce and were generally situated in locations
that would be harder to reach for customers and employees generally, on roadways
more suitable for truck traffic. Even if such a site could be found, investigation revealed
that developers (or in turn PowerStream if they were to own the facility) would consider
development of an office building on such an industrial site to be an undesirable
investment strategy for the reasons identified above. Additionally, industrial and
commercial areas generally have different types of zoning and accommodating both
uses would create a challenge in terms of attaining required municipal approval. Finally,

Alternative 1 was more expensive than Alternative 2 on a net present value basis.

The Strategic Facility Plan was presented to PowerStream’s Board of Directors on
December 15, 2004. The Board authorized PowerStream's EMT to pursue Alternative 2

(a head office and two existing service centres) as the preferred option and directed it to
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commence negotiations with the Town of Markham and the City of Vaughan for long-
term leases of the existing service centres.® The Board also directed LNR to evaluate
the inventory of existing buildings and new building sites that had been included in the
Strategic Facility Plan and develop a short-list of suitable choices. Finally, the
PowerStream’s EMT and Board of Directors directed LNR to develop a "design/build"
Request for Proposal for a new, consolidated head office. This step was taken as a “fail
safe”, in case no existing suitable buildings were available, although this was not a

foregone conclusion.
EXISTING BUILDING VS. NEW BUILDING

In accordance with the directions received from PowerStream's Board of Directors, LNR
screened the inventory of available existing buildings and new building sites against a
set of criteria that included: space adequate to accommodate a building that would
house 270 employees, appropriate access for customers and employees and a

purchase price that falls within the budgetary limits established in the Strategic Plan.

LNR short-listed three existing and proposed office buildings that could accommodate a
new head office. Upon further examination, the EMT concluded that none of these met
PowerStream's objectives and requirements for a consolidated head office. Specifically,
none of the buildings offered a cost advantage relative to a purpose-built facility, and
moreover, none had the necessary combination of adequate space for current and future
requirements, contiguous floors and acceptable accessibility for customers and
employees. Several of the buildings would have required co-tenancy with other
companies which would have impaired the development of a PowerStream “culture” for
the newly formed entity. An evaluation process was undertaken to ensure that all
prospective options, even those with potential drawbacks, were thoroughly considered
and analyzed to determine viability.

! The Town of Markham completed their own Long-term Facility Plan and subsequent to PowerStream’s
decision to maintain its two existing service centres, the Town of Markham received a third-party offer to
lease the service centre location. The offer the Town received was considerably higher than the lease
payments PowerStream was paying. As a result, PowerStream’s lease at the Markham site was not
renewed and the company began its search for an alternative operations center.
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As part of its investigation of existing building options, PowerStream also examined the
possibility of expanding its Town of Markham facility. Upon review, however, it was
concluded that an expansion was not economically feasible because the building was
designed in such a way that expansion was not practical and would offer no cost
advantage. Temporary facilities would have to be leased during the construction phase
of the project in order to accommodate the administrative and operations staff at the
Markham location. Additional costs associated with moving and accessing a new
location would reduce any savings that may have been achieved through the expansion
of the existing site.  Moreover, expanding the building would have required demolition
of the existing building, creating a development site. The market price of such site would
not have resulted in any significant cost advantage compared to the development of a
purpose-built facility. Finally, the facility was owned by the Town of Markham which was
not eager to redevelop the site for PowerStream’s exclusive use as the Town was

anticipating increasing its own use of the site.

In the result, the EMT concluded that none of the "existing building" options were
acceptable. On January 26, 2005, the EMT directed LNR to identify a list of available
development sites that could be leased or purchased by PowerStream. The EMT also
directed LNR to administer a general Request for Proposal on the basis of
PowerStream’s office requirements as developed in the Strategic Facility Plan. The
objective of the RFP was to solicit both pricing and design concepts from prospective

design builders.
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ACQUISITION OF LAND

Two viable development sites were short-listed, Vaughan 400 Business Park and the
Cityview location. The two sites were each evaluated on the basis of price, size, shape,
potential ability to accommodate future expansion and accessibility. The Vaughan 400
Business Park site was rectangular in shape with limited options for siting the building. It
was marginally acceptable in size, but would not be able to accommodate future
expansion. Moreover, there was no direct access to the 400 series highways or public
transit access on the street. The Cityview site could accommodate multiple siting
options and future parking or expansion. It provided accessibility to the 400 series
highways and Vaughan transit service on the street. The site was well located for both
customers and employees. The cost of acquiring the Cityview site compared favourably
to all other alternatives. =~ Comparable locations had a market value of approximately

$1,000,000 per acre, about 20% greater than the negotiated price for the Cityview site.

PowerStream proceeded to negotiate with the owner of the subdivision, History Hill, for
the acquisition of approximately six acres of land, which was deemed to be an
appropriate size based upon previously defined criteria and specifications. Although six
acres of land was optimal to accommodate 92,000 square feet of office with associated
parking, ultimately a purchase agreement of four acres was negotiated at $825,000 per
acre. Through an agreement with the City of Vaughan, PowerStream was able to obtain
an easement with respect to the adjacent land to the south of the purchased acreage
which incorporates a storm water management pond. This gave PowerStream the

additional site area required for the building.

It was presumed that if the site was acquired, a design/build contractor would ultimately
be engaged to construct the building and once completed, PowerStream or its
shareholders could decide whether to retain ownership of the building or sell it to a
professional landlord/investor and lease it back. The design/build estimate along with
the anticipated purchase price of the land justified, in all financial respects, that this
transaction could be accomplished well within the parameters of market leasing or

purchase values.
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249  Table 5 outlines the comparative analysis done to evaluate the options between market
250 leasing of existing space versus constructing a specific purpose building. The analysis
251 considered land and building costs in isolation of all other occupancy costs which would

252  Dbeincurred under either scenario.

253 Table 5: Comparative Analysis of Purchase and Market Options
Options Note | Annual Cost Total
Base Case
Original 2004 Lease costs escalated for inflation 3,607,000

Proposed Option

A. New head office building lease 1 1,856,976
Maintenance 920,000
Lease for service centres in Markham & Vaughan 1,000,000 3,776,976
B. New head office building purchase 2 2,103,000
Maintenance 920,000
Lease of service centres in Markham & Vaughan 1,000,000 4,023,000

Market Option

Lease of existing building @ $30.18 PSF 2,776,560

254 Lease of service centres in Markham & Vaughan 1,000,000 3,776,560

1. Assumptions: Space of 92,000 square feet, price of $23,212,200 and lease rate 8%

2. Assumptions: Depreciation at a rate of 25 years, cost of capital 7.20% and purchase price of
$23,212,200. Regulatory rates of return and debt are based on regulated rates at the time of
analysis which was completed in 2004.

255
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NEW BUILDING

Size and Configuration

The original concept assumed 72,000 square foot building which would accommodate
approximately 213 staff. In February and March 2005, at meetings with the Board of
Directors and Building Committee, it was determined that the building capacity should be
increased to 270 staff, to accommodate an increased estimate for required space and
allowing for some future projected growth. In addition, it was determined that the control
room function, (approximately 4,000 square feet) should be consolidated and located in
the head office. Existing control room functions were split between the Vaughan and
Markham locations. Each of these sites would have required extensive renovation, and
it was not clear whether they would be available to PowerStream over the long term. In
the result, the space specification for the new building was increased from 72,000 to

approximately 92,000 square feet.

Space benchmarks were reviewed to ensure that the building was sized appropriately to
industry standards. Based on information received from The International Facility
Management Association (“IFMA”), the average gross square foot per occupant is 396
and the average usable square foot per occupant is 318. PowerStream’s new head
office gross area is approximately 92,000 square feet with 80,000 square feet of usable
area. Based on 2008 office head count of 250 employees the gross square footage per
employee is 368, below the IFMA average. The usable square footage per employee is
320, at the industry average. The building is designed to accommodate 270 staff.
Based on the designed capacity the gross area per employee is 341 and the usable area
per employee is 296, both well below the IFMA average. Further refining the space by
industry type the average gross square footage per occupant for utilities is 425 and the
usable square footage per occupant is 342. PowerStream is well below the benchmarks
identified. Table 7 & 8 below summarize PowerStream’s area per employee.
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Table 7: Gross Square Footage per Employee

Square Footage per

Gross Area Headcount Employee
Pre-merger 155,243 256 606
Head Office Actual 92,000 250 368
Head Office Programmed Capacity 92,000 270 341

Table 8: Useable Square Footage per Employee

Square Footage per

Usable Area Headcount Employee
Head Office Actual 80,000 250 320
Head Office Programmed Capacity 80,000 270 296

Design/Build RFP

A design/build RFP was issued in March 2005 to five proponents and the conclusion
was brought to the April 2005 Board Meeting. An amendment to the RFP was issued to
incorporate the possibility of constructing to a “Leadership in Energy and Environmental
Design (LEED)” standard. Each response to the RFP was evaluated in detail on the
basis of cost, design and specification. A decision on the design/build RFP was made at
the June 2005 Board Meeting based on a detailed decision matrix.

LEED

During the design/build RFP process it was determined that consideration for a LEED
building should be added to the specification. In order to attain LEED certification,
PowerStream would have to construct its new head office in accordance with five main
environmental categories which included site sustainability, water efficiency, energy and
atmosphere, materials and resources, and indoor environmental quality. The decision to
pursue LEED certification was made for a number of reasons. Most new office buildings
slated for construction were incorporating LEED and there was a concern that by not
doing so the value of the new building would be impaired. As a leading utility in Ontario

and good community citizen, setting an example by complying with the highest possible
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environmental standards while remaining within reasonable cost parameters was

considered justified.

All design/build RFP responses included a premium to construct a LEED facility.
Working with Enermodal (a LEED consultant), a detailed LEED scorecard was prepared
to determine what points should be pursued. All items were evaluated on the basis of
environmental impact and cost/payback period. Items deemed too expensive or with too
long a payback period were eliminated. Other items were pursued and monitored by
LNR and the LEED consultant. This was presented to the Board and authorized in June
2005. The LEED Plan as implemented anticipated that the majority of LEED related

items would be cost justified with a payback period of seven years or less.
Financial Analysis: Lease versus Own

In 2005 PowerStream’s EMT began evaluating “build-to-lease” versus “build-to-own”
options. The build—to-lease option would require PowerStream to purchase land and
enter into an agreement with a third party, who would construct and own the building and
lease it back to PowerStream for an extended period of time. A sub-set of the build-to-
lease option was Municipal ownership. The Board of Directors and Shareholders
decided to explore the option of Municipal ownership rather than 3™ party ownership with
lease arrangements to PowerStream. Further evaluation of this option revealed that it
was not viable since it would be complex to administer and would likely require the

creation of another holding company.

Based on the NPV analysis performed and the evaluation of all the financing options, in
September 2006 it was decided to proceed with the “build-to-own” option. Table 6 below

shows the NPV comparison of lease versus own.
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Table 6: Net Present Value Analysis

Option Net Present Value
Build to Lease $30,173,538
Build to Own $22,131,759

FURNISHINGS, FIXTURES AND INFRASTRUCTURE

After the decision was made to consolidate the administrative functions to a new head
office, it was necessary to review PowerStream’s requirements for furniture, a telephone
system, and a data network. Management’s review and decisions on these three issues

are discussed below:
Furniture

Although PowerStream had made a decision to relocate administrative staff to a new
corporate head office, the 2800 Rutherford Road and 8100 Warden Avenue sites would
continue to be utilized as operations centres. A review of the existing furniture
concluded that many items could be retained for an operating centre environment where
staff divides their time between the office and the field. Few items met the modern
ergonomic needs of an administrative office where staff spend most of their time at

desks, often in front of computer screens, or in meeting rooms.

It was decided that furniture that was specialized in nature such as filing cabinets and
fire-proof vaults would be relocated to the new head office building. However, most of

the furniture for the head office would need to be replaced.
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The vendor for the new head office furniture was selected through a competitive bid
process. HOK Canada, an interior design company assisted PowerStream in this

process. A budget of $2.6M was established for the new furniture.

In May 2006, a request for information (RFI) was sent to furniture manufacturers and
suppliers that were known to be reputable. This RFI outlined PowerStream’s
requirements and asked for the vendors to provide company information, service

capabilities, ergonomic approach, environmental approach and references.

Eight companies responded to the RFI: Alsteel, Global, Haworth, Herman Miller,
Inscape, Knoll, Steelcase and Teknion. The companies were evaluated based on the
prequalification criteria and the vendors were “shortlisted” to: Haworth, Herman Miller,

Steelcase and Teknion.

A staff team visited local sites where the short-listed vendors had supplied furniture. The
short-listed vendors also set up sample workstations using the furniture that was

proposed for PowerStream.

After reviewing the pricing offered by the four vendors, it was decided to split the order
between Steelcase and Teknion. The cost of furniture was $3,500,000. The budget was
exceeded by $834,000. The principal cause for this overage was a decision to furnish
areas that would accommodate future increases in PowerStream'’s staffing complement.
Approximately 50 additional workstations were purchased. In the long run this will
ensure consistency in design, quality and appearance. Moreover, the original interior
design offered very little privacy to office areas based on the glass office fronts designed
to meet LEED requirements. Privacy walls were added to improve the overall privacy of
the offices. Items such as Room Wizard (a meeting room booking tool), Smart Boards,
extra chairs, shelving, dry erase whiteboards were added to improve the functionality of

meeting rooms, offices and the common work areas.
Telephone

The existing telephone system at the Rutherford Road and Warden Avenue sites was

Nortel technology originally introduced in 1976 and upgraded in 1991. The upgrades
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provided modern features such as voice recognition, integrated fax and voice messaging
from the desktop. The system itself however, was based on older underlying technology
and could not be leveraged to provide the level of flexibility and scalability offered by
more current systems. Management considered a number of potential solutions
including moving the existing systems to the new building, implementing a net new Plain
Old Telephone System (POTS), a mix of Voice over Internet Protocol (VolP) and POTS

or moving to a more current VolP system.

VolIP technology offers a number of advantages including lower cost, ease of cabling,

use of a single network, fewer hardware components and better security.

In the evaluation process three manufacturers were initially considered and they offered
five technology solutions. Potential vendors were also assessed. Vendors considered
and/or contacted were Bell, Telus, Brant Tel, Sygnal and FCI. After further screening
and based on references or past performance, the list of vendors was short-listed to two.
Brant Tel and Telus were invited to respond to PowerStream’s telephone requirements
as outlined in a Request for Information (RFI). Brant Tel's “Avaya” system was selected
as it offered lower cost, greater functionality, a broader range of products and a better

warranty.

The budget for the phone system, including changing the equipment at the two operating
centres was $855,000. The actual installation cost $711,000.

Data Network

After PowerStream was formed and staff was relocated to the Rutherford Road or
Warden locations this resulted in two separately designed data networks (Nortel and
Cisco systems) with separate hardware and design standards. The system was also not
suited to the continually increasing volume of voice and data traffic. The decision to
consolidate to a new head office exacerbated the need to look at system upgrades. A
budget of $645,000 was established for the head office data network that would link the

two operations centres.
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A design was developed to re-use the existing equipment, where possible, at the two
operation centres. This was feasible given the lower staff and hardware requirement of
these locations and would ensure that the head office and the devices required to
connect the operations centres were both up to date and adaptable to technology

change.

Management determined that the Cisco hardware was optimal based on the high level of
in-house knowledge of the hardware. Cisco is the current market leader in network
technology that offer fully featured enterprise solutions that match PowerStream’s

requirements.

A RFP was issued to IBM, Bell and Telus and after further clarification to vendor
inquiries bids were submitted by Bell and Telus. The Telus bid was excluded since it did

not meet RFP requirements. The total cost of the installation was $538,000.
CONCLUSION

Overall, PowerStream is confident that the new head office facility will provide greater
future efficiencies to its ratepayers than operating two separate administrative locations.
Moreover, the consolidation of the administrative offices will also reduce inefficiencies
caused by geographic separation and assist with developing a team culture within the
organization which in turn will result in a higher standard of service quality to the

PowerStream customer.
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MARKHAM TRANSFORMER STATION #4

OVERVIEW

PowerStream embarked on the design and construction of Markham Transformer
Station #4 ("TS4") in December 2006. Markham TS4 will be located in an industrial area
southwest of the intersection of Rodick Road and Yorktech Drive — north of Highway 407
— in Markham with access from Addiscott Court. The site is proximate to Hydro One's

230KV transmission lines in the Parkway-to-Buttonville corridor.

Markham TS4 will comprise two 75/125MVA power transformers, 28kV switchgear, and
associated protective and ancillary equipment. Markham TS4 will be a Dual Element
Spot Network ("DESN") station; in this station configuration, the loss of a transmission
line or a station transformer will not result in an interruption to downstream customer
loads. The project also involves the installation of 12 distribution feeder lines over time
on road allowances in Markham; however, complete feeder integration — to deliver
ultimate capacity to the distribution system — will not occur until 2012. The total cost of
the project is estimated to be $47M. The in-service date is scheduled for December
2009.

NEED

PowerStream performs annual load forecasts to project the peak demand needs and
compares these to the available capacity. This comparison is based on PowerStream’s
approved planning limits for both feeder and transformer station loading. The year in
which the forecasted peak demand exceeds the available planning capacity is when new

transformation and distribution facilities are required.

PowerStream completed a comprehensive peak load forecast for the three southern
municipalities — Markham, Richmond Hill, and Vaughan — in its service area in March

2006." The forecast included a 5% reduction of demand due to conservation and

! The northern municipality — Aurora — is primarily served at 44 kV via positions on four of Hydro
One's feeders emanating from its Armitage Transformer Station in Newmarket.
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demand management ("CDM") programs and was based on a hot 1-in-10 year summer

weather scenario. It was also predicated on PowerStream's existing transformer stations

operating within their respective 10-day limited time ratings and Hydro One's feeders

operating at their planning limits. The system coincident peak load forecast for 2009 was
1,576MW compared to available capacity of 1,591MW in 2009 for the three southern

municipalities.?

The difference between the two was accordingly de minimus, thereby

demonstrating the need for more transformation capacity, and so PowerStream

undertook a Transformer Station Needs Assessment Study ("TSNA Study") that was

completed in June 2006. A breakdown of transformation capacity is provided in the table

below.

Municipality

Richmond Hill

Station

TS1

Capacity (MVA)

2 X75/100/125

Planned Capacity
(MVA)

170 MVA

Richmond Hill

TS2

2 x 50/67/83

112 MVA

Vaughan

TS1
TS2
TS3
TS1E

2 X75/100/125

170 MVA
170 MVA
170 MVA
170 MVA

Markham

TS1

2 x50/67/83

90 MVA

Markham

TS2
TS3
TS3E

2 x 50/67/83

112 MVA
112 MVA
112 MVA

Hydro One Feeds

Finch
Fairchild
Woodbridge
Kleinberg
Agincourt
Leslie

2 fdrs
3 fdrs
4 fdrs
2 fdrs
1 fdrs
2 fdrs

30 MVA
45 MVA
60 MVA
30 MVA
15 MVA
30 MVA

Hydro One
Complete Stations

Buttonville

170 MVA

1,768 MVA
(1,591 MW)

2The capacity planning for a transformer station is done in MVA based on ratings for equipment.
Billing and forecasting are done in MW. The MVA value was converted to an MW value using a

power factor of 0.9 for planning purposes.
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PowerStream's TSNA Study reflects the requirements of the Class Environment

Assessment for Minor Transmission Facilities ("Class EA").® Such a study typically

performs the following tasks:

Documents “the need” and establishes where the system will become inadequate

by examining the difference between future system capability and future loads;
Examines the transmission capabilities within the service area;

Assesses the environmental process with respect to potential sites;

Develops and assesses alternatives for future system facilities;

Looks for an optimum mix of growth and potential transmission connectivity;

Determines a preferred course of direction for constructing transformation

capacity;

Prepares and agrees on a course of action including any actions with Hydro One;

and

Recommends a course of action to acquire land for new stations if the preferred

direction indicates this as the best option.

POTENTIAL OPTIONS

Potential options to provide additional transformation must represent technically feasible

methods to overcome or defer the deficit between existing capacity and future load

requirements. The following constraints must be considered when developing potential

options:

the availability of adequate 230kV transmission supply;
the availability of land, preferably close to the area of expected load growth, and

adjacent or near existing 230 kV transmission lines; and

® The current version is Revision 6 approved by Order-in Council No. 1173/92 dated April 23,

1992.
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the suitability of the option based on the Class EA, including an Environmental

Study Report ("ESR")and the consequential public and stakeholder involvement.*

The first option was the "do nothing" option. This option would result in deteriorating

service quality and would constrain PowerStream's ability to reliably service new load.

PowerStream accordingly rejected it and considered 10 other potential options: four

were "Hydro One Based Solutions" and six were "PowerStream Based Solutions."

PowerStream also examined conservation and local generation as "Alternative Energy

Solutions."

Hydro One Based Solutions

The following were the four Hydro One based solutions that were examined in the TSNA

Study.

Extend 230kV Line North (Underground) from Buttonville: The controversy
stemming from the York Region Supply Study's proposal to extend Hydro One's
transmission line north from its Buttonville Transformer Station to its Armitage
Transformer Station in Newmarket ruled out an overhead line. The Ontario
Power Authority had rejected a variation of this option — extend the line to a
potential transformer station in Gormley — as a short-term solution to the supply
problem in the event new generation could not readily support load growth.
PowerStream accordingly considered an alternative: a 230kV underground
transmission line to an as-yet unidentified site in northern Markham or Richmond
Hill subject to examining the following: ownership, transmission line design, line

tap design, construction, and site location.

Additional Hydro One 28kV Feeders: PowerStream had positions on two existing
feeders from Hydro One's Kleinburg Transformer Station. These feeders could
be loaded once PowerStream constructed distribution lines and installed

switches in order to access the additional capacity; otherwise, the capacity would

*An exception exists for an existing transformer station with room for expansion that was
previously the subject of a Class EA ie new sites require an EA.
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displace capacity from another transformer station. PowerStream planned to do
so by 2009, however, and so it included supply from these two feeders in the
load forecast starting in 2009. This option was discarded because there were no
additional feeder positions, beyond the existing two from Kleinberg, available to

PowerStream.

Buttonville Expansion: The site of Hydro One's Buttonville Transformer Station
had room for a second DESN-size station. Hydro One would not allow
PowerStream to construct its own station on the site, though, and so this option

would have Hydro One do so for PowerStream's account.

Additional 230kV Lines: Hydro One had space in two sections of the
Woodbridge-to-Parkway corridor where an additional 230kV transmission line
could be constructed and, if so, where a new transformer station could be
connected to the new circuits. One was between Hydro One's Woodbridge
Transformer Station and PowerStream's Vaughan TS1. The other section was
between PowerStream's Richmond Hill TS2 and Hydro One's Parkway
Transformer Station.  There were two significant drawbacks to this option,
however, and so PowerStream discarded it. One was timing; it was unlikely that
the time required to obtain the requisite approvals and to construct the lines
would comport with PowerStream's need for a solution by 2009. The other
drawback was cost; a double circuit 230kV transmission line would cost $1.3 -
$1.6M/km to construct, which would be recovered by Hydro One in its connection
charges, in addition to the cost of PowerStream's transformer station and

distribution feeder lines.

PowerStream Based Solutions

The following were the six PowerStream based solutions that were examined in the
TSNA Study.

Expand Markham TS1: The site of this station could not accommodate the

construction of a second DESN-type station. This option was discarded.
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Expand Markham TS2: This was an attractive option. The site could
accommodate the construction of a second DESN-type station, thereby avoiding
land acquisition costs, and a Class EA would not be required. An expansion
would also be consistent with surrounding land usage. One drawback was likely
feeder congestion that would require the construction of additional 28kV feeder
lines at significant cost. The TSNA Study nevertheless recommended that this
option be reserved for future use (beyond 2015) unless no other option was

available.

New Station at Rodick Road/Miller Avenue: This option was a site that Markham
Hydro (one of PowerStream's predecessors) identified in 1989 when planning for
its second transformer station. The site was located in an industrial area, was
proximate to Hydro One's 230kV transmission lines in its Parkway-to-Buttonville
corridor, and had good vehicular and feeder egress access via municipal
roadways. A station would be consistent with surrounding land use, although
acquisition of the site — or another site in close proximity — was not certain, and a

Class EA would be required.

New Station on Ninth Line near Highway 407: The site was proximate to Hydro
One's 230 kV transmission lines; however, it was already leased on a long-term
basis for use as a golf course. Land acquisition was accordingly problematic

and, if acquired, a Class EA would be required.

New Station in Leslie and Highway 407 Area: The site would be located in the
southwest quadrant of the Leslie Street/Highway 407Interchange area supplied
by Hydro One's Parkway-to-Buttonville corridor to the east. Land acquisition was

uncertain, however, and a Class EA would be required if this site was available.

New Station at Unidentified Site:  This option would involve retaining a realtor to
investigate site availability from Hydro One's Parkway Transformer Station to the

site of the Leslie and Highway 407 area option.
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Alternative Energy Solutions

PowerStream examined conservation and local generation. Neither were viable options,

for the reasons set out below.

Conservation:  This option is part of PowerStream’s strategy for longer range
management of load growth. The load forecast in the next decade includes the impact
of conservation programs (typical unit load growth expectations have been reduced by
5% to compensate for increased customer awareness and participation in conservation
activities). Aggressive CDM programs could not, however, overcome the deficit in the

capacity compared to peak load in 2009.

Local Generation: Markham District Energy Inc. ("MDE") planned to construct a gas-
fired, SMW combined heat and power facility — at the time of the TSNA Study — that
would be located near the intersection of Warden Avenue and Highway 407.° This
facility would supply electricity to PowerStream's distribution system and thermal energy
to heat and cool buildings in Markham Centre.® MDE planned to construct three more
facilities, over a 10-year period, and the four together would supply a total of 27MW.
This timeline and limited capacity impact did not comport with PowerStream's needs,

however, and so this option was discarded.
COMPARISON OF OPTIONS

The TSNA Study shortlisted six viable options — the first and the third Hydro One options
and the second through the fifth PowerStream options — for comparison based on the

following factors:’

° availability of an 80 m X 100 m (approx.) site — 0.8 hectares (two acres) — and a

willing vendor;

° MDE was then, and still is, wholly owned by the Town of Markham.

® MDE's website describes Markham Centre as "Markham's new smart growth downtown" in a
planning area of nearly 1,000 acres that ultimately would be home to over 25,000 residents and
17,000 employees.

" The sixth PowerStream option was excluded because it was not site-specific at the time.
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165 o economics based on capital cost, OM&A expenses, and line losses;
166 o proximity to growth areas because fully loaded 28 kV distribution feeder lines are
167 typically no longer than 6-10 km;
168 e access to existing 230 kV transmission lines;
169 e access to future transmission lines;
170 o transmission diversity by balancing the number of stations on the nine existing
171 230kV circuits that supply transformer stations — Hydro One's as well as
172 PowerStream's — within PowerStream's service area or by increasing the number
173 of available 230KV circuits.
174 o feasibility of transporting major equipment by road;

175 e an ESR as required; and

176

public opinion.

177 It was premature, at the time of the TSNA Study, to determine the comparable effects of
178 all factors on all options; for example, public opinion was unknown for all six options.
179  The TSNA Study indicated that some options were better than others but, nevertheless it

180 concluded that all six options were viable and should be examined further.

181 The TSNA Study was presented to PowerStream's Executive Management Team
182  ("EMT") in June 2006.% The EMT gave its approval for the work required to examine the

183  six options in detail and to recommend a preferred option.

184  PowerStream examined the Hydro One options and discarded them for the following

185 reasons:

® Presentations were also made to staff at the Town of Markham (August 2006), Hydro One
(September 2006), the Ontario Power Authority (October 2006), staff at the City of Vaughan
(October 2006), and staff at the Town of Richmond Hill (December 2006).
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) Extend 230kV Line North (Underground) from Buttonville: PowerStream
discarded this option because the timing required to determine ownership of the
lines, to determine the design of the line, and to construct the transmission line

plus finding a suitable site would not comport with the required in-service date.

° Buttonville Expansion: PowerStream discarded this option. Hydro One's
expansion of its Buttonville Transformer Station for PowerStream's account,
unlike a new or expanded PowerStream station, would not enhance
PowerStream's operating control of its distribution system. The other reason
was that having Hydro One construct the station would be contrary to

PowerStream's policy of owning and operating its own transformer stations.

PowerStream examined the PowerStream options and, in the process, retained the
second option notwithstanding the TSNA Study's recommendation to reserve an
expansion of Markham TS2 for future use (beyond 2015). PowerStream's examination
of the third option — "New Station at Rodick Road/Miller Avenue" — led to the selection of
three sites for a comparative evaluation (see below). Its examination of the fourth option
— "New Station on Ninth Line near Highway 407" — led to the conclusion that the site
would not be available due to the long-term lease by the existing user. Its examination of
the fifth option — "New Station in Leslie and Highway 407 Area" — revealed that no site
would be available. The Ministry of Transportation had reserved the land in the area for
transitway purposes vis-a-vis Highway 407 corridor. This option was accordingly

discarded.

PowerStream then conducted a comparative evaluation of the following four sites:

° Site 1 — Rodick Road/Yorktech Drive (801 Rodick Road) owned by Landport

Developments Inc.;

° Site 2 — Rodick Road/Yorktech Drive (access from Rodick Road) owned by
1127713 Ontario Inc.;

° Site 3 — Rodick Road/Highway 407 (access from Addiscott Crescent after

severance) owned by Atlas Corporation; and
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° Site 4 — PowerStream's Markham TS2 (7970 Highway 48) near Markham
Road/Highway 407.

PREFERRED OPTION

PowerStream applied the following set of technical, environmental and socio-economic

factors to select the preferred site:

¢ availability of property (presence of a willing seller);

e proximity to transmission lines and tap line connection requirements;

e proximity to load growth areas;

¢ length and location of associated distribution (feeder egress) lines;

e proximity to area residences;

o effects on natural environment;

e effects on socio-economic environment;

o effects on cultural heritage environment (e.g., archaeological potential);
e technical and maintenance considerations; and

e costs.

Each site was rated under these factors. The “most preferred” rating was 5. The “least
preferred” rating was 1. Sites were then ranked by totalling the rating scores assigned to
each factor. The site with the highest numerical score was considered to be ranked #1
and, therefore, considered the preferred site for Markham TS4. The detailed evaluation

and comparison of the four sites is presented on pages 13 to 21 of this schedule.®

The preferred site was Site 3; it is located southwest of the intersection of Rodick Road
and Yorktech Drive — north of Highway 407 — in Markham with access from Addiscott
Court. Site 3 was rated best in three of the 10 factors and second in three of the other
seven factors; moreover, it was not rated the lowest in any of the 10 factors. Site 3 has
better soil characteristics than the closely-ranked Sites 1 and 2 or, put another way,

those two sites may have unsuitable soil characteristics that would require the removal

® Site 4 was evaluated on the basis of the area available to expand Markham TS2.
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of unsuitable soil, at significant cost, and the replacement of it with suitable soil, as well

additional engineering and environmental investigations (e.g., foundation design)."
PROJECT STATUS

The project to construct Markham TS4 began when PowerStream issued a request for
proposals — an RFP — for engineering services in December 2006. Powerstream has
conditionally purchased Site 3." and has placed an order for the two 75/125 MVA power
transformers and the 28kV switchgear. The site layout and preliminary design have
been substantially completed and the design of the protection and control systems is

nearing completion.

PowerStream is also nearing completion of the Class EA documentation, including the
ESR, and in this regard PowerStream has hosted two public information centre ("PIC") in
which the public was invited to participate. Power Stream hosted PIC #1 in June 2007 to
introduce the project to the public: the need for the new station, the study area, and the
selection criteria. PowerStream hosted PIC #2 in July and August 2008 to provide the

public with information on the preferred site.

PowerStream filed an application with the Independent Electricity System Operator
("IESO") on June 23, 2008. This application commenced the Connection Assessment
and Approval ("CAA") process; that is, a System Impact Assessment by the IESO and a

Customer Impact Assessment by Hydro One.

PowerStream needs to complete the following work by the following dates in order to

achieve an in-service date of December 2009:

° complete the EA Class, including the ESR, by October 2008;

1% "A level, well-drained area with good soil bearing characteristics is desirable for the station site"
SCIass EA at p. 4-7).

' The conditions pertain to the authorizations — local, provincial, and regional — that
PowerStream requires to construct Markham TS4, the easements that PowerStream requires for
vehicular access to the site and for feeder egress lines, and the easements that Hydro One
requires for 230kV connection lines.
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° design the 230kV tap connection and obtain Hydro One's approval of it by

November 2008;

° secure contracts for civil construction and electrical installation by December
2008;

° obtain approval of the site plan from the Town of Markham by December 2008;

° construct the tap connection by July 2009;

° procure the remaining equipment in September 2009 ;

° design and construct the initial four distribution feeder lines by November 2009;
and

° commission the station by December 2009.

CAPITAL COST

The capital cost of Markham TS#4 is estimated at $47 million with $21.5 million to be
spent in 2009. The remainder will be spent as new feeders are installed to serve the

load as it develops.

Design: costs include preliminary and detailed design, approvals by
Hydro One, the IESO, various provincial Ministries and

local government agencies;

Major Equipment: transformers, switchgear, protection and control systems;

Other Hardware: remaining equipment such as grounding reactors,
insulators, station service transformers, battery system,

capacitor banks, and cables;

Installation: costs include civil construction, electrical construction, and

commissioning; and
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Miscellaneous:

provincial taxes, construction extras.
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FACTOR

SITE 1
Rodick Road/ Yorktech Drive
(801 Rodick Road)

SITE 2

Rodick Road / Yorktech Drive

SITE 3
Rodick Road / Highway
407

SITE 4
Markham

Road/Highway 407

Availability of property
(willing seller)

Property owner is prepared to
sell or enter long term lease for
entire property (5 ha), but is not
willing sell or lease portion of
property needed for transform
station (TS) (approximately 1
hectare). Owner insists that
purchase/lease agreement
include whole property (5
hectare).

Property owner is willing to
hold long term lease or sell
entire property.

Property owner is
willing to sever the
property and sell a
parcel (1 ha) required to
accommodate the TS.

Willing seller is
not a factor as
PowerStream is
the owner of the
subject lands.

1

4

4

5

Proximity to transmission
line and tap line
connection requirements

Transmission line is in close
proximity to the site
(approximately 80 m) and can be
directly connected through an
overhead tap line supported by 1
steel lattice tower.

Transmission line is in
close proximity
(approximately 300 m) to
the site and can be directly
connected through an
overhead tap line spanning
the floodplain of Beaver

Transmission line is in
close proximity
(approximately 300 m)
to the site and can be
directly connected
through an overhead
tap line spanning

Transmission line
is in close
proximity to the
site. Power
connection would
be achieved from
tapping into the

Creek, supported by 2 Beaver Creek and its existing A.M.
towers. One of the towers floodplain. Tap line Walker
would need to be located in would be supported by Transformer
the floodplain of Beaver 2 towers that are to be Station on the
Creek. located outside the property.
floodplain/valley feature
associated with Beaver
Creek.
4 3 3 4

2009 EDR Application
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FACTOR

SITE 1
Rodick Road/ Yorktech Drive
(801 Rodick Road)

SITE 2
Rodick Road / Yorktech Drive

SITE 3
Rodick Road / Highway
407

SITE 4
Markham
Road/Highway 407

Proximity to load growth
areas

Site is optimal to service primary
growth area (Central - Town of
Markham) and minimizes extent
of distribution lines required.

e Site is optimal to service

primary growth area
(Central - Town of
Markham) and minimizes
extent of distribution lines
required.

Site is optimal to service
primary growth area
(Central - Town of
Markham) and
minimizes extent of
distribution lines
required.

Site is adequate
to service primary
growth area
(Central - Town of
Markham).
Disadvantage -
extensive feeder
distribution lines
are required to
service growth
area.




288

Filed: October 10, 2008

PowerStream Inc.
EB-2008-0244
Exhibit B1

Tab 5

Schedule 4

Page 16 of 22

FACTOR

SITE 1
Rodick Road/ Yorktech Drive
(801 Rodick Road)

SITE 2
Rodick Road / Yorktech Drive

SITE 3
Rodick Road / Highway
407

SITE 4
Markham

Road/Highway 407

Length and location of
associated distribution
(feeder egress) lines

An estimated 20.6 Km of
overhead distribution feeder lines
are required.

An estimated 1.5 Km of
underground distribution feeder
lines are required.

Overhead lines are routed along
Rodick Road, Miller Avenue,
Woodbine Avenue and Highway
7 corridors with abutting land use
primarily commercial/industrial.

e An estimated 20.6 Km of

overhead distribution
feeder lines are required.

e An estimated 1.5 Km of

underground distribution
feeder lines are required.

e  Overhead lines routes are

the same as Site 1.

An estimated 19.6 Km
of overhead distribution
feeder lines are
required.

An estimated 1.9 Km of
underground distribution
feeder lines are
required.

Overhead lines are
routed along Rodick
and Woodbine Avenue
corridors with abutting
land use primarily
commercial/industrial.

An estimated 38.1
Km of overhead
distribution feeder
lines are required.
An estimated 9.5
Km of
underground
distribution feeder
lines are required.
Overhead lines
are routed along
collector, arterial
and local road
corridors, with
abutting land use
primarily
residential,
commercial and
industrial.

4 4 5 2
Closest residences (north of e Closest residences (north Closest residences Site is located
Highway 7 and west of Rodick of Highway 7 and west of (north of Highway 7 and approximately 200
Proximity to area Road) are located approximately Rodick Road) are located west of Rodick Road) m away from
residences or other 800 m away from the site. All approximately 800 m away are located residences

sensitive land uses such as
schools, nursing/retirement
homes, places of worship,

hotels, etc. (noiselvisibility)

other sensitive land uses (i.e.,
schools, places of worship, etc.)
are located a minimum of 1 Km
from the site with exception of a
hotel (Comfort Inn, approximately
700 m away).

No visual/aesthetic or noise

from the site. All other
sensitive land uses (i.e.,
schools, places of worship,
etc.) are located a
minimum of 1 Km from the
site with exception of a
hotel (Comfort Inn,

approximately 850 m
away from the site. All
other sensitive land
uses (i.e., schools,
places of worship, etc.),
are located a minimum
of 1 Km from the site,

(Ribston Street).
Nearest school is
830 m (Sir
Richard W. Scott)
and church 675 m
(Chinese Alliance
Church).
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FACTOR SITE 1 SITE 2 SITE 3 SITE 4
Rodick Road/ Yorktech Drive Rodick Road / Yorktech Drive Rodick Road / Highway Markham
(801 Rodick Road) 407 Road/Highway 407
effects are anticipated to approximately 525m m with exception of a hotel | ¢  Potential public
residences or other sensitive away). (Comfort Inn, concerns with
land uses, as surrounding land e No visual/aesthetic or noise approximately 600 m visual and noise
use is commercial/industrial. effects are anticipated to away). effects are
residences or other ¢ No visual/aesthetic or expected.
sensitive land uses, as noise effects anticipated However,
surrounding land use is to residences or other mitigation
commercial/industrial. sensitive land uses, as (landscaping,
surrounding land use is noise control
commercial/industrial measures) could
with abutting regional eliminate or
highway facility minimize effects.
(Highway 407).
4 4 4 2
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FACTOR

SITE 1
Rodick Road/ Yorktech Drive
(801 Rodick Road)

SITE 2
Rodick Road / Yorktech Drive

SITE 3
Rodick Road / Highway
407

SITE 4
Markham
Road/Highway 407

Effects on natural
environment

The site for the station (1 ha.) is a
fenced parking facility
(pavement) with a vegetated
berm (non-native grasses).

No effects to terrestrial or aquatic
ecosystems (i.e., vegetation, fish,
wildlife) are anticipated.

No direct impacts to the abutting
natural feature (i.e., Beaver
Creek, its flood plain or valley)
and its ecological functions,
including supporting habitats (i.e.
vegetation, fish, wildlife), are
anticipated.

Tower required for connection of
new overhead line from the 230
KV line to the station would
require clearing of small area of
open meadow type vegetatio