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Accounting Procedures Handbook

Frequently Asked Questions

Q.1

Al

Q.2

A2

Q.3

A3

With respect to the Affiliate Relationship Code (ARC) transactions, and as mentioned
in Article340inthe APH, how isfair market value (FMV) deter mined wher etherejust
aren’t any competitorsin theareato permit a“ valid tendering process’ ? How would
the price charged by an affiliate to the electric utility and be determined to be fair?

Asmentioned in both the ARC and the APH, when purchasing a service, resource or product
from an affiliate, a utility must ensurethat it paysno morethanthe FMV. For the purposes
of purchasing, a valid tendering process will be evidence of FMV. Where the FMV is not
available for a product, service or resource, a utility must charge no less than a cost-based
price, and will pay no more than a cost-based price. A cost-based price must reflect the cost
of producing the service or product and include a return on the invested capital.

How will the OEB determinewhat FMV for the servicesrendered by an affiliateto a
Utility should be? To give an example, the price charged by the affiliate to the utility
is$10.00 but another company is charging $6.50 for the same service. How would the
OEB determine which isthe fair value of such service? Would the OEB disallow the
$10.00 char ged by the affiliate?

Utilitieswill berequired to support thetransfer pricesused. The OEB will determinewhether
the FMV isjust and reasonable through a review, audit or by other meansincluding the rate
Setting process.

The Board will review the transaction based on the specific circumstances prevailing at the
time the purchase was made. A good test would be the lowest price charged by an arm’s
length party. The Board will consider other factorsthat may have an impact on the transfer
price (i.e. ongoing supplier relations, whether the purchase is part of a bundle of purchases,
etc.). All thingsbeing equal, the utility cost will be adjusted to the fair market price with the
residual considered a non-utility expense.

What are*“ periodic compliancereviews’ mentioned in Article 340 and relating to the
Affiliate Relationship Code?

As mentioned under subsection 2.7.1 of the ARC, dectric utilities are required to conduct
reviews of operations or activities impacted by the requirements of the ARC to ensure that
there has been compliance with all aspects of the ARC. Thisis an internal review to be
performed by utility management in dischargingitsresponsbilitiesasthey relateto overseeing
utility operations. The Board may then conduct selective reviews of these internal reviews
or perform its own compliance reviews.

Ontario Energy Board Issued: March, 2000
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Q.4

A4

Q.5

A5

Q.6

A.6

Can theaccounting department of the LDC perform theaccounting functionsfor both
the LDC and its affiliate (such asaretailer)?

No further details were submitted with respect to the definition of “accounting functions’.
Reference should be made to the Affiliate Relationship Code. In particular, section 2.2.1
specifiesthat a service agreement isrequired where a utility shares servicesor resourceswith
an affiliate. Section 2.2.2 requires that where there is sharing of information services all
confidential information must be protected from accessby theaffiliate. Section2.2.3 requires
that where employees are shared with an affiliate the employees cannot be involved in
collecting or have accessto confidential information. Lastly, section 2.2.4 statesthat autility
shall not share with an affiliate that is an energy service provider, employees that carry out
the day to day operation of the utility’stransmission or distribution network.

How should sharing of services between the affiliate and the utility be structured in
order to comply with therulesrelating to the confidentiality of infor mation?

Reference should be madeto the Affiliate Relationship Code. The ARC defines* confidential
information” as information the utility has obtained relating to a specific consumer, retailer
or generator in the process of providing current or prospective utility service.

See Q. 4 above regarding section 2.2.3 and 2.2.4 of the ARC. See also section 2.6 of the
ARC that deals with the rules around the disclosure of confidential information.

It is the respongbility of the utility to ensure that their activities with affiliates are in
compliance with the ARC.

Is an amortization study required by the Electric Utility in order to change its
amortization rate(s)?

Y es, any changes to current methods, estimated useful lives or amortization rates must be
supported by an objectivestudy. Notethat Board authorizationisrequired beforeany change
to amortization rates can be implemented.

In addition, while the APH does not provide any prescriptive guidance on amortization
methods, estimated useful livesor amortization rates, it should be noted that, in the interim,
such guidance will be provided in the Rate Handbook.

Ontario Energy Board Issued: March, 2000
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Q.7

A7

Q.8

A.8

Q.9

A9

If the MEA or an independent consultant were to conduct an amortization study for
agroup of utilities, would such a study be acceptableto the OEB?

Thereare no regtrictionsin place with respect to the number of utilitiesthat can benefit from
asingle study.

The purpose of any study should be to provide sufficient support to justify a change in
amortization rates, etc. for a particular utility. It should be noted that generally accepted
accounting principles require that amortization be recognized in a rational and systematic
manner appropriate to the nature of the capital asset (i.e. based on its use by the enterprise
and its estimated useful life). Consequently, the utilities that are party to any joint study
should ensurethat their specific circumstances are cons stent with the remainder of the group
covered by the study in order for the results of the study to be applicable to them.

In relation to an amalgamation, merger, acquisition, etc., if a utility had two separate
plant locations with identical assets could different useful lives be used (or be
applicable) or would there be a requirement to har monize amortization rates?

Again, generally accepted accounting principlesrequire that amortization berecognizedin a
rational and systematic manner appropriate to the nature of the capital asset (i.e. based onits
use by the enterprise and its estimated useful life).

Therecould bevalid reasonsto support differencesin amortization ratesboth before and after
achangeinownership. Pending an objective study of the estimated useful livesof asset types
for the combined utility, ablended rate determined by weighting the differing estimated useful
lives by the APH asset account values should be used.

The Board will review each situation on a case by case basis.

Do the gasutilitieshave the same amortization ratesfor tax and regulatory pur poses?

Generally, the straight line method of amortization is used by gas utilities for regulatory
purposes. For tax purposes, the prescribed ratesin the Income Tax Act may vary from the
amortization rates used for regulatory purposesi.e. certain asset classes are permitted an
accelerated capital cost allowance rate.

Ontario Energy Board Issued: March, 2000
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Q.10

A.10

Q.11

All

Q.12

A.l12

In accordance with the CICA Handbook, the transfer of assets from a municipal
electric utility to theincor porated electric utility should be at carrying cost (net book
value). However, for income tax purposes there is a requirement to account for the
transfer at fair market value (FMV). Will utilities be able to re-value assets on their
books?

For answer please refer to Article 540, page 13, item 14). See also discussion in A.11
regarding asset valuation.

At the present time, for regulatory reporting purposes, the income tax expenses claimed by
utilitiesshould be cons stent with the asset values and amorti zation permitted for rate making
purposes. Thisissue will berevisited by the Board in the near future.

At what value should a regulated utility transfer water heatersto its affiliate?

Assummarizedin Article 510 (page4) and in accordance with generally accepted accounting
principles, utilitieswill need to carefully consder the control structure of their organizations
and therel ationship between the municipal corporation, the newly incorporated entity and the
commission or body through which it distributes electricity before and after restructuring to
determine how to measure the value of the assets transferred.

This transaction would also involve consderation of the requirements of the Affiliate
Relationship Code with respect to transfer values.

Inaddition, thistransaction wouldinvol veacons deration of thetransfer alternativesavailable
totheutility (i.e. salesto third parties). The Board expects utility management will structure
the transaction to maximize benefits to its ratepayers.

Ladtly, it should be noted that the Board reservestheright to review the accounting treatment
applied and recommend adifferent accounting treatment if deemed appropriatefor regulatory
purposes.

If assets such astransfor mersand metersarerefurbished, how would they betreated?

Page 7 of Article 410 discusses “Asset Recognition - Capitalizing Versus Expensing” and
“BettermentsVersusRepairs’. Generally, if refurbishing enhancesthe service potential of the
transformersand meters, the expenditureswould be considered a betterment and capitalized.
Service potential may be enhanced when there is an increase in the previousy assessed
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Q.13

A.13

physical output or service capacity, associated operating costs are lowered, the life or useful
lifeisextended, or the quality of output isimproved.

As an asde, the implication on the calculation of depreciation expense will vary depending
on whether the above assets are treated as readily identifiable assets or grouped assets. If
they aretreated asgrouped assets, therefurbishing costswoul d be capitalized and depreciated
at the same rate as the original asset. If they are treated as readily identifiable assets, the
refurbishing costs would be capitalized and depreciated over the newly estimated life of the
refurbished asst.

Our advisors are under the impression that contributed capital (CC) received after
January 1, 2000 will be recorded in account 1995 (the asset contra account) and that
it will not be included in rate base nor will the related depreciation expense be
permitted in therevenuerequirement. Wearealsoadvised that therelated Operations
and Maintenance expenses will not be permitted as expenses. Isthiscorrect?

Effective January 1, 2000 contributions received with respect to capital assets will not be
allowed to beincluded in the e ectric utility’ srate base and any related amorti zation expense
will not be allowed in its revenue requirement. When these capital assetsrequire rebuilding
and therefore funding, the need to collect contributions may be demonstrated through a
profitability evaluation presented to the Board.

When contributionsin aid of construction arereceived in theform of servicesor property, the
valueof the contribution will berecorded in the applicabl e asset accountsand the asset contra
account (account 1995, Contributionsand Grants - Credit). Amountsin account 1995, will
be amortized by debiting an accumulated amortization account and crediting an amortization
expense account. Thisaccounting entry will offset the amortization expense and accumul ated
amortization of the related capital asset accounts thus eiminating amortization expense
related to capital assets funded through contributions in aid of construction from the
determination of the eectric utility’ s revenue regquirement.

The APH doesnot distingui sh between utility assetsprovided through contributed capital and
assets financed by debt or equity for purposes of determining the eligibility of operations or
maintenance expenses. Therefore, operations and maintenance expensesincurred asregular
activities of the distribution system will be considered legitimate expenses of the utility.

Ontario Energy Board Issued: March, 2000
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Q.14

A.14

Q.15

A.15

Where should engineering costs be charged prior to allocating to the respective
construction in progress accounts, capital accounts, recover able works, etc.?

Should clearing accounts still be used to allocate costsrelated to trucks, etc.?

How are clearing accounts cleared? Istherea procedurefor this?

Please note that clearing accounts have not been included in the USoA. However, it is
expected that utilitieswill continue to maintain clearing accountsasapplicable. TheBoard's
objective is to obtain the most accurate (i.e. reasonable and supportable) allocation to
accounts as possible. If a utility determines the use of clearing accounts supports that
objective, they should be used. In relation to using clearing accounts, the principles,
standards and conditions discussed in Article 340 should be followed.

As indicated in page 10 of Article 340, an engineering clearing account may be used to
accumul ate the costs associated with the engineering operation, including engineering staff.
Some guidance regarding a clearing account for rolling stock is provided at the bottom of
page 9 of Article 340.

With respect to clearing accounts procedures, any resdual balance remaining after regular
distribution shall be cleared to the applicable plant and operating accounts by apportioning
on a basis that will digtribute the costs equitably. If the dollar amount of the unallocated
balanceismaterial, the original basisof allocation and related cal cul ations should be checked
to confirm or adjust the basis of allocation and related cal culations.

For collateral fundsreceived, istherearequirement to have separ atebank accountsfor
each customer ?

Collateral funds are recorded in account 1410, Other Special or Collateral Funds.
Thereisno requirement to keep separate bank accountsfor each customer deposit. However,

Separate sub-accounts should be maintained with respect to each type of deposit in account
1410 i.e. - Other Special Deposits, Collateral Funds, etc.

Ontario Energy Board Issued: March, 2000
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Q.16

A.16

Q.17

A.1l7

For some of the accountsin the new USoOA we will not have the detail to accurately
allocate capital costsof prior yearsinto the proper accounts. Doesthe OEB have any
guidance on the allocation of those costs to the new accounts?

The APH requiresthat there be detailed recording of component assets relating to overhead
lines, underground lines, and services. More specifically, accounts are provided to capture
the capital cost relating to poles, towers and fixtures in account 1830 and overhead
conductors and devices in account 1835. Similarly, account 1840 has been provided to
capture capital cost relating to underground conduit and 1845 for underground conductors
and devices. Lastly, account1855 isto be used to capturethe capital cost relating to services.

Article 510 on page 11 provides general guidance in Situations where a potential change in
an accounting policy with respect to poles, conductorsand conduits may require restatement
of opening balances (i.e. January 1, 2000).

Specific guidance asto how the all ocation of past amountsisto be performed isnot provided
due to the fact that the state of records and extent of record keeping varies among utilities.
However, some suggested techniques include analyzing previous records over a
representative period of timeto determinewhat theall ocation could be, obtaining quotesfrom
external sources, and contacting neighboring utilities that may have more comprehensive
records or to corroborate the analysis performed by the utility. The utility should ensure any
allocation performed is adequately supported and properly documented.

Sincewearereferring to the asset liveslisted in the former Black Book asthe default
for utilitiesto use, should thisnot also beincluded in the APH at least on an interim
basis?

The APH does not provide any prescriptive guidance on amortization methods, estimated
useful livesor amortization rates. As stated on page 16 of Article 410, it isexpected that, in
the interim, utilitieswill continue to use rates and methods previoudy established until such
time as changes to those can be supported through independent studies, and the changes are
approved by the Board. Amortization rates, useful lives and the amortization expense
resulting therefrom are rate making considerations. As aresult, the previoudy established
rates and methods (found in the former Black Book) will be contained in the final Electric
Digtribution Rate Handbook for reference.

Ontario Energy Board Issued: March, 2000
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Q.18

A.18

Q.19

A.19

Q.20

A.20

The OEB doesnot intend to prescribe depreciation rates. Theformer Black Book has
agenericrateof 60 yearsuseful lifefor the generation assets. Now that the USOA has
unbundled the station into component parts, it is possible that the 60 year rateisno
longer appropriatefor equipment and other partsof thestation. Isthereany guidance
asto how we would come up with rates that would be acceptable to the OEB?

It ispossiblethat the unbundled assets associated with generation stationswill have different
useful lives when assessed on their own merits. It is expected that in the absence of an
objectivestudy to support changesto thecurrent methods, livesor rates, utilitieswill continue
to use methods, lives or rates cons stent with past practice.

Furthermore, it should be noted that, in accordance with the “Draft Guidelines for the
Interpretation of Section 71 of the OEB Act, 1998", dectricity generation will not be
consdered to be a distribution activity and this activity will need to be provided through an
Affiliate or by another party. Consequently, the Board will not be involved in the
authorization of amortization rates related to such assets.

How should interest on funds used for construction costs be treated?

The cost of a capital asset includesthe directly attributable allowance for funds used during
congtruction (“AFUDC”) allowed by the regulator. The AFUDC rate should be based on a
reasonable allowance for the use of funds expended during the construction period, whether
or not such funds have been borrowed for the purposes of the capital project. Notethat the
appropriateness of the AFUDC rate used by the el ectric utility may bereviewed by the Board
and would be approved based on the Board's assessment of the reasonableness of the
allowance.

With respect to Account 1806, Land Rights it appearsthat this account includesthe
costsfor easements. Our utility currently doesnot capitalize easements, should wenow
do sounder theUSoA? If required to do so, thedebit would go to account 1806 for the
fair market value of the easement but what account do we credit?

Theland rightsaccount in the USoA (account 1806) isvery smilar to theland rights account
under theformer Black Book (account 15). Thedescription of land rightsin Article 230 item
No. 22, includes the "cost" associated with acquiring easements.

Effective January 1, 2000 the utility should begin to record these amounts in the USOA
accountsprovided. If theutility paysfor easements, the purchase price would congtitutethe
cost of the easements and the other side of the entry would be to cash or payables.

Ontario Energy Board Issued: March, 2000
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Q.21

A.21

Q.22

A.22

Q.23

A.23

Whereit receives these through contributions of capital, the treatment would be as stated in
Article 430 (i.e.- debit account 1806 and credit contra account 1995). The value of the
easement if not identifiable in the transaction/exchange should be estimated.

With respect to past transactions, the journal entrieswill depend on which accounts contain
the land rights resulting from past transactions.

Several utilitieswill amalgamatedueto regional amalgamation. Asaresult, our utility
will incur amalgamation related legal and consulting costs. Wherein the USoA would
these expenditures be recor ded?

Fees and expenditures incident to organizing the utility and reading it to do business would
berecorded in account 1606, Organization. Thisaccount would includelegal, consulting and
other fees directly related to the amalgamation.

Attention should be drawn to Note B of account 1606, which states that when charges are
made to this account for expenses incurred in mergers, consolidations, or reorganizations,
amounts previoudy included here or in smilar accounts in the books of the companies
concerned shall be excluded from this account.

Where arelegal costs associated with the release of subdivisonsto berecorded?

Pages 6 and 7 of Article 410 contain a discussion on the definition of an asset and the
treatment of related expenditures under “Asset Classification” and “Asset Recognition-
Capitalization Versus Expensing” respectively.

Asset costs as mentioned on page 7 of Article 410 are defined to include legal fees.

If the legal costs relate to an asset that has been or will be acquired by the utility such as
assets that the developer has passed on or will be passing on to the utility, they should be
capitalized in the Electric Plant in Service - Detailed Accounts to which they relate.

Wher e do we code costs associated with collecting infor mation regarding load profiles
if thisinformation is not directly associated with billing the customer ?

Pages 6 and 7 of Article 410 contain a discusson on the definition of an asset and the
treatment of related expenditures under “Asset Classification” and “Asset Recognition-
Capitalization Versus Expensing” respectively.

Ontario Energy Board Issued: March, 2000
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Q.24

A.24

Q.25

A.25

Generally, based on the discusson in Article 410, if the cost will result in a future benefit to
the digtribution utility there may bejustification for capitalizing such an expenditure. Insuch
a casg, the utility could use account 1610, Miscellaneous Intangible Plant to record such
Ccosts.

On the other hand, if the criteria for capitalization of costs cannot be met, the amounts can
be expensed using account 5340, Miscellaneous Customer Accounts Expenses.

Currently our utility isusing the Ontario Hydro Manual Electric Billing Journal and
Disbursement Journalsfor our accounting system. Dueto the new USoA, the above
journals will no longer be of use. Will the OEB make available any such journals
relating to the new USoA that will be of use for a manual accounting system?

The OEB will not be issuing any manual journals with respect to billing or disbursements.
Utility management has the responsbility to comply with the APH and the flexibility to
choose how best to do so.

Istherea materiality level, for example, relating to the expensing of minor items such
assmall tools, etc.?

The Board has not established a dollar limit with respect to the charging of costs of minor
items to asset or to expense accounts. Many utility-specific circumstances impact the
determination of areasonablelevel for suchitems. Asfurther experienceisgained regarding
the specific circumstancesof regulated e ectric distribution utilities, theBoard may revisit this
decision. In the interim, utilities may wish to develop their own guidelines subject to the
following considerations.

As stated on page 9 of Article 100, the Accounting Procedures or Requirementsin the APH
need not be applied to immaterial items. While materiality is a matter of professonal
judgment in the particular circumstances, as a general rule, materiality should be judged in
relation to the significance of financial information to decison makers. An item of
information, or an aggregate of items, should be deemed to be material if it is probable that
itsomission or misstatement would influence or change a decision.

In determining materiality in aregulated environment, both quantitative aswell asqualitative
factors need to be consdered, particularly those qualitative items that would be of a social
or otherwise sengtive nature and therefore of particular interest to the users of the financial
information. As a result, the materiality level for regulatory reporting purposes may be
different than that for financial reporting purposes.

Ontario Energy Board Issued: March, 2000
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Q.26

A.26

TheBoard may review information and determinefor regulatory policy or other purposesthat
the accounting treatment should be different than that accorded to the item by the utility,
irrespective of the size or nature of the item.

Some Operations activities appear too close to Maintenance activitiesto differentiate
and field staff could have difficulties distinguishing between them. Can you provide
any suggestions?

It is essential that information collected and recorded for O&M activities be meaningful.
Utility management is ultimately responsible for ensuring that appropriate procedures arein
place to comply with the requirements of the APH and for preparing information that is
accurate and complete.

Themain principle underlying the use of the USOA “Operation” accountsisthat an operation
activity encompassesactionsof adetective, preventative, or monitoring nature. Someutilities
have suggested that operationsactivitiesarenormally activitiesthat are planned or scheduled.
This suggestion is reasonable and acceptable for purposes of the USoA.

Theprincipleunderlying theuseof the* Maintenance’ accountsisthat aMaintenance activity
encompasses actions performed in a reactionary manner based on the results of an Operation
activity. Someutilitieshave suggested that maintenance activitiesare normally activitiesthat
are performed in response to an unplanned or unscheduled activity, or due to a breakdown.
This suggestion too is reasonabl e and acceptable for purposes of the USOA.

It is recognized that in performing an unplanned maintenance activity (i.e. responding to a
power outage) some “Operations’ type activities may need to be performed (i.e. inspecting
or testing a transformer). It isnot expected that such operations activitiesincidental to the
maintenance work be separated out using the “Operations’ accounts. The oppositeisalso
true (i.e. in performing a planned operations activity any maintenance activity incidental to
the operationswork does not require separate recording using the“ Maintenance’ accounts).

Tofacilitateinformation gathering and recording one possible approachisfor utilitiesto make
use of standardized work order forms to the extent possible to help categorize O&M
activities. Consequently and as an example, a blue work order form can be specifically
entitled, “Scheduled” or “Preventative’ or “Planned” and be used to capture “Operation”
activities. On thisform, the only accounts that the user would use to record the activities
performed would bethe Operation accounts(i.e. accounts 5005 to 5096). Ontheother hand,
a green work order can be entitled “Unscheduled”, “Unplanned”, or “Breakdown” and be
used to capture Maintenance activities. Thisgreen formwould only containthe Mai ntenance
accounts (i.e. accounts 5105 to 5195).

Ontario Energy Board Issued: March, 2000
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Q.27

A.27

Given the above distinction, should awork crew be assigned (as part of aplan to ensure the
integrity of the distribution system) to seek and straighten wood polesin a subdivision, this
task would be considered an operation activity and all costsrelated to that exercise would be
recorded to the Operations accounts (i.e. accounts 5005 to 5096). Consequently, if a pole
broke or was considered to be deficient while it was being straightened and it was replaced
that activity would be recorded in accounts 5020, Overhead Distribution Linesand Feeders -
Operation Labour and 5025, Overhead Distribution Lines and Feeders - Operation Supplies
and Expenses.

Ontheother hand, if thework crew responded to a power outage duelightening, all activities
performed to restore such power would be recorded in Maintenance accounts (i.e. accounts
5105t05195). Consequently, inrestoring power if atransformer had to betested, inspected,
and replaced along with the pole on which it was located, this activity would also be in
“ Maintenance’ accounts(usingaccount 5160, Maintenanceof LineTransformersand account
5120, Maintenance of Poles, Towers and Fixtures) since the testing and inspection is
incidental to the unplanned activity.

To ensure staff are properly and accurately recording their work activity, proper training
should be provided to staff. It isalso suggested that the accounting department periodically
test the accuracy of the completed O& M forms particularly during theinitial implementation
phase.

Is* Testing” an operation activity or a maintenance activity? (On page5 of Article
530, the chart showstesting under Operation in item c)).

It should be noted that the key wordslisted under each category of the chart referred to above
represent activities found, in most cases, in USoA accounts related to the O& M categories.
Those key words are generally applicable but should be used with caution since the actual
account description may provide a more specific application of the key word.

Categorizing the activity of “testing” is not as clear cut as some others since a utility may
perform testing as part of a scheduled program to ensure system reliability or during the
course of a breakdown to determine what is causing an outage, etc. Asmentioned abovein
A.26, the main principles underlying the use of the USOA accounts are that an operation
activity encompasses actions of a detective, preventative, or monitoring nature or an activity
that isplanned or scheduled. On the other hand, a maintenance activity encompasses actions
performed in a reactionary manner either based on the results of an operation activity, in
response to an unplanned or unscheduled activity, or due to a breakdown.

Consequently, testing conducted aspart of aplanned or schedul ed activity should beclassfied

Ontario Energy Board Issued: March, 2000
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Q.28

A.28

Q.29

A.29

asan operation activity. However, wheretesting is performed asaresult of an unplanned or
unscheduled activity or dueto a breakdown, it should be classified as a maintenance activity.

Some utilitieshave provided examples of activitieswhich they havein the past treated
as operation whereasthe USOA now requirestreatment as maintenance or vice ver sa.
Thisincludes “ Moving lineg” (now maintenance, was oper ation activity), calibrating
station equipment (was maintenance activity, now operation) and transferring loads
(now maintenance, was oper ation activity).

As the name implies, the Uniform System of Accounts provides a framework where
information can be collected in a manner that is uniform across the range of utilities. Itis
recogni zed that therewill be some differences between the requirementsof the USoA and the
old chart of accounts or other systems in use at the utilities. The use of operations and
mai ntenance accountsisan areain which participants noted in the APH devel opment process
that the recording practices among utilitieswas not consistent. The purpose of the USOA in
thisinstance is to provide a basis for recording future expenses so that future comparisons
among utilitieswill be meaningful.

For further guidance, utilities should refer to the guidance provided in A.26 and A.27.

Although they were shown as separate items in the Black Book, Operations and
M aintenance expenses wer e not separ ated by all electric utilities. What isthe benefit
of having specific distinctions between Operations and M aintenance (O& M)?

Thelevd of detail in the USoA was the result of several factors.

Firg, therewasinitial consideration for the development of a Performance Based Regulation
(PBR) plan that included a benchmarking component. That plan wasnot pursued sinceit was
felt that sufficient data was not available to permit such an analyss.

The USo0A was designed to captureinformation that could be used to facilitate comparability
for future PBR plans. Utilities will be required to file information that includes O&M
expenses that will be used for PBR purposes. This information may be used for such
purposes as setting the price index, monitoring activities of utilities such as quality and
reliability of service, comparing utilities based on O&M expenditures, etc. Operations and
Maintenance activities captured in the USoA will provide some of the information necessary
for these purposes.

Ontario Energy Board Issued: March, 2000
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Q.30

A.30

Second, where an acceptable and tested method of recording information was in use in
another jurisdiction, and that method could readily be adopted for the purpose of regulating
Ontario eectric utilities, it was considered beneficial, from a comparability standpoint, to
incorporate that method in the USOA.

Third, where a method of recording information was already prescribed for utilities in
Ontario, or in use in Ontario, that method was preserved to the extent possible and where
considered useful.

During the APH consultation process, participants generally acknowledged the rational e for
providing such detail subject to additional guidance. Article 530, Clarification of Operation
and Maintenance Activities was provided to provide such guidance although the activities
mentioned were smply illustrative and not exhaugtive. For additional guidance reference
should be made to FAQs 26, 27 and 28.

Wherethereisatransfer of assetsdueto the sale of one utility to another, would any
related premium paid for and recorded by the purchaser utility in account 2060,
Electric Plant Acquisition Adjustments be eligible for amortization?

| san amalgamation consider ed a substantivechangein owner ship and ther efor eimpact
the manner in which assets arerecorded in the new entity?

Should there be a distinction for items such asgoodwill and contributed capital in the
amountsincluded in account 20607?

This question involves consideration as to whether or not there will be a purchase premium
inthefirst place, whether it will beincluded asacomponent of the utility rate base and finally
how it will be documented.

Note that generally accepted accounting principles applicable with respect to accounting for
changesin ownership are summarized on page 4 of Article 510. For regulatory purposes, it
will in most cases be difficult to justify a change in asset values due Ssmply to a change in
ownership especially where the benefitsto the ratepayer are non-existent or not in congruent
with the proposed rate impact.

Note that page 7 of the “Discussion Paper for MAADs Draft Filing Guiddines’ states:
“The value of the assets to customers does not change with a change in

ownership. The utility invested in assets to provide service to customers.
Previous Board decisons have generally involved the use of net book values
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in determining rates after ownership changes. Anticipated efficiencies to be
derived from the acquisition of the utility operation may justify a higher asset
valuation (with theincreased depreciation and return costs offset by efficiency
savings). However, these efficiency gains are also reflected in the
performance based regulation methodology proposed by the Board and
therefore the judtification for a higher asset valuation on efficiency grounds
may be diminished.”

The Board reserves the right to review the accounting treatment applied to a purchase and
recommend a different accounting treatment if deemed appropriate for regulatory purposes.
Consequently, amounts included in account 2060 will be subject to Board review and
disposed of asthe Board may approve or direct (i.e. allocation to non-utility, amortization,
expensing, etc.).

With respect to maintai ning recordsrel ating to the purchase, notethat item B in account 2060
specifiesthat the account shall be subdivided to show the amountsincluded therein for each
acquigtion. Asaresult, records should be maintained on premiums paid for each component
of the purchase (i.e. detailed assets, contributed capital, goodwill, etc.).

Page 7 of Article 100, item (c) statesthat no utility shall destroy any booksand records
unlessthe destruction thereof is permitted by the rules and regulations of the Board.
Hasthe Board established a retention policy?

TheBoard hasnot yet established arecordsretention policy. Itisexpectedthat intheinterim
utilitieswill continue to use their existing records retention policies.

Regarding reporting requirementsto the OEB for financial statements, when will this
requirement befinalized and when will examplesbe available? What statements will
berequired aspart of thereporting package?

The present requirement according to the Draft Distribution Rate Handbook is for electric
utilities to file audited financial statements by June 1 in the years 2001 and 2002.

The APH is designed to structure the recording of financial information. The Board will
establish separate monitoring and reporting requirements for both financial and operational
information. Detailsasto how the USOA accountsaretoroll up to financial statements, what
sort of Annual Report and cash flow type information should be provided, and whether Key
Indicator typeinformation will berequired will be considered aspart of these monitoring and
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reporting requirements.

What is meant by separation of financial records?

Separation of financial records is mentioned in section 72 and 70(2)(f) of the OEB Act,
section 2.1.1 of the Affiliate Relationship Code and the Distribution Licence. Thisisrequired
both in order to comply with section 71 of the Act (limiting a distributor from carrying on
activities other than those essential for electricity distribution) and to prevent cross-
subsidization between regulated and competitive or potentially competitive lines of business.
Note that section 71 has not yet been proclaimed.

Inaddition, the Board staff has prepared “ Draft Guidelinesfor the Interpretation of Electricity
Digribution Activitiesunder Section 71 of the Ontario Energy Board Act, 1998" that provide
some guidance with respect to the definition of “distribution activity” and the consequent
degree of separation of financial records.

The USOA provides a significant degree of detail to accommodate the requirements of the
Draft Guidelinesmentioned above. Whereanon-utility activity ispermitted to remain within
the utility and USOA accounts are not provided, subaccounts may be used to distinguish
utility and non-utility activities. Notethat theutility isresponsiblefor performing proper cost
allocation when an expenditure benefits both utility and non-utility activities. Guidance
related to allocation of costsis provided in Article 340.

For activities carried out by affiliates, physically separate records should be maintai ned.

Currently most of our inventory isfor spares. Doesthis mean that we should allocate
thisall to capital assetsfor OEB reporting purposes? Why the changeto having spare
transformers and meterstreated as capital assetsinstead of inventory?

The APH includes a discussion on inventory and spares. Spares should be accounted for as
capital assetsif all the conditions on pages 7 and 8 of Article 510 are met.

Theintent of thediscussonin Article 510 isfor all metersand transformersthat are held “in
reserve’ (or as“spares’) to receivethe sametreatment astherelated assets“in service”. This
removes the requirement for year end valuation of “inventory” that had been placed in and
out of service during the course of the year. It also removes the bookkeeping requirement
to have movement of these assets between capital assets and inventory booked as prescribed
intheformer black book. Notethat thediscussoninArticle 510 focuses on spare metersand
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transformers. However, it is concelvable that other types of assets may be considered
“reserve’ or “spare’.

It is expected that where “spare” assets are held, the decision to hold spares along with the
decison on the quantities to be held will be the result of a conscientious management
decision. Consequently, sparesare held and dedicated for the specific purpose of backing up
plant in service as opposed to assets that are available for other uses at the discretion of the
user.

Asaresult, it isenvisoned that utilities may hold a certain reasonable quantity of items that
will meet the definition of “spares’ and be treated as capital assets as well as other
components that are held as inventory to be used i.e.-in the construction of a new line, etc.

When does Account 1574, Deferred Rate Impact Amounts come into effect or when
would utilities be allowed to useit?

In order to mitigate rate impacts in the implementation of the initial rates, the Draft Rate
Handbook proposes that a deferral account be used. Account 1574 will serve that purpose.
It will be used to record any difference between the rate of return reflected in rates and the
market based rate of return. Theaccount will be used beginning with thefiling of information
in year 2000.

Wearecurrentlyintheprocessof constructingatransformer station (TS) with primary
voltage above 50 kKV. These costs will likely be allocated to account 1815. Can you
please explain the difference between the Transmission Plant account 1715 and the
Distribution Plant account 1815?

The legidation distinguishes between transmission and distribution using the 50 kV criteria.
However, given that some utilities possessed the type of assets found in account 1815
(Transformer Station Equipment - Normally Primary Above 50 kV) and account 1820
(Didtribution Station Equipment - Normally Primary Below 50 kV) at the time of
development of the USOA, accounts for both these types of assets were included under
“Didribution Plant” as well as “Transmisson Plant”. Account 1715 ( Station Equipment)
recognizesthat for some utilitiesthere may be a current or future need to have some account
1815 type assets as part of the “Transmisson Plant” assets.
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Dueto geography and rugged terrain many of our sections of subtransmission feeders
(44 kV) are built using transmission type assets i.e. 90 foot polesinstead of 45 foot
structures. These assets are contained in former Black Book account 60,
Subtransmission Feeders- Overhead. The suggested mapping in Article 240 is to
account 1720, Towers and Fixtures. Account 1725, Poles and Fixtureswould appear
mor e appropriate. Would this classification be correct?

The mapping in Article 240 mentioned above refers only to subtransmission feeders greater
than 50kV.

In accordance with The Energy Board Act requirements that distinguish transmission and
digtribution using the 50kV criteria, assets relating to conveying electricity at 50kV or less
such as those mentioned above would not be recorded inthe 1700 (i.e. Transmission) series
USoA accounts but rather in 1830, Poles, Towers, and Fixtures and 1835, Overhead
Conductors and Devices.

The complete and updated mapping for distribution assetsis provided in A.38 showing that
part of former account 60 now goes to the Transmisson series accounts (i.e. lines over 50
kV) and part to the Distribution series accounts (i.e. linesless than 50 kV).

In which account in the USoA would subtransmission assets 50kV or lower be
recorded?

The USOA accounts noted below are to be used where the utility owns subtransmission
assets 50kV or lower. For ease of reference, the mapping to the former Black Book
accounts has been included. These accounts will be subdivided and entries made in such a
manner that the detailed costs related to the assets of each feeder section will be evident.
Specific guidance and the transitional requirements with respect to poles, conductors and
conduits are provided in Article 510, pages 9 to 11.

USoA Account Former Black Book Account

1830 Poles, Towers, and Fixtures Part of 60. Subtransmission Feeders -
Overhead (i.e. over 50kV)
Part of 70. Distribution Lines and Feeders -
Overhead
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1835 Overhead Conductors and Devices Part of 60. Subtransmission Feeders -
Overhead (i.e. over 50kV)
Part of 70. Distribution Lines and Feeders -
Overhead

1840 Underground Conduit Part of 65. Subtransmission Feeders -
Underground
Part of 75. Didtribution Lines and Feeders-
Underground

1845 Underground Conductors and Devices Part of 65. Subtransmission Feeders -
Underground
Part of 75. Digribution Lines and Feeders-
Underground

What account coversthe costs of replacing broken meters?

Thecapital cost of metersincluding thelabour cost for thefirst setting isrecorded in account
1860, Meters. Note that thisaccount (as provided in the description on page 28 of Article
220) will include the cost installed of meters or devices and appurtenances thereto, for use
in measuring the eectricity delivered to its users, whether actually in service or held in
reserve.

On the other hand, the cost of labour and suppliesincurred for removing broken meters and
replacing them with new meters are charged to account 5065, Meter Expenses.

Some guidance is required on where to book the following itemsin the new chart of
accounts. The old Black Book account 140 maps to 1940, Tools, Shop and Garage
Equipment. If there are major tools used for line maintenance, would the asset be
recorded in 1940? For example, where would you include a line belt and harness for
thelinecrew? Chain saws? Telescopic guns? Toolsto check load on feeders?

In Article 240, part of “old” account 140 maps to USoA account 1940, Tools, Shop and
Garage Equipment and part maps to account 1945, Measurement and Testing Equipment.
It should be noted the examples provided in the accounts descriptions are not intended to be
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exhaudtive but rather intended to assist in the determination of the type of assets to be
recorded therein. Assetsused for repair work such asline belt, harnessfor theline crew and
chain sawswould berecorded in account 1940, while assetsrelated to measuring and testing
such as telescopic guns and tools to check 1oad would be recorded in account 1945.

Seealso Q. 25.

Shouldn’t the GST input tax credit asrequired for the GST return bein a separate
current asset account instead of combined in account 2290,Commodity Taxes?

Any tax recoverable, such asthe GST input tax credit, should be recorded in account 1110,
Other Accounts Receivable.

Account 2290 can be used to capture the activity relating to the Goods and Services Tax, the
amounts of which will be used in the input tax credit calculation.

Currently our Commercial and Industrial revenue classes are part of the General
Service class and have the same rate. 1n the USoA do these have to be disclosed
separately or can they beincluded together in account 4035, General Energy Sales? If
they areto be disclosed separately can mor e information be provided to differentiate
these three classes. | intend to setup my receivable classes based upon the revenue
recor ding requirements.

The USoA was designed to be as flexible as possible with respect to data recording.
Ultimatdy therevenueaccountsprovided may need to bereviewed to ensure cons stency with
other Board requirements and pronouncements (i.e. the Rate Handbook, etc.) and to permit
adirect correlation between the accounts provided and the revenue classes permitted.

In the interim, the Draft Electric Distribution Rate Handbook defines general service as all
services supplied to premisesother than those classified asresidential, sentinel lighting, street
lighting, large use or intermediate use.

The USoA should be used in the following manner to capture the various classes:
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USoA Account Class
4006, Resdential Energy Sales Resdential
4020, Energy Salesto Large Users Large Use
4025, Street Lighting Energy Sales Street Lighting
4030, Sentind Lighting Energy Sales Sentinel Lighting
4035, General Energy Sales With subaccounts used for:

1) General Service Customers without
Demand Meters

2) General Service Customers with Demand
Meters

3) Intermediate Use Customers (average
monthly demand > 3000 kV)

Due to the revenue classes specified in the Draft Rate Handbook, utilities usng accounts
other than those shown above should consolidate their accounts into the above accounts.

Separate accounting of revenues as provided above will provide meaningful information
related to utility revenues and also facilitate compliance with section 6.3.2 of the Draft Rate
Handbook related to thefiling of “Energy Delivery Information” according to customer class.

Where do we record property taxes? Is it in account 5012, Station Building and
Fixtures Expenses or 6105, Taxes Other Than Income Taxes?

Property taxes specifically related to station buildings would be charged to account 5012,
Station Building and Fixtures Expenses. Where the property taxes for station buildings are
not identifiable, a reasonable and supportable bass should be used to approximate the
amount.

All property taxes of the utility that cannot be all ocated to other accounts would be charged
to 6105, Taxes Other Than Income Taxes.
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For account 5020, Overhead Distribution Lines and Feeders - Operation Labour, the
USoA appears to have no corresponding account for Maintenance Labour. What
account should be used for maintenance labour ?

The USoA contains two accounts related to overhead distribution lines that include
maintenance labour: 5120, Maintenance of Poles, Towers and Fixtures, and 5125,
Maintenance of Overhead Conductors and Devices.

Account 5120 includes the cost of labour, materials used and expenses incurred in the
maintenance of overhead digtribution line facilities, the book cost of which isincluded in
account 1830-Poles, Towers and Fixtures.

Account 5125 includes the cost of labour, materials used and expenses incurred in the
maintenance of overhead distribution line facilities, the book cost of which is included in
account 1835-Overhead Conductors and Devices.

Regar ding costsmentioned in account 5105, M aintenance Supervision & Engineering,
thesecostswer epreviously accumulated in abur den/over head account and char ged out
toall jobs. It appearsthat under the APH these costsshould beexpensed directly. Any
suggestions on how to deter mine the allocation of engineering maintenance salaries?

The description for account 5105 states that this account includes the cost of labour and
expenses incurred in the general supervision and direction of maintenance of the
digtribution system. The description also states that direct field supervision of specific jobs
should be charged to the appropriate maintenance account.

Account 5105 accumulates supervison and engineering maintenance related costs that
cannot be “directly” allocated to any particular job. The use of this account may be more
applicableto larger utilitiesthat, due to Size, have a more complex organizational structure.
In those cases, the use of account 5105 should facilitate the accounting requirements by not
requiring an otherwise arbitrary allocation of these types of expenses.

It should be noted that this account does not replace the need for a clearing account that
could be used for purposes of allocating supervision and engineering coststo activities such
as congstruction in progress, etc.. See A.14 above.
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Wherewould customer service staff timeto berecorded? Would it be account 5315,
Billing and Collecting or account 5410, Community Relations?

The actual job functions performed by the ‘customer service' staff would determine the
account(s) where their salaries would be recorded. Where staff is involved in multiple
functionsof the utility, cost of salariesand wageswith payroll burden should be prorated and
charged to the applicable accounts. For example, customer service staff activitiesrelated to
billing would berecordedinaccount 5315, Customer Billing whereasstaff servicesassociated
with community relations may be charged to accounts 5405 to 5425.

Regar ding account 5630, Outside Services Employed, isit correct to assume that this
account should only contain general administration related professional charges and
not engineering services specific to an operating function or activity?

Thisaccount includesthefeesand expensesof professional consultantsand othersfor gener al
services that are not applicable to a particular operating function, activity or account, (i.e.
Billing and Collecting, construction in progress, Operationsand Maintenance). Thefeesand
expenses relate to the pay and expenses for the services of persons not considered an
employee of the utility.

Note that to the extent that the cost of engineering consulting services can be assigned to a
particular function, activity or account, the Board expects such coststo be directly assigned
to the relevant accounts.

Regar ding account 5640, I njuriesand Damages, would thisaccount include M EARIE
(Municipal Electric Association Reciprocal | nsurance Exchange) insurance premiums
and Workplace Safety and I nsurance Board payments?

It would be used to record both these type of expenditures.

This account includes the cost of insurance to protect the utility againgt injury and damage
claims of employees or others. Debits to this account include premiums paid to insurance
companiesfor protection againgt claimsfor injuriesand damages by employeesor others, and
include claims for public liability, property damages, casualty, employee liability, etc..
Insurance premiums are paid with theintention that the cost of the coverageislower thenthe
potential cost of the claims.

Thisaccount also includesthe expensesassociated with corporate obligations stemming from
the settlement of injury and damage claims not covered by insurance. Asindicated in the
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account description on page 135 of Article 220, these costs would include medical and
hospital serviceand expensesfor employeesastheresult of occupational injuries, or resulting
from claims of others, compensation payments under worker’s compensation laws, and
compensation paid to employees while incapacitated as the result of occupational injuries.

It should be noted that payments for employee accident or death benefits, hospital expenses,
medical suppliesor for salarieswhileincapacitated for service or on leave of absence beyond
periods normally allowed that are not the result of occupational injuries, are charged to
account 5645-Employee Pensions and Benefits.

Thereisno separate account for capital taxes, where should it be recor ded?

Taxes, other than those all ocated to rel ated accounts as mentioned in A.43 above and except
for income taxes, are recorded in account 6105, Taxes Other than Income Taxes. This
includesthe amounts of ad valorem, grossrevenue or gross recel ptstaxes, “payments-in-lieu
of taxes,” payments equivalent to municipal and school taxes, property taxes, property
transfer taxes, franchise taxes, commodity taxes, and all other related taxes assessed by
Federal, provincial, municipal, or other local governmental authorities, except income taxes.

The charges to this account will be supported so as to show the amount of each tax and the
basi s upon which each charge is made.

We are currently discussing the use of standard costs for some of the allocations of
capital to the various accounts such that all costs of a new overhead line would be
allocated to account 1835 and then based on the number of polesinstalled, a standard
cost per pole (based on an internal study) would be removed from account 1835 and
debited to account 1830. Would thiscausethe OEB any great concern? Theremay be
other applicationsfor standard costs aswell.

If “actual cost” is not used as the basis of allocation, the utility should ensure that the
“standard cost” or any other basis used to allocate the cost is reasonable, supportable and
does not cause sgnificant variance from actual costs.
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Currently, some utilities are smply running any expenditures through a receivable
account and billing out the actual expenditures plusa burdened amount for employee
benefitsand truck expenses. Thetime spent on street lighting is specifically identified
on thetime sheets of the employees and burdens ar e allocated based on the amount of
time spent on thevariousactivities. All of these utilitiesarevery small and the portion
of timespent on street lightingisminimal compar ed totheother functionsof theutility.
I's it sufficient to continue record keeping in this manner? Would this fulfill the
requirement to keep separate accounting records? (Note that by running everything
through thereceivableaccount, noneof theexpensesarereflected in the expensesof the
LDC and therefore would not bereflected in their revenue requirement for their rate
application.)

According to section 5.3.1 of the “Draft Guidelines for the Interpretation of Electricity
Digribution Activities under Section 71 of the Ontario Energy Act, 1998" (“Draft
Guiddines’), street lighting services may not be considered as essential to the conveyance of
electricity and therefore should not be regarded as a distribution activity. 1t should be noted
that the Draft Guidelines are not yet in force.

In theinterim, in charging clientsfor street lighting it isimportant to ensure that this activity
isnot being crosssubsidized by theregulated activitiesof theutility. Asaresult, costsshould
bebilled at fair market value (FMV) or where FMV isnot determinable, at a cost base price
that includes the cost of providing the service aswell as a return on invested capital.

Until the Draft Guidelines are in force, the Uniform System of Accounts includes accounts
to be used for street lighting purposes and these accounts should be used in order to ensure
there is no cross-subsidization of such activity and to facilitate compliance with the Draft
Guiddinesoncethey areinforce. More specifically, in caseswhere the utility does not own
the street lighting assets, the revenues and expenses arising from the provision of street
lighting serviceswould berecorded in account 4375 , Revenuesfrom Non-Utility Operations
and 4380, Expensesfrom Non-Utility Operationsrespectively. All revenuesrelating to street
lighting including revenues from services and any administrative fee revenue that the Local
Digtribution Company (LDC) earns for administering the streetlight program on behalf of a
municipality, etc. would be reflected in account 4375.
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Account 5165, Maintenance of Street Light and Signal Systems includes all costs
associated with maintenanceof streetlights. Can it beassumed that thisaccount would
only beused if the LDC owned the streetlights (since the definition makesreferenceto
account 1875 asthe asset related account)?

Yes, until the Draft Guidelines referred to in A.51 above are in force, accounts 5165,
Maintenanceof Street Light and Signal Systemsand 5060, Street Lighting and Signal System
Expenseswould only be used when the street lighting fixtures are owned by the LDC. Refer
to A.51 above for a detailed discussion regarding accounting for street lighting services
provided in the interim by an LDC on assets not owned by the utility.

How do we account for transitional costsincurred in 1999 in the USoA?

Where electric utilities incur transition costs that are significant in amounts, would
these costs qualify as Extraordinary Event Lossrelated to account 15727?

Trangtional costsincurredin 1999 areto berecorded in Black Book account 285, Deferred
Charges. These costs may then to be transferred to USoA account 1570, Qualifying
Trandtion Costs as at January 1, 2000.

It should be noted that the initial rates will not incorporate any trangtion costs. Asaresult,
account 1570 will be used to defer trangition costs to subsequent years.

Note that for transition costs to be qualifying expenses they must meet the four criteria test
specified in the Draft Rate Handbook (i.e. causality, materiality, inability of management to
control and prudence). All such costsmust be specifically identified and justified. Theutility
must submit evidence supporting the eigibility of their claim in their filing.

The use of account 1572, Extraordinary Event Loss, is not dependent on the “sgnificance’
of the amount of the transition cost. Transition costs are defined as significant, recurring,
one-time costs associated with the transition to the new market. Transition costs should be
directly related to operational requirements created by the development of a competitive
market. Toqualify asatranstion cost, 75% of the costs should be directly and demonstrably
linked to restructuring requirements.

Extraordinary event related costs are those that are clearly outside of the base upon which
rates were derived (i.e. a computer systems upgrade that improves the billing system while
addressing Y 2K problemsispartially a contingency and partially an operational expenseand
only the Y 2K related portion of the costsis eligible for contingency treatment).
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Would the cost of attending various seminarsetc. related to the opening of theelectric
mar ketplace considered to be transition costs?

In order to qualify astrangtion costs, all such costsmust meet the digibility criteriain section
4.4 of the draft Digtribution Rate Handbook. Utilities must submit evidence that the
costrevenuesthat were incurred/received meet the four criteriain itsannual application for
rate changes.

Can the OEB providea chart of accountswith the minimum number of general ledger
Accountsrequired for a small utility? We are certain that we do not require all 400
accounts and would like a listing of the minimum mandatory accounts?

As mentioned in response to question 16 d) in Article 540 (page 17), there was a proposal
originally made by Board staff to have a different set of accounts applied to small distribution
utilities. This proposal was rejected early in the USOA development process based on the
advice received from external stakeholders involved in the development process. The
stakehol ders represented a broad spectrum of utilities of various sizes. Some of the reasons
for reecting the proposal for a different set of accounts included: the potential for
complications where utilities of various szes planned to amalgamate; difficultiesthat would
be encountered for benchmarking purposes; administrative problems associated with two
accounting standards; and, the proposal could not bejustified based on thelevel of reporting
detail that would still be necessary for smaller utilities.

Smaller utilities, by virtue of their sze or limited scope of activities, may not be usng all of
the accounts contained in the USOA. For example, asset, liability, revenue and expense
accounts related to generation, transmission and certain O&M items may not be applicable.
Accordingly, utilities should only use accounts dictated by their specific circumstances.

When do we have to implement the new USoA? Should utilities wait until they
incor por ate?

All eectric utilitiesare required to implement the APH and USoA effective January 1, 2000.
The timing of incorporation will not impact the APH implementation date.

For OEB regulatory purposes, financial informationthat permitsbenchmarking or comparison
to past performance (or to that of other utilities) based on comparable reporting periodswill
berequired. The OEB will provide more details on reporting requirements as they become
available.
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Will there be a verification process conducted by the OEB?

The OEB isin the process of developing the strategic focus of its audit and compliance
function. The audit, review, and investigation capability is expected to be operational in the
year 2000. TheBoard expectsthat utilities, if requested, will be prepared to supply financial
information in compliance with the APH after January 1, 2000.

The Board is aware of the demands on utilities in preparation for the opening of the
competitive market. Consequently, verification activities may initially be performed on an
exception bass only, pending market opening.

The* Draft Guidelinesfor thelnter pretation of Electricity Distribution Activitiesunder
Section 71 of theOntario Energy Board Act, 1998" (“ Draft Guidelines’ ) statethat the
rental or selling of hot water heaters should be provided through an affiliate or by
another party. Inthe APH, Article 540 (page 14) it states that water heater rental
income will be recorded in account 4385, Non Utility Rental Income.

Does the APH apply to the LDC only or also the affiliate? If an LDC presently has
5000 water heater rental units, isit required to transfer these unitsto an affiliate?

The APH appliestothe LDC and hasimplicationsfor LDC’ sthat exchange goodsor services
with affiliates. The APH, however, does not apply directly to the affiliate.

According the Draft Guidelines, therental or selling of hot water heaters would be provided
through an affiliate or by another party. Notethat Article 540 (page 14) relatesto Stuations
before the Draft Guiddlines arein force.

In theinterim, the USOA contains accounts that can be used for water heater rentals and the
associated expenses. These accounts would be used to record such activity until the Draft
Guiddines comeinto force. The accounts provided are account 4385, Non Utility Rental
Income (to record water heater rental revenues) and accounts 5185, Water Heater Rentals -
Labour, 5186, Water Heater Rentals- Materialsand Expenses, 5190, Water Heater Controls
- Labour, and 5192, Water Heater Controls- Material sand Expenses, asapplicable (to record
the related expenses).
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