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Today’s Presentation ‘

* Objectives of Regional Infrastructure Planning

* Regional Planning in Context

» Description of Regional Planning process

« Key features of Regional Infrastructure Planning process
« OPA and Transmitter deliverables

« Key LDC Obligations

« Transition and Implementation

» Highlights of Proposed Code Amendments including
documentation to support applications
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Objectives of Regional Infrastructure Planning

* More structured & transparent approach to Regional
Planning

« Timely implementation of required regional infrastructure

* Planning & assessment to support identification &
Implementation of ‘optimal’ solutions

« Coordinated regional planning to ensure cost effective and
efficient wires expansion

« Coordinate with OPA IRRP process to account for
Integrated (i.e. non-wires) solutions

« Documentation to support LDC rate applications and
transmitter rate and LTC (s.92) applications
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Regional Planning in Context

Distribution Planning

Bulk System Planning Regional Planning Distribution Network Planning

* 500 kV & 230 kV transmission * 230 kV & 115 kV transmission * Transformer stations to connect to the
* Interconnections * 115/230 kV autotransformers and transmission system
* Inter-area network transfer capability associated switchyard facilities * Distribution network planning (e.g. new
* System reliability (security and adequacy) * Customer connections & modified Dx facilities)

to meet NERC, NPCC, ORTAC * Load supply stations * Distribution system reliability (capacity
* Congestion and system efficiency * Regional reliability (security and & security)
* System supply and demand forecasts adequacy) to meet NERC, NPCC & ORTAC  * Distribution connected generation &
* Incorporation of large generation * ORTAC local area reliability criteria CDM resources
* Typically medium- and long-term focused * Regional/local area generation & CDM * LDC demand forecasts

resources * Near- & medium-term focused

* Typically near- & medium-term focused
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What is Regional Infrastructure Planning?

» Regional Infrastructure Planning:
« Focuses on planning of ‘wires’ (mainly Tx, some Dx)

« Coordinates transmission connection (i.e., supply) facilities to
LDCs and other customers

* Where needs driven by regional considerations, also coordinates
planning of wires facilities at bulk transmission and distribution
levels

* Regional Infrastructure Planning does not plan:
* Bulk transmission facilities (except where such facilities driven by
regional needs or provide alternative solution)
« Distribution facilities (except where such facilities driven by
regional needs)
» Resources (i.e. Generation, CDM) at all levels — bulk, regional and
distribution
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The Regional Planning Process in Ontario

Integrated Regional Resource Planning Regional Infrastructure Planning
PROCESS LEAD: Ontario Power Authority (OPA) PROCESS LEAD: Transmitter Approval Filing to the Board
Development of Integrated Planning Triggers
Regional Resource Plan
! | Needs Screening
I | N No Regional
' . Scoping Process (SP) i
) . - Complete 5P Outcome /is/th N Infrastmct'ure Plan
Stakeholder I Report ’ Required? \ N mk:ifmm
Engagement | [ m,:m Regional Infrastructure Planning Required \\[De:ishn] cycle; and /or
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| J Rate
: ’ A0 l-"---} Applications
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I L Reglo!'nal Hires oo Onl o | Regional Infrastructure Plan ; '
Integrated Regional T X Planning » [ -
[saaal ey . Resource Plan is Required \gpproach? '
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I Solutions Needed (e.g. Advanced from IRRP) ' Project
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http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2011-0043/PPWG_Regional_Planning_Report_to_the_Board_No-App.pdf

Regional Infrastructure Planning features

Structured approach with 21 electrically based regions

«  PPWG Report includes Appendix 4 listing LDCs in each region

« With 3 possible outcomes, RIP provides for appropriate level of
planning coordination:

1. No regional coordination needed
2. Regional coordination of wires only
3. Regional coordination of resources (CDM & generation) & wires

* Increased transparency: plan scoping, development, consultation,
posting documents

* Recognizes need for close coordination with OPA's IRRP process
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http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2011-0043/App4_Table setting out distributors in each region.pdf

Transmitter Key Deliverables

* |Intermediate Products

* Needs Assessment Report

— Determines if regional planning needed and, if so, identifies LDCs to
be active participants

» Final Products
« Annual Report: RIP Status Updates to Board
« RIP Planning Status Letter

* Regional Infrastructure Plan
— Recommended ‘wires’ solutions
— Implementation plan
— Project timelines and monitoring
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OPA Key Deliverables

* |Intermediate Products

« Scoping Process Outcome Report

— ldentifies planning approach — IRRP or RIP only — and rationale
behind approach

—  WIll be posted for stakeholder feedback

* Final Product
» Integrated Regional Infrastructure Plan (IRRP)
*  Will be posted for stakeholder feedback before finalized
* Final IRRP to transmitter on need for “wires” solutions for RIP

« If IRRP not finalized, OPA still required to identify to transmitter
“near term” (i.e., 0 — 5 years) wires solutions required for RIP
— Implementation plan
— Project timelines and monitoring

;»%;i Ontario Energy Board 9
=== Commission de I’énergie de I’Ontario



What does this mean for LDCs?

Provide requested information

« All LDCs in region to provide forecast information to lead
Transmitter (for ‘Needs Assessment’)

* Provide any additional forecast information underlying forecasts
requested by OPA / Transmitter

— Investment plans, relevant community energy plans, future station
requirements, DG, CDM plans

* Needs Assessment: Transmitter will identify LDCs in region to remain
involved in process (if regional planning needed)
« Scoping Process (led by OPA)
* RIP process (led by Transmitter) and/or IRRP process (led by OPA)
* LDCs to be involved in both processes, as required
« As an active participant in RIP/IRRP processes, LDCs will be able to:
* ldentify potential distribution solutions in their territory
¢ Provide input on investments that affect them

* Resulting documents to be used by LDCs to support applications

f&4 Ontario Energy Board 10
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RIP Transition and Implementation

4 years to complete first cycle

* Regions prioritized into 3 groups based on expected need

v" Group 1 - (underway — 2014)
v' Group 2 - (2014 — 2015)
v" Group 3 - (2016 — 2017)

« Group 1 Regions have planning activities underway for some or all
parts of region

« See Attachment for Regions — Table & Maps
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Proposed Code Amendments: High Level Overview

« Regional Planning Process
* Intended to ‘support’ process in WG Report (i.e., not ‘define’
process)
* Accountabilities of Transmitters and LDCs
« Timelines for major planning steps & information requirements
 |dentifies supporting documentation for applications

« TSC Cost Responsibility Rule Changes
« Reduce/remove barriers to regional plan execution
. Capita;l Contribution “refund” sunset period extended (5 to 15
years
« Elimination of “otherwise planned” provision (section 6.3.6)

« Asset Redefinition

* Reduce/remove barriers to regional plan execution
115/230 kV auto-transformers consistently defined as “Network”
Broader “Network” & narrower “Line Connection” definitions
Assets only to be redefined on go forward basis (as upgraded)
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Overview: Timelines in Proposed Code / OPA Licence

Amendments

Regional Infrastructure Planning Process [w/ IRRP]

Information Needs Assessment & Report 2 2
R ) . Scoping Outcome Report Integrated Regional Resource Regional Infrastructure
. & [Is Regional Planning Req’d?] [Is RIP or IRRP Req’d?] Plan Development Plan Development
[Trigger Stage]

>
Approx 2 year process
Tx [L] - 60 Days I(’)‘D[:\]/S‘ OPA [L] - 90 Days OPA [L] 12 months Tx [L] = 6 months

Notes

Dx [H] - Host Distributor Note 1: When RIP is not finalized, a Planning Status Letter is provided to Dx within 30 days of the request.
Dx [E] — Embedded Distributor Note 2: OPA Responsibilities — Scoping Outcome Report / IRRP —reflects proposed licence amendments.
Tx [L] — Lead Transmitter Note 3: Green boxes denote timelines for provision of information
Tx — Other Transmitter
Note: This chart is intended to provide a high level overview to show how the process and timelines in the Proposed
Code Amendments fit together. It is not possible to reflect all proposed timelines. This chart should be used as a
guide and the official Notice and Proposed Code Amendments should be relied upon. 13



Proposed Code Amendments: Documentation to support LDC

Rate Applications

Documentation requested from Transmitter to support LDC rate
applications will vary depending on circumstances

1. Needs Assessment Report
« where LDC involvement not required in RIP and/or IRRP process

2. Regional Planning Status Letter

« where LDC involvement is required in RIP and/or IRRP process
but RIP not yet complete at time of application filing

3. Regional Infrastructure Plan

« where LDC involvement is required in RIP and/or IRRP process
and RIP completed at time of application filing

Note: PPWG Report includes a summary of the Required Documentation for Application
Submissions in Appendix 5 as well as Template Forms [(1) Appendix 6 and (2) Appendix 8]
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http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2011-0043/App5_Required Document for Application Submissions.pdf
http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2011-0043/App6_Needs Summary Report Template.pdf
http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2011-0043/App8_Planning Status Letter _Request Form.pdf

OEB Proposed Code Amendments: Next Steps

« Posted for stakeholder comment May 17
» Stakeholder comments received June 17
* Final code amendments issued TBD

* Proposed amendments to OPA Licence June 3
* Final amendments to OPA Licence TBD

(separate regulatory hearing process)

« Board endorsed regional planning process in PPWG Report (included
In Notice with proposed code amendments)

* Notice indicated PPWG to remain in place as Regional Planning
Standing Committee (after final code amendments issued) to make
refinements based on “lessons learned”

« Expect some changes in membership
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Attachment

Table and Maps of 21 Regions
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21 Planning Regions: PPWG Report

Burlington to Nanticoke East Lake Superior Chatham/Lambton/Sarnia
Greater Ottawa GTA East Greater Bruce/Huron
GTA North London area Niagara

Peterborough to

GTA West North of Moosonee

Kingston

South Georgian
KWCG Bay/Muskoka North/East of Sudbury
Metro Toronto Sudbury/Algoma Renfrew
Northwest Ontario St. Lawrence

Windsor-Essex
Note: PPWG Report includes Appendix 4 listing LDCs in each region.

}%ﬁ Ontario Energy Board
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http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2011-0043/App4_Table setting out distributors in each region.pdf
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http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2011-0043/App3_Regional Zone Maps.pdf
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North of Moosonee

Northwest Ontario

e
Sudbury/Algema
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Integrated Regional Resource Planning Regional Infrastructure Planning

PROCESS LEAD: Ontario Power Authority (OPA) PROCESS LEAD: Transmitter Approval Filing to the Board

Development of Integrated
Regional Resource Plan

Stakeholder |
Engagement I Regional Infrastructure Planning Required
| : '
| | .
______ M |
I ] Rate
. | . e
Y . i eacslea) | Applications
| [}
| L Wires Solution Only ! :
Integrated Regional v - o J-"-“:
Resource Plan * Resource Plan is Required |
. ]
1
| | Project
Wires Solutions Needed (e.g. Advanced from IRRP |
.................... | St tesilles Moo feeeched Apprg:als
- [TC
) Wires Solutions as part of an integrated plan
Generation M Infrastructure
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Attachment - Table and Maps of 21 Regions

Burlington to Nanticoke East Lake Superior Chatham/Lambton/Sarnia
Greater Ottawa GTA East Greater Bruce/Huron
GTA North London area Niagara

GTA West Peterborough to Kingston North of Moosonee
KWCG South Georgian Bay/Muskoka North/East of Sudbury
Metro Toronto Sudbury/Algoma Renfrew

Northwest Ontario St. Lawrence

Windsor-Essex



1. Planning Zones — Northern Ontario




2. Planning Zones —Southern Ontario




3. Planning Zones — GTA




Group Priority List - 21 Planning Regions

Group 1 Group 2 Group 3

Burlington to Nanticoke | East Lake Superior Chatham/Lambton/Sarnia

Greater Ottawa GTA East Greater Bruce/Huron

GTA West Peterborough to Kingston North of Moosonee

KWCG South Georgian Bay/Muskoka | North/East of Sudbury

Metro Toronto Sudbury/Algoma Renfrew

Northwest Ontario _ St. Lawrence

Windsor-Essex

Please Reference Appendix 4 for a complete listing



DOCUMENTATION REQUIREMENTS - 2013

1. NO Infrastructure Plan Initiated Group 2 / Group 3 Group Priority List WG Report

2. NO Infrastructure Plan Needed Group 1 Planning Status Letter Transmitter

3. Infrastructure Plan Needed; but Group 1 Planning Status Letter Transmitter
Incomplete

4. IRRP Review Needed; Incomplete Group 1 Planning Status Letter and supporting OPA

documents

5. IRRP Complete - Infrastructure Group 1 Planning Status Letter and copy of the IRRP Transmitter
Plan Incomplete

6. Infrastructure Plan Complete Group 1 Regional Infrastructure Plan Transmitter

Please Note: As this process is in transition and the timing to deliver any products may vary; Distributors are encouraged to contact their
Account Manager (OPA or Hydro One) and make a request for the Planning Status Letter as early as possible.



DOCUMENTATION REQUIREMENTS - 2014

1. NO Infrastructure Plan Initiated Group 2 Group Priority List Hydro One Website

Group 3

2. NO Infrastructure Plan Needed Group 1 Needs Assessment Report Transmitter
Group 2

3. Infrastructure Plan Needed; but Group 1 1. Scoping Outcome Report (if available) Transmitter;

Incomplete Group 2 2. Planning Status Letter Rt'equ'e sted by the
Distributor

4. IRRP Review Needed; Incomplete Group 1 1. Scoping Outcome Report (if available) OPA; Requested by

Group 2 2. Planning Status Letter e IDisiitlon o

5. IRRP Complete - Infrastructure Group 1 1. Planning Status Letter Transmitter ;
Plan Incomplete Group 2 2 IRRP Rt_equ_ested by the
Distributor
6. Infrastructure Plan Complete Group 1 Regional Infrastructure Plan Transmitter
Group 2

NOTE 1: Embedded Distributor is required to requests supporting documentation

NOTE 2: Lead Transmitter is obliged to provide a distributor with a status of any regional plan
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this presentation consists of:

 RRFE: objectives, planning policy &
expectations for distributor plans

» Chapter 5 relationship to Chapter 2
« filing: who, when & how

* key elements

* highlights by section
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Renewed Regulatory Framework: objectives

 shift focus from utility cost to value for customers

 better align utility reliability and quality of service levels
with customer expectations

* Institutionalize continuous improvement and innovation

 provide for a comprehensive approach to network
Investments to achieve optimum results

* better align timing and pattern of expenditures with cost
recovery

» provide a sustainable, predictable, efficient and
effective regulatory framework

F%* Ontario Energy Board
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Renewed Regulatory Framework: planning policy

 Integrated, longer term planning underpins rate setting

« Information on asset management and capital
expenditure planning policies and practices enables
robust regulatory assessment of distributors’ applications

« cost effective, timely and efficient regional “wires”
Investments will result from

— coordinated planning among affected distributor and transmitter
members of a ‘region’, and

— the use of clear and consistent transmission asset definitions and
cost responsibility rules

F%)i Ontario Energy Board 4
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Renewed Regulatory Framework:

expectations for and evaluation of distributor plans

» the Board expects that a distributor’s investment plan

will

— optimize investment across all categories of capital expenditure
through a longer term, integrated approach

— reflect regional and smart grid considerations

— Sserve present and future customers

— place a greater focus on delivering value for money

— align distributor and customer interests

— support the achievement of public policy objectives

« good planning will ensure that the
RRFE performance outcomes for —
distributors are being achieved

e

;»%;i Ontario Energy Board
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Customer Focus
Operational Effectiveness
Public Policy Responsiveness
Financial Performance




Chapter 5 & Chapter 2: the role of Chapter 5

* Implements RRFE policy on matters related to
distribution network investment planning by providing
electricity distributors with guidance on:

— the types and characteristics of distributor planning
Information needed to reflect an integrated, longer term
planning approach;

— information on the distributor’s approach to asset
management and capital expenditure planning that best
enables robust regulatory assessment; and

- the qualitative & quantitative information on the
distributor’s capital expenditure plan that can be used to
support the Board’s assessment of proposed material
project and activity expenditures

F%* Ontario Energy Board 6
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Chapter 5 & Chapter 2: capital expenditure focus

» Chapter 5 consolidates a distributor’s information

— on system planning, focussing on the asset management and
capital expenditure planning processes used to identify, select,
prioritize and schedule all types of investment; and

— on the resulting integrated 5 year plan, detailing the investments
for which costs are proposed for recovery

« Chapter 2 focusses on a distributor’s information

— on the impact of their proposed capital expenditures as explained
In Chapter 5 on test year rate base and the revenue requirement

;»%;i Ontario Energy Board
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Chapter 5 filings: who & when?

 licenced, rate regulated electricity distribution utilities in
Ontario

— when filing a cost of service application for rebasing under the 4th
Generation IR or a Custom IR rate plans

— within five years of the date of the most recent Board decision
approving their rates in a cost of service proceeding if filing an
application under the ‘Annual IR Index’

— when filing a Leave to Construct, Incremental Capital Module or Z-
factor application if required by the Board

;»%;i Ontario Energy Board 8
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Chapter 5 filing: how?

* a Chapter 5 filing should take the form of a stand-alone
document (i.e. “Ex 2-T#-S#")

« organize the information in the document by using the
Chapter 5 section headings beginning with section 5.2;

e.g.

;B ¢ kW N =

K»%)i Ontario Energy Board
—

etc.

Distribution System Plan
Distribution System Plan Overview
Coordinated Planning with 3’ Parties
Performance Measurement for Continuous Improvement
AssetManagementProcess Overview
Overview of Assets Managed

AssetLifecycle Optimization Policies and Practices

or...

Commission de I’énergie de I'Ontario



Chapter 5 filing: how?

* use a table to clearly map the Chapter 5
headings to the headings used In the
document; e.g.

o W
oAt pa A O

Distribution System Plan

The table below maps the headings used in this document to the section headings used

' in Chapter 5.
Chapter 5 headings Current Document

521 | Distribution System Plan Overview 6 |TitleF
5.2.2 | Coordinated Planning with 3 Parties 5 |TitleE
52 3 | Performance Measurement for Continuous Improvement| 4 |Title D
5.2 4 | Asset Management Process Overview 1 |Title A
5.2.5 | Overview of Assets Managed 3 |Title C
5.2.6 |Asset Lifecycle Optimization Policies and Practices 2 |Title B
etc.

;»%;i Ontario Energy Board 10
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key elements: regional planning documentation

[5.1.4.1]

* proposed DSC amendments set out distributor

obligations to participate in regional planning processes,
Including

— integrated regional resource planning (IRRP) lead by OPA

— regional infrastructure planning (RIP) lead by transmitter

» a distributor would obtain from the transmitter and file

- the most recent Needs Assessment report if the distributor was

not required to participate in the latest RIP process for their
region; or

— if they did participate in the latest RIP process, the Regional
Infrastructure Plan prepared as a result; or

— an RIP process status letter if a completed Regional
Infrastructure Plan was not available at the time of filing

f&4 Ontario Energy Board
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key elements:

“‘Renewable Energy Generation investments”

* Investments to accommodate renewable energy
generation are included in the distributor’s capital
expenditure plan

- replaces stand-alone ‘GEA Plans’

- OPA comment letter on distributor’s planned REG
Investments required

- material REG investment projects/activities assessed
INn Ssame way as any other proposed investment

— costs of “eligible investments” recoverable through
provincial cost recovery (incl. ‘Direct Benefits’
calculations) are included in Chapter 2 filing

f&4 Ontario Energy Board
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[5.0.3.4]
[5.4.5.2 B]

key elements: smart grid

 In its Supplemental Report on smart grid the
Board determined that smart grid Is
— the modernization of the grid
— Integral to distribution system plans
- a focus of grid-enhancing innovation; and

— Implemented on a regionally coordinated basis

« material grid modernization projects/activities will be assessed using
the criteria applicable to any proposed investment (i.e. efficiency,
customer value, reliability, safety); other criteria may be used (e.g.
cyber-security) where applicable

f&4 Ontario Energy Board
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highlights: Distribution System Plan overview

1o set the context and summarize the key elements of the
DS Plan:

- a high level overview and ‘highlights’ of the plan (e.g. objectives;
key drivers; priorities; significant or ‘one off’ investments; etc.)
[5.2.1]

— a description of coordinated regional planning activities and
Impact on current plan [5.2.2]

— an explanation of the measures and methods the applicant uses
to assess ongoing performance against objectives [5.2.3]

;»%;i Ontario Energy Board 15
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[5.1.5]
[5.2.3]

highlights: performance reporting & measurement

« file information on the metrics you use to monitor and
assess the effectiveness of your planning process; i.e.
- measures of how well plan objectives are being met

— should relate to your objectives; e.g.
» customer oriented performance
» cost efficiency and effectiveness
« asset/system operational performance

« summarize ‘trend’ information (table or graph)

21 Ontario Energy Board
@ Commission de I’énergie de I'Ontario DRAFT 16



highlights: asset management process

 Information focusses on the process used to manage
system asset maintenance and replacement activities over
the lifecycle of the assets, including:
— an overview of the AM process used [5.3.1]
— a high level summary of distribution assets in use [5.3.2]

— an explanation of how ‘replace vs. refurbish’ decisions are made (=
‘asset lifecycle optimization’ policies/practices) [5.3.3]

;»%;i Ontario Energy Board 17
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highlights: capital expenditure plan

 Information describing the plan at a high level
and identifying and explaining the rationale for
significant capital expenditures for which cost
recovery Is sought:

a summary of key plan information (e.g. significant projects, their respective
main drivers and costs) [5.4.1]

a brief explanation of the process the applicant uses to plan investments
(referencing their asset management process where applicable) [5.4.2]

information on the capability of a distributor’s distribution system to
accommodate renewable energy generation; [5.4.3] and

a ‘capital expenditure summary’ (Table 2) to organize previous and
prospective capital expenditure information in a common framework using
high level categories defined by investment drivers [5.4.4]

f&4 Ontario Energy Board
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highlights: Table 2 — capital expenditure summary [5.4.4]

009 010 0 0 0
OR $ ‘000 % $ 000 Yo $ ‘000 % $ ‘000 % $ ‘000 Yo $ 000 | $°000 | $‘000 | $°000 | $°000
System Access

System Renewal

System Service

General Plant

Total
Notes to the Table: 1
1. Historical “previous plan” data is not required unless a plan has previously been filed
2. Indicate the number of months of ‘actual’ data included in year ‘Test-1" (normally a ‘bridge’ year):l:l aggregated

expenditure by
Explanatory Notes on Variances (complete only if applicable) category

Notes on shifts in forecast vs. historical budgets by category 2

amounts for each
category from previous
plan for each year

3
Notes on Plan vs. Actual variance trends for individual expenditure categories blank (no previous plan)

Notes on year over year Plan vs. Actual variances for Total Expenditures

for initial Chapter 5 filing
|

i»%;i Ontario Energy Board 19
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highlights: justifying capital expenditures

 the information that will be used to assess whether the
plan meets the Board’s expectations includes:

— for the plan as a whole, trends in the relationship between
iInvestment drivers and expenditures [5.4.5.1]

— for significant investments more in-depth information in
proportion to the ‘materiality’ of the expenditure is required,
Including [5.4.5.2]

« key characteristics of the investment [A]

* Information about the investment that addresses the applicable
evaluation criteria the Board will use to assess the expenditure in
terms of achieving the four RRFE performance outcomes [B]

« provide category-specific information that could support the Board’s
assessment [C]

f&4 Ontario Energy Board
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> 0 » OF Q20 » 02 O

Chapter 5 mentions REG investments, but where are ‘Direct Benefits’
calculations filed?

Chapter 2 (as revised) includes guidance and tables for this purpose

| have a documented Asset Management Plan; can section 5.3.1 — 5.3.3 be
addressed by including it as an Appendix to my DSP Exhibit?

Provide a clear indication in the Exhibit as to where the information for each
section can be found

Does Table 2 require project-by-project data?
Aggregated data by category is required

Note 1 to Table 2 notwithstanding, can ‘plan’ data for the historical period (e.g.
‘total’ capex; system O&M) be included in my initial Chapter 5 filing?

Any information that supports your application can be included as appropriate

For the purposes of the ‘Explanatory Notes’ on Table 2, what is a ‘marked’
variance?

Some variance is expected; a ‘marked’ variance is one that ‘stands out’ relative
to the others in the series

What's the best way to organize information for sections 5.4.5.2 A, B and C (for
material projects/activities)?

Applicants should consider consolidating all the information pertinent to each
material project/activity to promote clarity and better understanding of the
expenditure
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Thank you

Need information?

Market Operations Hotline: 416-440-7604

Email: market.operations@ontarioenergyboard.ca

}%;i Ontario Energy Board
=== Commission de I’énergie de I’Ontario


mailto:market.operations@ontarioenergyboard.ca

)
Ontario Energy Board Commission de I'énergie de I'Ontario K
[ VT incerT P sic peamane |

Ontario

Ontario Energy Board

Filing Requirements For
Electricity Distribution Rate Applications

Chapter 5

Consolidated Distribution System Plan

March 28, 2013



Ontario Energy Board March 28, 2013

Table of Contents

CHAPTER 5 CONSOLIDATED DISTRIBUTION SYSTEM PLAN FILING

5.0

5.1

5.2

5.3

5.4

REQUIREMENTS
(€710 1S7ST ii
el o To (U Lo 10 o [PPSR PPPPPPRPP 1
5.0.1 Purpose of filing a Distribution System Plan ...........cccccevviiiiiiieeceecce 2
SN O Y o] o] [ To= 11 o] 0 Ir=T g o =Yoo o1 2
5.0.3 Framework for distribution system plans..........cccoeeviiiiiiiiiiiie e 2
5.0.4 The Board’s evaluation of DS Plans ..., 4
5.0.5 Form of these filing reqUIremMEeNtS..........ccooveriiiiiiii e 5
General & AdMINISTrative Matters ....... oo 5
5.1.1 INVESIMENT CAEUOIIES ... eeieeieiiiiiiie e e ettt e e et e e e e e e e e e eeaaann s 6
5.1.2 Investments related to renewable energy generation ..............ccceeevvviiiinnnnn. 7
5.1.3 TimMe Of flliNG. oo 7
5.1.4 Planning in consultation with third parties ............cccccviiiiiiiiii e, 8
5.1.5 Performance rePOrtiNg ......ooooieiiiiuiieeee e 9
Distribution SyStem PIANS ... 9
5.2.1 Distribution System Plan OVEIVIEW .........ccoeuuiiiiiiiiieeeeeeeeeii e 9
5.2.2 Coordinated planning with third parties...........cccoooiiiiiiii 10
5.2.3 Performance measurement for continuous improvement............ccccuvvunnnn.. 11
Asset ManagemeNnt PrOCESS .....oouuiiiiiii e 12
5.3.1 Asset management ProCESS OVEIVIEW. .........uuuuiieeeeeeereerriiiieeeeeeeeeeennnnnnnaans 12
5.3.2 Overview of assets Managed..........cccoevvviieiiiiiiie e 13
5.3.3 Asset lifecycle optimization policies and practiCes.........cccceeeveeeeveeeeriennnnnnn. 13
Capital EXPenditure Plan...... ..ot eeeannae 14
.4 1 SUIMIMAIY ..ttt e ettt e e et et e e e ettt e e e e e et e e e e eaba e e e e enaaaeeeeennnnaeeas 14
5.4.2 Capital expenditure planning ProCess OVEIVIEW .............uuuieeeeeeereeeerrennnnnnnns 15
5.4.3 System capability assessment for renewable energy generation................ 16
5.4.4 Capital expenditureé SUMMATY .......ccoooeeeiiiiiiiiiiaa e e e e e eeeanen s 16
5.4.5 Justifying capital @XPenditUres ..........ooooiiiiiiiiiiiiee e 19

Chapter 5 -i-



March 28, 2013 Ontario Energy Board

Glossary

Where applicable, definitions set out in the Distribution System Code (DSC) apply to terms used
in these filing requirements. Certain other terms used here are explained below.

Distribution System Plan duration is the duration of a distributor’s Distribution System Plan,
which is a minimum of ten (10) years in total and comprised of an historical period and a
forecast period

Forecast period is the last five (5) years of the Distribution System Plan duration, consisting of
five (5) forecast years, beginning with the Test year

General plant investments are modifications, replacements or additions to a distributor’'s assets
that are not part of its distribution system; including land and buildings; tools and equipment;
rolling stock and electronic devices and software used to support day to day business and
operations activities

Historical period is the first five (5) years of the Distribution System Plan duration, consisting of
five (5) historical years, ending with the Bridge year

REG investments accommodate the connection of renewable energy generation (including
connection assets, expansions and/or renewable enabling improvements) the costs of which are
the responsibility of the distributor as set out in the DSC. REG investments can be stand-alone
or integrated into a project/activity; and are to be categorized for the purposes of section 5.4 in
the same way as any other investment

Regional Infrastructure Plan is a document issued by the transmitter leading a Regional
Planning Process that identifies forecast regional electricity service requirements, and describes
and justifies the optimal infrastructure investments planned to meet those requirements

Regional Planning Process is a consultation involving distributors, transmitter(s), and the
Ontario Power Authority convened for the purpose of exchanging information related to system
planning, coordinating the modification of a regional electricity transmission system, and
preparing and issuing a Regional Infrastructure Plan

System access investments are modifications (including asset relocation) to a distributor’s
distribution system a distributor is obligated to perform to provide a customer (including a
generator customer) or group of customers with access to electricity services via the distribution
system

System O&M are routine operations and maintenance activities carried out to sustain required
distribution system performance to the end of the subject asset’s service life

System renewal investments involve replacing and/or refurbishing system assets to extend the
original service life of the assets and thereby maintain the ability of the distributor’s distribution
system to provide customers with electricity services.

System service investments are modifications to a distributor’s distribution system to ensure the

distribution system continues to meet distributor operational objectives while addressing
anticipated future customer electricity service requirements

=i - Chapter 5
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5.0 Introduction

These filing requirements set out the information required by the Board under the
renewed regulatory framework for electricity to assess distributor applications involving
planned expenditures on distribution system and other infrastructure.! For the purposes
of these filing requirements, a Distribution System Plan (“DS Plan”) consolidates
documentation of a distributor's asset management process and capital expenditure
plan, where:

e an Asset Management Process is the systematic approach a distributor uses to
collect, tabulate and assess information on physical assets, current and future
system operating conditions and the distributor’s business and customer service
goals and objectives to plan, prioritize and optimize expenditures on system-
related modifications, renewal and operations and maintenance, and on general
plant facilities, systems and apparatus; and

e a Capital Expenditure Plan sets out and robustly justifies according to the
Board’s standard requirements for evaluation a distributor’s proposed
expenditures on its distribution system and (non-system) general plant over a
five-year planning period, including investment and asset-related maintenance
expenditures.

Filing DS Plans consistent with these requirements will ensure that the Board’s
expectations for a distributor’s planning are met; namely, that the DS Plan optimizes
investments and reflects regional and smart grid considerations; serves present and
future customers; places a greater focus on delivering value for money; aligns the
interests of the distributor with those of customers; and supports the achievement of
public policy objectives.?

Good distributor planning is an essential pre-requisite to the performance-based rate-
setting approaches established under the renewed regulatory framework for electricity?,
and necessary to ensure that the performance outcomes the Board has established for
electricity distributors are being achieved:

Customer Focus: services are provided in a manner that responds to identified
customer preferences;

Operational Effectiveness: continuous improvement in productivity and cost
performance is achieved; and utilities deliver on system reliability and quality objectives;

The renewed regulatory framework for electricity is a comprehensive, performance-based approach to
regulation that is based on the achievement of outcomes that ensure that Ontario’s electricity system
provides value for money for customers. See Report of the Board — A Renewed Regulatory
Framework for Electricity Distributors: A Performance-Based Approach; (the “RRFE Report”); p. 2.

> RRFE Report; p. 1.

* RRFE Report; p. 36.
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Public Policy Responsiveness: utilities deliver on obligations mandated by government
(e.g., in legislation and in regulatory requirements imposed further to Ministerial
directives to the Board); and

Financial Performance: financial viability is maintained; and savings from operational
effectiveness are sustainable.

DS Plan filings must enable the Board to assess whether and how a distributor has
planned to deliver value to customers. One of the primary goals of DS Plans and by
extension, hallmarks of good planning, is pacing and prioritizing capital investments in a
manner that considers rate impacts. To facilitate the achievement of this goal, these
filing requirements focus on the qualitative and quantitative information distributors can
use to support their investment proposals that will best enable the Board to assess how
a distributor has sought to control the costs and related rate impacts of proposed
investments.*

5.0.1 Purpose of filing a Distribution System Plan

Good distributor planning is an essential pre-requisite to the performance-based rate-
setting approaches established under the renewed regulatory framework for electricity.
Filing a DS Plan with an application to the Board will provide information to the Board
and interested stakeholders including but not necessarily limited to a distributor’s:

- asset related performance objectives and approach to evaluating its performance
relative to those objectives;

« approach to lifecycle asset management planning and the management of asset-
related operational and financial risk; and

- plan for capital-related expenditures over the five-year forecast period.
5.0.2 Application and scope

These filing requirements apply to licenced, rate regulated electricity distribution utilities
in Ontario when filing DS Plans as required by the Board as set out in section 5.1.3 of
these requirements.

5.0.3 Framework for distribution system plans

The content of these filing requirements has been informed by the Board’s expectations
for distribution system planning under the renewed regulatory framework for electricity.

* RRFE Report; p. 36.
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5.0.3.1 Integrated planning

An integrated approach to planning, whereby investments for system renewal and
expansion, renewable generation connections, smart grid development and
implementation, and regionally planned infrastructure are planned and optimized
together, will provide the necessary foundation for distribution rate-setting under the
renewed regulatory framework; help distributors to pace and prioritize projects; and
support the achievement of the four outcomes for electricity distributors.>

5.0.3.2 Longer term planning horizon

Under the renewed regulatory framework, a planning horizon of five years is required to
support integrated planning and better align distributor planning cycles with rate-setting
cycles, which are a minimum of five-years in expected duration.® This longer term
approach should:

* enhance the predictability necessary to facilitate planning — including regional
planning — and decision-making by customers and distributors;

» facilitate the cost-effective and efficient implementation of distributor DS Plans and
thereby the achievement of customer service and cost performance outcomes; and

« help distributors to manage consumer rate impacts.’

5.0.3.3 Regional considerations

Planning the distribution system infrastructure in a regional context will help promote the
cost effective development of electricity infrastructure in Ontario. Regional issues and
requirements are to be considered in individual distributor system planning processes.®
Accordingly, these filing requirements provide that where applicable, a distributor file
information on the Regional Planning Process(s) in which it was a participant; on the
Regional Infrastructure Plan provided by the transmitter; and information demonstrating
that the Regional Infrastructure Plan has been appropriately considered and addressed
in the development of the distributor’'s DS Plan.

5.0.3.4 Smart grid development and implementation

Under the renewed regulatory framework, smart grid development is expected to be
integral to distribution system plans, a central focus of grid-enhancing innovation, and
implemented on a coordinated regional basis to achieve economies of scope and

RRFE Report; p. 31.
RRFE Report; p. 31.
RRFE Report; p. 10.
RRFE Report; p. 39.

o N o O
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scale.® These filing requirements therefore include DS Plan information regarding,
where appropriate:

» the activities a distributor has undertaken in order to understand their customers’
preferences (e.g., data access and visibility, participating in distributed generation,
and load management) and how they have addressed those preferences;

» the options a distributor has considered for facilitating customer access to
consumption data in an electronic format;

» the mechanisms that facilitate “real-time” data access and “behind the meter”
services and applications that a distributor has considered for the purpose of
providing customers with the ability to make decisions affecting their electricity costs;

» the consideration a distributor has given to the investments necessary to facilitate
the integration of distributed generation and more complex loads (e.g., customers
with self-generation and/or storage capability);

» the technology-enabling opportunities a distributor has considered regarding
operational efficiencies and improved asset management; and

» the distributor’'s awareness and adoption of innovative processes, services, business
models, and technologies.*°

5.0.4 The Board’s evaluation of DS Plans

DS Plan filings must support the Board’'s assessment as to whether a distributor has
and will continue to achieve the four performance outcomes the Board has established
for electricity distributors as explained below. Section 5.4.5 explains the specific criteria
the Board will use to evaluate whether a DS Plan and in particular the material**
projects/activities proposed for cost recovery in a DS Plan address these four
outcomes.*?

Customer Focus

A DS Plan filing must demonstrate that distribution services are provided in a manner
that responds to identified customer preferences. As indicated in the provisions that
follow, this is accomplished by providing information on customer engagement to
identify preferences; the value proposition the DS Plan represents for customers
(economic efficiency and cost-effectiveness); and on the factors relating to customer
preferences or input from customers and participants in a Regional Planning Process
that were considered in the course of planning investment projects and activities.

° See Report of the Board - Supplemental Report on Smart Grid (EB 2011-0004); February 11, 2013 (the
“Smart Grid Report”); pp. 4 — 5.

% Smart Grid Report; pp. 9 — 16.

1 A project or activity is “material” if the materiality threshold set out in Chapter 2 of the Filing
Requirements for Electricity Transmission and Distribution Applications is met.

'2 For details on the evaluation criteria and how the Board will use them to evaluate investments, see the
Smart Grid Report; pp. 17 — 21.

-4 - Chapter 5


http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2011-0004/Supplemental_Report_on_Smart_Grid_20130211.pdf

Ontario Energy Board March 28, 2013

Operational Effectiveness

DS Plans must show that a distributor’s asset management and capital expenditure
planning processes are designed to identify and take advantage of opportunities for
continuous improvements in productivity and cost performance, while delivering on a
distributor’s explicitly stated system reliability and quality objectives.

Public Policy Responsiveness

A distributor’'s DS Plan must explain how the expenditure planning process has been
integrated and rationalized so as to permit timely and appropriate expenditures in
relation to a distributor's government-mandated obligations (e.g., in legislation or
regulatory requirements imposed further to Ministerial directives to the Board).

Financial Performance

DS Plans must show that a distributor’s financial viability and operational effectiveness
will endure over the long term including by sustaining efficiencies gained through
prudent capital-related expenditure planning and DS Plan execution.

5.0.5 Form of these filing requirements

To implement the policy objectives of the renewed regulatory framework, filing
requirements related to Distribution System Plans, including information on planned
investments related to investments to accommodate the connection of renewable
energy generation (REG) and/or smart grid development activities and expenditures
(see sections 5.1.2 and 5.0.3.4 respectively), have been consolidated in this Chapter 5
of the Board’s Filing Requirements for Electricity Transmission and Distribution
Applications (CoS FRs) Accordingly, these filing requirements replace the Board’s
Filing Requirements: Distribution System Plans — Filing under Deemed Conditions of
Licence.

5.1 General & Administrative Matters

The form and the content of these filing requirements reflect the Board’s conclusions in
relation to distribution infrastructure planning. These filing requirements introduce a
standard approach to a distributor’s filings of asset management and capital
expenditure plan information in support of a rate application.'® As detailed in section
5.2, distributors filing a corporate ‘Asset Management Plan’ are expected to include and

¥ RRFE Report; p. 35.
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clearly identify in their filings the information set out in these filing requirements, and to
use the terminology and formats set out in these filing requirements.**

5.1.1 Investment Categories

A distributor’s investment projects and activities should be grouped for filing purposes
into one of the four investment categories listed below, based on the ‘trigger’ driver of
the expenditure, examples of which are provided on Table 1.

Table 1 — Investment Categories & Example Drivers and Projects/Activities

- Example Drivers Example Projects / Activities

— new customer connections

— maodifications to existing customer connections

— expansions for customer connections or property
development

customer service requests

other 3" party infrastructure — system modifications for property or infrastructure
development requirements development (e.g. relocating pole lines for road widening)

system access

mandated service obligations — metering
(DSC; Cond. of Serv.; etc.) — Long term load transfer

assets/asset systems at end of
service life due to:

— failure

failure risk

substandard performance

— high performance risk

— functional obsolescence

— programs to refurbish/replace assets or asset systems;
e.g: batteries; cable (by type); cable splices; civil works;
conductor; elbows & inserts; insulators; poles (by type);
physical plant; relays; switchgear; transformers (by type);
other equipment (by type)

expected changes in load that will |- property acquisition

constrain the ability of the system |- capacity upgrade (by type); e.g. phases; circuits;
to provide consistent service conductor; voltage; transformation; regulation
delivery — line extensions

system operational objectives:

— safety

— reliability

— power quality

— system efficiency

— other performance/functionality

— protection & control upgrade; e.g. reclosers; tap changer
controls/relays; transfer trip

— automation (new/upgrades) by device type/function

— SCADA

— distribution loss reduction

(D)
(&S]
>
S
(D)
(]
=
()
+—
(]
>
(7]

— land acquisition

—

r= |- system capital investment — structures & depreciable improvements

< support — equipment and tools

‘= |- system maintenance support |- supplies

i |- business operations efficiency |- finance/admin/billing software & systems

g — non-system physical plant — rolling stock

g., — intangibles (e.g. land rights; capital contributions to other
utilities)

Note: 1. Includes only 19## series accounts.

! For the Board’s conclusions in relation to consolidating and harmonizing its planning-related filing
requirements see RRFE Report; p. 31.
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e System access investments are modifications (including asset relocation) to a
distributor’s distribution system a distributor is obligated to perform to provide a
customer (including a generator customer) or group of customers with access to
electricity services via the distribution system

e System renewal investments involve replacing and/or refurbishing system assets to
extend the original service life of the assets and thereby maintain the ability of the
distributor’s distribution system to provide customers with electricity services.

e System service investments are modifications to a distributor’s distribution system
to ensure the distribution system continues to meet distributor operational objectives
while addressing anticipated future customer electricity service requirements

e General plant investments are modifications, replacements or additions to a
distributor’s assets that are not part of its distribution system; including land and
buildings; tools and equipment; rolling stock and electronic devices and software
used to support day to day business and operations activities

A project or activity involving two or more ‘drivers’ associated with different categories
should be placed in the category corresponding to the ‘trigger’ driver. For example, a
project triggered by the need to replace end of service life components in a distribution
station should be considered a ‘system renewal investment, even if in anticipation of
future system requirements (a ‘system service’ driver) the project includes assets rated
for a higher voltage and/or capable of handling reverse flows. Note, however (as
detailed in section 5.4.5), information on all drivers of a given project or activity should
be used to justify proposed capital investments.

5.1.2 Investments related to renewable energy generation

Under the renewed regulatory framework, a distributor’s investments to accommodate
and connect renewable energy generation (i.e. REG investments) are integral to its DS
Plan, which includes all costs to connect renewable generation facilities that will be the
responsibility of the distributor under the DSC, and are therefore eligible for recovery

through the provincial cost recovery mechanism set out in section 79.1 of the OEB Act.

5.1.3 Time of filing

All distributors are required to file a DS Plan as specified here when filing a cost of
service application for the rebasing of their rates under the 4th Generation IR or a
Custom IR application. Distributors proposing to use the ‘Annual IR Index’ method for
2014 rates are not required to use Chapter 5 when filing an application. However, any
distributor using the ‘Annual IR Index’ method must make a Chapter 5 filing within five
years of the date of the most recent Board decision approving their rates in a cost of
service proceeding; and is required to do so at five year intervals thereafter while using
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the Annual IR Index method. The Board may also require a DS Plan to be filed in
relation to leave to construct, Incremental Capital Module or Z-factor applications.

5.1.4 Planning in consultation with third parties

5.1.4.1 Regional planning and consultations

Prior to filing a DS Plan and at a time and in a manner to be determined in consultation
with the participants in a Regional Planning Process, a distributor must:

1. Provide regionally interconnected distributors (including host and/or embedded
where applicable), the transmitter to which the distributor is connected and the OPA
(where applicable) with information on:

» forecast load at existing (and proposed, if any) points of interconnection;

» forecast renewable generation connections and any planned network
investments to accommodate the connections;

* investments involving smart grid equipment and/or systems that could have an
impact on the operation of assets serving the regionally interconnected utilities;
and

» the results of projects or activities involving the study or demonstration of
innovative processes, services, business models, or technologies; and on the
projects or activities of this nature planned by the distributor over the forecast
period.

2. Consult with regionally interconnected distributors (including host and embedded
where applicable) and transmitter(s) to which the distributor is connected in
preparing their DS Plan.

5.1.4.2 Renewable energy generation investments

Prior to filing a DS Plan, a distributor must:

1. Not less than 60 days (where REG investments are contemplated; 30 days
otherwise) in advance of the date the distributor needs to receive the OPA letter for
inclusion in an application, a distributor must submit information to the OPA in
relation to the REG investments identified in their DS Plan and request in writing that
the OPA provide a letter commenting on the information by a date that conforms to
the distributor’s filing timetable.

2. The Board expects that the OPA comment letter will include:
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» the applications it has received from renewable generators through the FIT
program for connection in the distributor’s service area;

» whether the distributor has consulted with the OPA, or participated in planning
meetings with the OPA;

» the potential need for co-ordination with other distributors and/or transmitters or
others on implementing elements of the REG investments; and

* whether the REG investments proposed in the DS Plan are consistent with any
Regional Infrastructure Plan.

The Board may postpone processing an application where a comment letter from the
OPA has not been filed in accordance with this requirement.

5.1.5 Performance reporting

A distributor is to provide information on its performance in relation to its DS Plan as set
out in section 5.2.3, including information on the achievement of the operational or other
objectives targeted by investments the costs for which were approved in a previous
application(s). Through its RRR filing, a distributor is also required to report annually on
its performance, including in relation to reliability and any Performance Scorecard
metrics established by the Board, including metrics related to asset management and
capital expenditure planning as applicable.

5.2 Distribution System Plans

Distributors are encouraged to organize the required information using the section
headings indicated. If a distributor’s application uses alternative section headings
and/or arranges the information in a different order, the distributor shall demonstrate
that these requirements are met by providing a table that clearly cross-references the
headings/subheadings used in the application as filed to the section
headings/subheadings indicated below.

5.2.1 Distribution System Plan overview

This section provides the Board and stakeholders with a high level overview of the
information filed in the DS Plan, including but not limited to

a) key elements of the DS Plan that affect its rates proposal, especially prospective

business conditions driving the size and mix of capital investments needed to
achieve planning objectives
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b) the sources of cost savings expected to be achieved over the forecast period
through good planning and DS Plan execution

c) the period covered by the DS Plan (historical and forecast years);

d) an indication of the vintage of the information on investment ‘drivers’ used to justify
investments identified in the application (i.e. the information should be considered
“current” as of what date?);

e) where applicable, an indication of important changes to the distributor’s asset
management process (e.g. enhanced asset data quality or scope; improved analytic
tools; process refinements; etc.) since the last DS Plan filing; and

f) aspects of the DS Plan that relate to or are contingent upon the outcome of ongoing
activities or future events, the nature of the activity (e.g. Regional Planning Process)
or event (Board decision on LTLT) and the expected dates by which such outcomes
are expected or will be known.

Prior to filing, care should be taken to ensure that summary information is consistent
with the detailed information filed in the following sections and elsewhere in the
application.

5.2.2 Coordinated planning with third parties

To demonstrate that a distributor has met the Board’s expectations in relation to
coordinating infrastructure planning with customers, the transmitter, other distributors
and/or the OPA or other third parties where appropriate, a distributor must provide:

a) a description of the consultation(s), including
» the purpose of the consultation (e.g. Regional Planning Process);
» whether the distributor initiated the consultation or was invited to participate in it;

» the other participants in the consultation process (e.g. customers; transmitter;
OPA);

* the nature and prospective timing of the final deliverables (if any) that are
expected to result from or otherwise be informed by the consultation(s) (e.g.
Regional Infrastructure Plan; Integrated Regional Resource Plan); and

* anindication of whether the consultation(s) have or are expected to affect the
distributor’'s DS Plan as filed and if so, a brief explanation as to how.

b) where a final deliverable of the Regional Planning Process is available, the final
deliverable; where a final deliverable is expected but not available at the time of
filing, information indicating:

* the role of the distributor in the consultation;
» the status of the consultation process; and
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* where applicable the expected date(s) on which final deliverables are expected
to be issued.

c) the comment letter provided by the OPA in relation to REG investments included in
the distributor’s DS Plan (see 5.2.4.2), along with any written response to the letter
from the distributor, if applicable.

5.2.3 Performance measurement for continuous improvement

As mentioned in section 5.0, good distributor planning is an essential element of the
Board’s performance-based rate-setting approaches. The Board understands that
distributors often use certain qualitative assessments and/or quantitative metrics to
monitor the quality of their planning process, the efficiency with which their plans are
implemented, and/or the extent to which their planning objectives are met. The Board
expects that this information is used to improve continuously a distributor’s asset
management and capital expenditure planning processes.

a) identify and define the methods and measures (metrics) used to monitor distribution
system planning process performance, providing for each a brief description of its
purpose, form (e.g. formula if quantitative metric) and motivation (e.g. consumer,
legislative, regulatory, corporate). These measures and metrics are expected to
address, but need not be limited to:

» customer oriented performance (e.g. consumer bill impacts; reliability; power
quality);

» cost efficiency and effectiveness with respect to planning quality and DS Plan
implementation (e.g. physical and financial progress vs. plan; actual vs. planned
cost of work completed); and

» asset and/or system operations performance.

b) provide a summary of performance and performance trends over the historical
period using the methods and measures (metrics/targets) identified and described
above. This summary must include historical period data on: 1) all interruptions; and
2) all interruptions excluding loss of supply’ for a) the distribution system average
interruption frequency index; b) system average interruption duration index; and c)
customer average interruption duration index.™

Where performance assessments indicate marked adverse deviations from trend or
targets (including any established in a previously filed DS Plan), provide a brief
explanation and refer to these instances individually when responding to provision
‘c)’ below.

c) explain how this information has affected the DS Plan (e.g. objectives; investment
priorities; expected outcomes) and has been used to continuously improve the asset
management and capital expenditure planning process.

'® The data should be calculated as stipulated in section 2.1.4.2 of the Board’s Reporting and Record
Keeping Requirements.
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5.3 Asset Management Process

As noted in the Introduction, a distributor’'s asset management process is the systematic
approach used to plan and optimize ongoing capital and operating and maintenance
expenditures on its distribution system and general plant. The purpose of the
information requirements set out in this section 5.3 is to provide the Board and
stakeholders with an understanding of the distributor's asset management process, and
the direct links between the process and the expenditure decisions that comprise the
distributor’s capital investment plan.

5.3.1 Asset management process overview

This section provides the Board and stakeholders with a high level overview of the
information filed on a distributor’'s asset management process, including key elements
of the process that have informed the preparation of the distributor’s capital expenditure
plan and therefore are referred to in response to requirements for more detailed
information supporting the overall capital expenditure plan, budget allocations to
categories of investments, or material projects/activities proposed for recovery in rates.
The information provided should include but need not be limited to:

a) a description of the distributor’'s asset management objectives and related corporate
goals, and the relationships between them; where applicable, show and explain how
the distributor ranks asset management objectives for the purpose of prioritizing
investments;

b) information regarding the components (inputs/outputs) of the asset management
process used to prepare a capital expenditure plan, identify and briefly explain the
data sets, primary process steps, and information flows used by the distributor to
identify, select, prioritize and/or pace investments; e.g.

* asset register

» asset condition assessment

e asset capacity utilization/constraint assessment

» historical period data on customer interruptions caused by equipment failure
» reliability-based ‘worst performing feeder’ information and analysis
 reliability risk/consequence of failure analyses.

Use of a flowchart illustration accompanied by explanatory text is recommended.
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5.3.2 Overview of assets managed

Appropriate regulatory assessment of DS Plans requires an understanding of the scope
and depth of the assets managed by a distributor. Distributors vary in terms of the
types of assets managed (e.g. some own high voltage equipment; others do not).
Detailed characteristics and data on the assets covered by the asset management
process are to be filed, including but not necessarily limited to

a) a description and explanation of the features of the distribution service area (e.g.
urban/rural; temperate/extreme weather; underground/overhead; fast/slow economic
growth) pertinent for asset management purposes, highlighting where applicable
expectations for the evolution of these features over the forecast period that have
affected elements of the DS Plan;

b) a summary description of the system configuration, including length (km) of
underground and overhead systems; number and length of circuits by voltage level;
number and capacity of transformer stations;

c) information (in tables and/or figures) by asset type (where available) on the
guantity/years in service profile and condition of the distributor’'s system assets,
including the date(s) the data was compiled; and

d) an assessment of the degree to which the capacity of existing system assets is
utilized relative to planning criteria, referencing the distributor’'s asset related
objectives and targets

* where cited as a ‘driver’ of a material investment(s) included in the capital
expenditure plan, provide a level of detail sufficient to understand the influence of
this factor on the scope and value of the investment.

5.3.3 Asset lifecycle optimization policies and practices

An understanding of a distributor’s asset lifecycle optimization policies and practices will
support the regulatory assessment of system renewal investments and decisions to
refurbish rather than replace system assets. Information provided should be sufficient
to show the trade-off between spending on new capital (i.e. replacement) and life-
extending refurbishment, and should include but need not be limited to:

a) A description of asset lifecycle optimization policies and practices, including but not
necessarily limited to:

» adescription of asset replacement and refurbishment policies, including an
explanation of how (e.g. processes; tools) system renewal program spending is
optimized, prioritized and scheduled to align with budget envelopes; and how the
impact of system renewal investments on routine system O&M is assessed;

» adescription of maintenance planning criteria and assumptions; and
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» adescription of routine and preventative inspection and maintenance policies,
practices and programmes (can include references to the DSC).

b) A description of asset life cycle risk management policies and practices, assessment
methods and approaches to mitigation, including but not necessarily limited to the
methods used; types of information inputs and outputs; and how conclusions of risk
analyses are used to select and prioritize capital expenditures.

5.4 Capital Expenditure Plan

A distributor’'s DS Plan details the programme of system investment decisions
developed on the basis of information derived from its asset management and capital
expenditure planning process. It is critical that investments, whether identified by
category or by specific project, be justified in whole or in part by reference to specific
aspects of that process.

As noted above, a DS Plan must include information on prospective investments over a
minimum five year forecast period, beginning with the test year (or initial test year if
Customer IR filing), as well as information on investments — planned and actual — over
the five year period prior to the initial year of the forecast period.

5.4.1 Summary

This section elicits key information about a distributor’s capital expenditure plan
including, by category (see section 5.1.1), significant projects and activities to be
undertaken and their respective key drivers; the relationship between investments in
each category and a distributor’s objectives and targets; and the primary factors
affecting the timing of investment in each category (or of projects within each category,
if significant).

The following information should be provided:

a) information on the capability of the distributor’'s system to connect new load or
generation customers in sufficient detail to convey the basis for the scope and
guantum of investments related to this ‘driver’;

b) total annual capital expenditures over the forecast period, by investment category
(see section 5.4);

c) a brief description of how for each category of investment, the outputs of the
distributor’'s asset management and capital expenditure planning process have
affected capital expenditures in that category and the allocation of the capital budget
among categories;

d) alist and brief description including total capital cost (table format recommended) of
material capital expenditure projects/activities, sorted by category;
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e)

f)

9)

h)

information related to a Regional Planning Process or contained in a Regional
Infrastructure Plan that had a material impact on the distributor’s capital expenditure
plan, with a brief explanation as to how the information is reflected in the plan;

a brief description of customer engagement activities to obtain information on their
preferences and how the results of assessing this information are reflected in the
plan;

a brief description of how the distributor expects its system to develop over the next
five years, including in relation to load and customer growth, smart grid development
and/or the accommodation of forecasted renewable energy generation projects;

a list and brief description including where applicable total capital cost (table format
recommended) of projects/activities planned:

* inresponse to customer preferences (e.g., data access and visibility;
participation in distributed generation; load management);

» to take advantage of technology-based opportunities to improve operational
efficiency, asset management and the integration of distributed generation and
complex loads; and

» to study or demonstrate innovative processes, services, business models, or
technologies.

5.4.2 Capital expenditure planning process overview

The information a distributor should provide includes, but need not be restricted to:

a)

b)

d)

a description of the distributor’s capital expenditure planning objectives, planning
criteria and assumptions used, explaining relationships with asset management
objectives, and including where applicable its outlook and objectives for
accommodating the connection of renewable generation facilities;

if not otherwise specified in (a), the distributor’s policy on and procedure whereby
non-distribution system alternatives to relieving system capacity or operational
constraints are considered, including the role of Regional Planning Processes in
identifying and assessing alternatives;

a description of the process(es), tools and methods (including where relevant
linkages to the distributor's asset management process) used to identify, select,
prioritise and pace the execution of projects in each investment category (e.g.
analysis of impact of planned capital expenditures on customer bills);

if not otherwise included in c) above, details of the mechanisms used by the
distributor to engage customers for the purpose of identifying their needs, priorities
and preferences (e.g. surveys, system data analytics, and analyses — by rate class —
of customer feedback, inquiries, and complaints); the stages of the planning process
at which this information is used; and the aspects of the DS Plan that have been
particularly affected by consideration of this information; and
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e) if different from that described above, the method and criteria used to prioritise REG
investments in accordance with the planned development of the system, including
the impact if any of the distributor’s plans to connect distributor-owned renewable
generation project(s).

5.4.3 System capability assessment for renewable energy generation

This section provides information on the capability of a distributor’s distribution system
to accommodate REG, including a summary of the distributor’s load and renewable
energy generation connection forecast by feeder/substation (where applicable); and
information identifying specific network locations where constraints are expected to
emerge due to forecast changes in load and/or connected renewable generation
capacity.

In relation to renewable or other distributed energy generation connections, the
information that must be considered by a distributor and documented in an application
(where applicable) includes:

a) applications from renewable generators over 10kW for connection in the distributor’s
service area;

b) the number and the capacity (in MW) of renewable generation connections
anticipated over the forecast period based on existing connection applications,
information available from the OPA and any other information the distributor has
about the potential for renewable generation in its service area (where a distributor
has a large service area, or two or more non-contiguous regions included in its
service area, a regional breakdown should be provided);

c) the capacity (MW) of the distributor’s distribution system to connect renewable
energy generation located within the distributor’'s service area;

d) constraints related to the connection of renewable generation, either within the
distributor’s system or upstream system (host distributor and/or transmitter); and

e) constraints for an embedded distributor that may result from the connections.

5.4.4 Capital expenditure summary

The purpose of the information filed under this section is to provide the Board and
stakeholders with a ‘snapshot’ of a distributor’s capital expenditures over a 10 year
period, including five historical years and five forecast years. Note that where a
distributor’s internal investment planning framework does not align with the investment
categories defined here, best efforts are expected to ‘map’ investments to these
categories.

Despite the ‘multi-purpose’ character of a project or activity, for ‘summary’ purposes the
entire costs of individual projects or activities are to be allocated to one of the four
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investment categories on the basis of the primary (i.e. initial or ‘trigger’) driver of the
investment. Note, however, that for material projects, a distributor must estimate and
allocate costs to the relevant investment categories when providing information to justify
the investment, as this assists in understanding the relationship between the costs and
benefits attributable to each driver underlying the investment. In any event, the
categorization of an individual project or activity for the purposes of these filing
requirements should not in any way affect the proper apportionment of project costs as
per the DSC.

Table 2 illustrates how information filed under this section includes a distributor’s actual
and forecast (i.e. proposed) capital expenditures over the historical and forecast
periods. System operations and maintenance (O&M) costs are also shown to reflect the
potential impact, if any, of capital expenditures on routine system O&M. Note that ‘Plan’
expenditures over the historical period refer to a distributor’s previous plan for capital
expenditures after adjustments (if any) occasioned by the Board’s decision on the
relevant prior application.

Brief explanatory notes should be provided to explain the factor(s) and/or circumstances
underlying marked changes in the share of total investment represented by a given
investment category over the forecast period relative to ‘actual’ spending over the
historical period. For example, a large expenditure over a relatively short period for a
‘one-off’ project (e.g. a distribution station) can cause a temporary ‘step change’ in
category C spending compared to the trend in actual expenditures over the historical
period.

While year over year ‘Plan vs. Actual’ variances for individual investment categories are
expected, explanatory notes should be provided where

e for any given year “Total” ‘Plan’ vs. ‘Actual’ variances over the historical period
are markedly positive or negative; or

e atrend for variances in a given investment category is markedly positive or
negative over the historical period.
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Table 2 — Capital Expenditure Summary

A OR $ 000 %

%

%

%

%

$'000

$'000

$'000

Ontario Energy Board

$°'000 | $°000

System Access

System Renewal

System Service

General Plant

Total

System O&M

Notes to the Table:

1. Historical “previous plan” data is not required unless a plan has previously been filed
2. Indicate the number of months of ‘actual’ data included in year ‘Test-1' (normally a ‘bridge’ year):

Explanatory Notes on Variances (complete only if applicable)

Notes on shifts in forecast vs. historical budgets by category

Notes on year over year Plan vs. Actual variances for Total Expenditures

Notes on Plan vs. Actual variance trends for individual expenditure categories
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5.4.5 Justifying capital expenditures

As indicated in Chapter 1, the onus is on a distributor to provide the data, information
and analyses necessary to support the capital-related costs upon which the distributor’'s
rate proposal is based. Filings must enable the Board to assess whether and how a
distributor’'s DS Plan delivers value to customers, including by controlling costs in
relation to its proposed investments through appropriate optimization, prioritization and
pacing of capital-related expenditures.

5.4.5.1 Overall plan

The Board’s assessment of DS Plans includes the costs of material projects/activities
included in the DS Plan, as well as the costs represented by the respective shares of
the overall DS Plan budget allocated to each of the four investment categories.
Information to be provided in this section pertains to the latter; the former is addressed
in section 5.4.5.2.

To support the overall quantum of investments included in a DS Plan by category, a
distributor should include information on:

e comparative expenditures by category over the historical period;

* the forecast impact of system investment on system O&M costs, including on the
direction and timing of expected impacts;

» the ‘drivers’ of investments by category (referencing information provided in
response to sections 5.3 and 5.4), including historical trend and expected evolution
of each driver over the forecast period (e.g. information on the distributor’s asset-
related performance and performance targets relevant for each category,
referencing information provided in section 5.2.3);

» information related to the distributor’s system capability assessment (see section
5.4.3)

5.4.5.2 Material investments

The focus of this section is on projects/activities that meet the materiality threshold set
out in Chapter 2 of the Filing Requirements for Electricity Transmission and Distribution
Applications. However, distributors are encouraged in all instances to consider the
applicability of these requirements to ensure that all investments proposed for recovery
in rates, including those deemed by the applicant to be distinct for any other reason
(e.g. unique characteristics; marked divergence from previous trend) are supported by
evidence that enables the Board's assessment according to the evaluation criteria set
out below. The level of detail characterizing the evidence filed by a distributor to support
a given investment project/activity should be proportional to the materiality of the
investment.
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A. General Information on the Project/Activity

The following information is to be provided for any material project in order to facilitate
and understanding of the quantum of the expenditure, timing, and contingencies
associated with the project:

» total capital and where applicable, (non-capitalized) O&M costs proposed for
recovery in rates

* related customer attachments and load, as applicable
» start date, in-service date and expenditure timing over the planning horizon

» the risks to the completion of the project or activity as planned and the manner in
which such risks will be mitigated

» if not evident from Table 2, comparative information on expenditures for equivalent
projects/activities over the historical period, where available

* information on total capital and OM&A costs associated with REG investment, if any,
included in a project/activity; and a description of how the REG investment is
expected to improve the system’s ability to accommodate the connection of REG
facilities

* where a proposed project requires Leave to Construct approval under Section 92 of
the OEB Act, with construction commencing in the test year, the applicant must
provide a summary of the evidence for that project consistent with the requirements
set out in Chapter 4 of these Filing Requirements (sections 4.3 and 4.4 in particular)

B. Evaluation criteria and information requirements for each project/activity

The Board’s evaluation of material investments aligns with the outcomes set out in
section 5.0.4. Efficiency, customer value, reliability and safety are the primary criteria
for evaluating any material investment; other criteria pertaining specifically to grid
modernization will be applied where applicable.

The Board’s investment evaluation criteria and the qualitative or quantitative evidence
that a distributor can use to demonstrate that an investment is consistent with these
criteria are set out below.

1. Efficiency, Customer Value, Reliability

a) identify the main ‘driver’ (‘trigger’) of the project/activity, and where applicable
any secondary ‘drivers’; related objectives and/or performance targets; and by
reference to the distributor’'s asset management process (section 5.3.1), the
source and nature of the information used to justify the investment

b) indicate the priority of the investment relative to others, giving reasons for
assigning this priority that clearly reflect the distributor’'s approach to identifying,
selecting, prioritizing and pacing projects in each investment category described
in response to section 5.4.2(c)
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c) using, where applicable, quantitative and/or qualitative analyses of the project
and project alternatives involving design, scheduling, funding and/or ownership
options (e.g. whole or part ownership solely by or jointly with 3 parties)

— explain the effect of the investment on system operation efficiency and
cost-effectiveness

— the net benefits accruing to customers as a result of the investment

— the impact of the investment on reliability performance including on the
frequency and duration of outages

Where alternatives have been considered and the ranking of a proposed project
relative to alternatives has been affected by the imputed value of benefits and
costs, these benefits and costs should be described and explained in relation to
the proposed project and alternatives.

Where a distributor’s choices as to technical design, component characteristics,
how the work is carried out, etc. have been affected by a decision to configure a
project to meet both a ‘trigger’ driver and one or more other drivers in a manner
that affects cost as well as benefits, these effects should be highlighted.

2. Safety

Provide information on the effect of the investment on health and safety protections
and performance

3. Cyber-security, Privacy

Where applicable, provide information showing that the investment conforms to all
applicable laws, standards and best utility practices pertaining to customer privacy,
cyber-security and grid protection

4. Co-ordination, Interoperability

a) where applicable, explain how the investment applies recognized standards,
referencing co-ordination with utilities, regional planning, and/or links with 3™
party providers and/or industry.

b) describe how the investment potentially enables future technological functionality
and/or addresses future operational requirements

5. Economic Development

Where applicable, describe the effect of the investment on Ontario economic growth
and job creation

6. Environmental Benefits:

Where applicable, describe the effect of the investment on the use of clean
technology, conservation and more efficient use of existing technologies
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C. Category-specific requirements for each project/activity

As set out below, category-specific information and analyses should also be used to
support a project/activity (or elements thereof as applicable).

a) System access — projects/activities in this category are driven by statutory,
regulatory or other obligations on the part of the distributor to provide customers with
access to their distribution system. Most frequently, investments relate to requests
by customers for connections or connection modifications, but also include requests
from municipal authorities for a distributor to relocate system assets in order to
accommodate infrastructure development or modifications. Consequently,
investment budgets for this category can vary from one DS Plan to the next
depending on business conditions.

In the event that the project involves replacing a distributor’s system assets, there
may also be asset life-cycle related considerations to the extent that infrastructure is
taken out of service prior to the end of its service life and new infrastructure is
commissioned.

Information bearing on these issues should therefore be included in a distributor’s
justification of a project/activity in this category, including (where applicable) but not
restricted to:

» factors affecting the timing/priority of implementing the project

» factors relating to customer preferences or input from customers and other third
parties

» factors affecting the final cost of the project
* how controllable costs have been minimized

* whether other planning objectives are met by the project or have intentionally
been combined into the project and if so, which objectives and why

» whether technically feasible project design and/or implementation options exist,
whether these options were considered and if not, why not

* where such options were considered and project decision support tools and
methods described in response to section 5.4.2 (c) were used to help identify the
proposed option, provide a summary of the results of the analysis, including
where applicable:

— the least cost option: a comparison of the life cycle cost of all options
considered (including the proposed project) — over the service life of the
proposed project

— the cost efficient option: a comparison of net project benefits and costs over
the service life of the proposed project including:

I. a project configured solely to meet the obligation; and
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ii. the proposed project and where considered, technically feasible
options to the proposed project that meet the same objectives.

* where applicable, the results of the ‘final economic evaluation’ carried out as per
section 3.2 of the DSC

» where applicable (e.g. REG investment), information on the nature and
magnitude of the system impacts of the project, the costs of any system
modifications required to accommodate these impacts and the means by which
these costs are to be recovered

b) System renewal — projects/activities in this category are driven by the relationship
between the ability of an asset or asset system to continue to perform at an
acceptable standard on a predictable basis on one hand and on the other, the
consequences for customers served by the asset(s) of a deterioration of this ability
(i.e. “failure”). Generally, the lower the former and/or higher the latter, the more
important it becomes to replace or refurbish the asset(s) sooner rather than later.

Hence, a distributor’s discretion over the timing and priority of projects in this
category may lessen over time, such as where assets with high consequence of
failure are consistently operating outside applicable operating limits. On the other
hand, a distributor may have considerable discretion over timing and priority where
deteriorating asset condition has little or no impact on performance and the
consequences in terms of the number of customers and criticality of service
potentially affected by an asset failure are relatively low.

Information bearing on these issues should therefore be included in a distributor’s
justification of each sustainment project/activity, including (where applicable) but not
restricted to:

» adescription of the relationship between the characteristics of the assets
targeted by a project and the consequences of asset performance deterioration
or failure, referring to

— the distributor’s asset performance-related operational targets and asset
lifecycle optimization policies and practices (i.e. filings in relation to sections
5.2.3 and 5.3.3)

— information on the condition of the assets relative to their typical life-cycle;
and performance record of the assets targeted by the project

— the number of customers in each customer class potentially affected by a
failure of the assets included in the project

— quantitative customer impacts (e.g. frequency or duration of interruptions or
number of customers affected) with associated risk level(s)

— qualitative customer impacts (e.g. customer satisfaction; customer migration)
with associated risk level(s)
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— the value of customer impact (e.g. high, medium, low) in terms of the
characteristics of customers potentially affected by failure that have a bearing
on the criticality and/or cost of failure (e.g. customer classes; customer
access to backup service)

other factors that may affect the timing of the proposed project, including the rate
at which assets are replaced over the forecast period (i.e. investment intensity),
where applicable; priority relative to other projects (this and other categories)

identify the consequences for system O&M costs, including the implications for
system O&M of not implementing the project

identification of reliability and or safety factors that may have played a role

where applicable and reasonable variation and/or uncertainty in the above
factors exists, provide — using the tools and methods described in response to
section 5.4.2 (c) — an analysis of project benefits and costs comparing
alternatives to the timing of the proposed project, highlighting the trade-offs
between rate of expenditure and mitigation of the consequences of asset
performance deterioration. Where the ranking of the proposed project relative to
the alternatives has been adjusted to account for significant benefits and costs
the value of which cannot readily be quantified, these should be described and
explained in relation to the proposed project and all alternatives.

where the proposed project meets the requirement for ‘like for like’ renewal and
has been configured at extra cost to address other distributor planning objectives
(e.g. development related objectives), provide — using the tools and methods
described in response to section 5.4.2 (c) — an analysis of project benefits and
costs comparing a) a project configured solely to meet the requirement; b) the
proposed project; and c) technically feasible alternatives to the proposed project
that meet the same objectives as the proposed project. Where the ranking of the
proposed project relative to alternatives has been adjusted to account for
significant benefits and costs the value of which cannot readily be quantified,
these should be described and explained in relation to the proposed project and
all alternatives.

c) System service — projects/activities in this category are driven by the distributor’s

expectations that evolving customer use of the system may occasion the creation of
system capacity constraints or otherwise adversely impact operations in a manner
that challenges the distributor’s service delivery standards or objectives. Distributor
discretion in relation to investments in this category can be relatively high in terms of
both initiating a project and determining the priority and timing of project-related
expenditures.

Information used by a distributor to justify projects/activities in this category should
include, but need not be restricted to:

where measurable, an assessment of the benefits of the project for customers in
relation to the achievement of the objectives of the investment; express the result
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d)

(including where value is in the form of an avoided cost) in terms of cost impact
to customers where practicable

where applicable, information on regional electricity infrastructure requirements
identified in a regional planning process that affected the initiation or final
configuration of the project; and on the corresponding distribution of the benefits
and responsibility for project costs

description of how advanced technology has been incorporated into the project (if
applicable) and including how standards relating to interoperability and
cybersecurity have been met.

identification of any reliability, efficiency, safety and coordination benefits or
affects the project will have on the distributor’s system

identifying and explaining the factors affecting implementation timing/priority

providing, where applicable and using the tools and methods described in
response to section 5.4.2 (c), an analysis of project benefits and costs comparing
the proposed project to a) doing nothing; and b) technically feasible alternatives
to the proposed project considered that meet the same objectives as the
proposed project.

Where the ranking of the proposed project relative to alternatives has been
adjusted to account for significant benefits and costs the value of which cannot
readily be quantified, information should be provided that describes these
‘qualitative’ factors in relation to the proposed project and all alternatives, and
that explains whether and how these factors affected the selection of the
proposed project.

General plant — projects/activities in this category are driven by the distributor’s

evolving requirements for capital to support day to day business and operations
activities. Distributor discretion in relation to investments in this category can be
relatively high in terms of both initiating a project and determining the priority and
timing of project-related expenditures.

Information used by a distributor to justify material projects/activities in this category
should include but need not be restricted to:

the results of quantitative and qualitative analyses (using the tools and methods
described in response to section 5.4.2 (c) where applicable) of the proposed
project/activity, including assessments of financially feasible options to the
proposed project (including the ‘do nothing option’ where applicable), identifying
the (net) benefits of the proposed investment in monetary terms where
practicable;

For projects the capital cost of which substantially exceed the materiality
threshold, (e.g. CIS, GIS, new office building) the distributor shall file a thorough
business case documenting the justifications for the expenditure, alternatives
considered, benefits for customers (short/long term), and impact on distributor
costs (short/long term).
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Legal foundation ‘

« The Green Energy and Green Economy Act, 2009 amended
the Ontario Energy Board Act, 1998 to introduce a
mechanism under section 79.1

 79.1 (1) The Board, in approving just and reasonable rates for a
distributor that incurs costs to make an eligible investment for the
purpose of connecting or enabling the connection of a qualifying
generation facility to its distribution system, shall provide rate
protection for prescribed consumers or classes of consumers in the
distributor’s service area by reducing the rates that would otherwise
apply in accordance with the prescribed rules. 2009, c. 12, Sched. D,
s. 14.
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http://www.e-laws.gov.on.ca/html/statutes/french/elaws_statutes_98o15_f.htm

O. Reg. 330/09 - Rate Protection Formula

* Ontario Regulation 330/09 calculation of rate protection:
A=B-C

— A =the amount of rate protection to be provided to prescribed
consumers of classes of consumers in a distributor’s service area

— B =the eligible investment cost determined by the Board to be
the responsibility of the distributor in accordance with the DSC
and

— C =the amount the Board determines to represent the direct
benefits that accrue to prescribed consumers or classes of
consumers as a result of all or part of the eligible investment
made or planned to be made by the distributor
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Role of the IESO — O.Reg 330/09 ‘

* In accordance with Reg. 330/09, the Board determines the
appropriate rate protection amounts, in aggregate and on a
monthly basis, for each qualifying distributor that has made
an “eligible” renewable energy generation connection
Investment

« The Board then issues a Decision and Order that sets out the
following:

* The aggregate and monthly rate protection amount to be collected by
the Independent Electricity Systems Operator (“IESO”) from all market

participants

- The monthly compensation payments the IESO is to make to each
qualifying distributor identified in the Board Order based on the rate
protection amounts determined by the Board

F%* Ontario Energy Board
=== Commission de I’énergie de I’Ontario



Rate Protection in 2013 ‘

« Total amount collected by the IESO in 2013 (EB-2013-0231,
Issued July 1, 2013) is $20,135,637

« The IESO monthly compensation payments to distributors are
as follows:

Hydro One Brampton Networks Inc. $ 13,810
Enersource Hydro Mississauga Inc. $ 5,356
Horizon Utilities Corporation $ 707
Guelph Hydro Electric Systems Inc. $ 2,213
Powerstream Inc. $ 27,114
Thunder Bay Hydro Distribution Inc. $ 1,321
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DSP vs. Chapter 5: What changed, what

staved the same

« Filing Requirements: Distribution System Plans —
Filing under Deemed Conditions of Licence (“DSP”),
revised May 17, 2012 have been superseded by
Chapter 5 of the Filing Requirements for Electricity
Transmission and Distribution Applications, issued
March 28, 2013
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DSP vs. Chapter 5: What changed, what

staved the same
 What changed?

« Adistributor is no longer required to file a stand-alone
Green Energy Act (GEA) Plan (Basic or Detalled)

* Adistributor is required to file a Distribution System (DS)

Plan, which includes renewable energy generation (REG)
Investments
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DSP vs. Chapter 5: What changed, what

staved the same

 What stayed the same?

« DSC Amendments, October 21, 2009, which assigned cost
responsibilities between distributor and generator in
relation to the connection of renewable generation facilities
(EB-2009-0077) remain unchanged

« Three categories - Connection assets; Expansions;
Renewable enabling improvements (REI):

— For connection assets, the generator bears 100% of the cost;

— For expansions: (i) if the expansion is identified in a Board-approved plan
or is otherwise approved or mandated by the Board, the distributor is
responsible for 100% of the costs; and (ii) in all other cases, the distributor
Is responsible for the costs up to the “renewable expansion cost cap”
($90,000 per MW of capacity of the connecting generator) and any amount
above that cap is the responsibility of the generator; and

— For RElIs, the distributor bears 100% of the cost.

F%;i Ontario Energy Board 8
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DSP vs. Chapter 5: What changed, what

staved the same

 What stayed the same?

 Distributor is still required to provide the capacity of their
distribution system to accommodate REG, including:

— Asummary of load and REG connection forecast by
feeder/substation,

— Information identifying specific network locations where
constraints are expected to emerge due to forecast changes in
load and/or REG capacity

* Prior to fiing a DS Plan a distributor must submit relevant
REG information to the OPA and request that the OPA
provide a letter commenting on the information, which is
part of the DS Plan filing

F%* Ontario Energy Board <
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DSP vs. Chapter 5: What changed, what

staved the same

 Funding mechanism:
« “Old” DSP:

Funding Adder for Direct Benefits and Provincial Rate Protection
(IESO)

3 Renewable Generation Connection DVAs
3 Smart Grid DVAs
Prudence review at next rebasing application

* Once a “new” DSP is filed under Chapter 5:

No new DVAs

Discontinuation of existing DVAs

Disposition of existing balances

Variance accounts for ‘eligible investments’ under O.Reg. 330/09
Direct Benefit in Rate Base, Provincial Rate Protection (IESO)

;»%;i Ontario Energy Board 10
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Direct Benefits — What changed, what stayed

the same?

« Chapter 5 Funding Mechanism — Direct Benefits:

« A Chapter 5 filing should include single/multi-year REG
Investments (as applicable), including the Direct Benefit portion
for Board approval:

— Renewable Enabling Improvements (REI) 6%
— Expansions 17%
— Or file a study

« Multi-year approval process for REG investment remains the
same as under the old DSP

* During IRM period following a Chapter 5 filing:

— Direct benefit amount will be part of rate base, not a rate adder and
therefore will not change through the IRM term

;»%;i Ontario Energy Board 11
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Provincial Rate Protection — What changed,

what stayed the same?

« Chapter 5 Funding Mechanism — Provincial Rate
Protection:

« A Chapter 5 filing should include the provincial rate protection
amounts for 2014 test year and all forecasted REG
expenditures during the IRM period for Board approval:

— Renewable Enabling Improvements 94%
— Expansion 83%
— Oir file a study

« Arate order to IESO includes:
— Annual aggregate amounts charged to the IESO
— An order to collect an aggregate monthly amount from all rate payers

— Aletter attached to the order directs the IESO to remit the amounts
noted to the qualifying distributors in a timely manner

F%)i Ontario Energy Board 12
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Appendix 2-FA: Renewable Generation Connection

Investment Summary (over the rate setting period)

Appendix 2-FA
Renewable Generation Connection Investment Summary (over the rate setting period)

Enter the details of the Renewable Generation Connection projects as described in Section 2.5.2.5 of the

All costs entered on this page will be transferred to the appropriate cells in the appendices that follow.
For Part A, Renewable Enabling Improvements (REI), these amounts will be transferred to Appendix 2 - FB
For Part B, Expansions, these amounts will be transferred to Appendix 2 - FC

ng Requirements.

If there is more than five project proposed to be in-service in a certain year, please amend the tables below and ensure that the formulae for the Total Amounts in
any given rate vear are updated
Based on the current methodology and allocation, amounts allocated represent 6% for REI Connection Investments and 17% for Expansion Investments. (pg 15, EB-
2009-0349)

Part A

REI Investments (Direct Benefit at 6%) 2014 2015 2016 2017 2018 |
Project 1

Name: REI Connection Project

Capital Costs S0 S0 S0 $0 $0
OMEA (Start-Up) S0 0 $0 $0 S0
OM&A (Ongoing) s0 s0 $0 $0 $0

Project 2
Name: REI Connection Project

Capital Costs s0 $0 s0 $0 S0
OM&A (Start-Up) s0 $0 s0 s0 S0
OM&A (Ongoing) s0 s0 s0 s0 $0

Project 3
Name: REI Connection Project

Capital Costs E2e) E2e) E2e) $0 SO
OM&A (Start-Up) $0 $0 $0 $0 S0
OM&A (Ongoing) $0 s0 $0 $0 S0

Project 4
Name: REI Connection Project

Capital Costs S0 S0 S0 0 $0
OMEA (Start-Up) s0 0 0 $0 S0
OM&A (Ongoing) $0 $0 $0 s0 $0

Project 5
Name: REI Connection Project

Capital Costs s0 s0 s0 s0 S0
OME&A (Start-Up) $0 $0 $0 $0 $0
OM&A (Ongoing) s0 $0 $0 s0 $0

Total Capital Costs E3 E3 E3 3 £
Total OM&A (Start-Up) E3 - E3 - E3 - 3 - £ -
Total OM&A (Ongoing) E3 £ E3 £ £

Part B

Expansion Investments (Direct Benefit at 17%) [ 2014 2015 2016 2017 2018 1
Project 1

Name: Expansion Connection Project

Capital Costs S0 S0 S0 $0 $0
OMEA (Start-Up) S0 S0 S0 $0 $0
OM&A (Ongoing) s0 s0 $0 s0 $0

Project 2
Name: Expansion Connection Project

Capital Costs $0 $0 $0 $0 $0
OMEA (Start-Up) ke H0 H0 $O $O
OMEA (Ong I)} e e e $0 $0

Project 3
Name: Expansion Connection Project

Capital Costs $0 $0 $0 $0 S0
OM&A (Start-Up) $0 $0 $0 E2e} E2e)
OM&A (Ongoing) s0 $0 s0 s0 S0

Project 4
Name: Expansion Connection Project

Capital Costs S0 S0 S0 $0 $0
OMEA (Start-Up) B0 0 $0 $0 S0
OM&A (Ongoing) s0 s0 $0 $0 $0

Project 5
Name: Expansion Connection Project

Capital Costs $0 $0 $0 $0 $0
OMEA (Start-Up) $0 Ee) $0 $0 $0
OMEA (Ong g) e e H0 $O $0O

Total Capital Costs E3 £ E3 s ES
Total OM&A (Start-Up) E3 - EY - E3 - B - S -
Total OM&A (Ongoing) 3 E3 E3 $ $

;»%;i Ontario Energy Board 13
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Appendix 2-FB: Calculation of Direct

Benefits/Provincial Rate Protection

Appendix 2-FB
Calculation of Renewable Generation Connection Direct Benefits/Provincial Amount: Renewable
Enabling Improvement Investments

This table will calculate the distributor/provincial shares of the investments entered in Part A of Appendix 2-FA.
Enter values in green shaded cells: WCA percentage, debt percentages, interest rafes, kWh, tax rates, amortization period, CCA Class and percentagt
Rate Riders are not calculated for Test Year as these assets and costs are already in the distributor's rate base/revenue requirement.

| 2014 Test Yea | 215 | 2016 | 17 | 2018
Direct Benefit ~ Provincial Direct Benefit Provincial Direct Benefit Provincial Direct Benefit Provincial Direct Benefit Provincial
Total 6% 9% Total 6% 94% Total 6% %% Total 6% 94% Total 6% 4%

Net Fixed Assets (average) $ $ $ -8 $ $ -8 $ $ -8 $ $ -8 $ $
Incremental OM&A (on-going, NVA for Provincial Recovery) $0 $ $0 $ %0 $ %0 $ $0 $
Incremental OMEA (tart-up, appiicable for Provincial Recovery) $0 $ $ $0 $ $ %0 $ $ $0 $ $ $0 $ $
WCA 13% $ $ $ $ $ $ $ $ $ $
Rate Base $ $ $ $ $ $ $ $ $ $
Deemed ST Debt 0% $ -8 - $ -8 - $ -8 - $ -8 - $ -8
Deemed LT Debt 0% $ -8 - $ -8 - $ -8 - $ -8 - $ -8
Deemed Equity 0% $ $ $ $ $ $ $ $ $ $
ST Interest 0.00% $ $ $ $ $ $ $ $ $ $
LT Interest 0.00% $ $ $ $ $ $ $ $ $ $
ROE 0.00% $ $ $ $ $ $ $ $ $ $

Cost of Capital Total $ $ $ $ $ $ $ $ $ $
OMeA $ ) - $ -8 - $ -8 . $ -8 . $ -8
Amortizaion $ -8 ) -8 -8 -8 -8 -8 -8 ) -8 -8 -8 -8 -8
Grossed-up PILs $ -8 - $ -8 - $ -8 - $ - $ - $ -8
Revenue Requirement $ - $ - $ - $ . $ - $ - $ - - $ - $
Provincial Rate Protection $ - $ - $ - $ - $
Monthly Amount Paid by IESO $ - $ - $ - $ - $
Note 1: Revenue collected from the IESO should be recorded in a variance account.
Note 2: For the 2014 Test Year, Costs and Revenues of the Direct Benefit are to be included in the test year applicant Rate Base and Revenues.

;»%;i Ontario Energy Board 14
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Appendix 2-FB: PILs Calculation

PILs Calculation

I 2014 I I 2015 I I 2016 I
Income Tax Direct Benefit  Provincial Direct Benefit Provincial Direct Benefit Provincial
Net Income - ROE on Rate Base $ - $ - $ - $ - $ - $ -
Amortization (6% DB and 94% P) $ - $ - $ - $ - $ - $ -
CCA (6% DB and 94% P) $ - $ - $ - $ - $ - $ -
Taxableincome $ - $ - $ - $ - $ - $ -
Tax Rate (to be entered) 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Income Taxes Payable $ - $ - $ - $ - $ - $ -
Gross Up
Income Taxes Payable $ - $ - $ - $ - $ - $ -
Grossed Up PILs $ - $ - $ - $ - $ - $ -
‘»%;i Ontario Energy Board 15
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Appendix 2-FB — Net Fixed Asset & UCC

calculation

2014 2015 2016 2017 2018
Net Fixed Assets
Enter
applicable
amortization in
years: 25
Opening Gross Fixed Assets $ - $ - $ - 3 - 8 -
Gross Capital Additions $ - $ - $ - 3 - 8 -
Closing Gross Fixed Assets $ - $ - $ - 3 - 8 -
Opening Accumulated Amortization $ - $ - $ - 3 - 8 -
Current Year Amortization (before additions) - $ - $ -0 % - $ -
Additions (half year) $ - $ - $ - $ - $ -
Closing Accumulated Amortization $ - $ - $ - 3 - 8 -
Opening Net Fixed Assets $ - $ - $ - 3 - 8 -
Closing Net Fixed Assets $ - $ - $ - 3 - 8 -
Average Net Fixed Assets $ - $ - $ - 3% - -
UCC for PILs Calculation
2014 2015 2016 2017 2018
Opening UCC $ - 8 - $ - 3% - -
Capital Additions (from Appendix 2-FA) $ - 8 - $ - 3% - -
UCC Before Half Year Rule $ - $ - $ - 3% - $ -
Half Year Rule (1/2 Additions - Disposals) $ - 8 - $ - 3% - -
Reduced UCC $ - $ - $ - 3% - $ -
CCA Rate Class (to be entered) 47 47 47 47 47 47
CCA Rate (to be entered) 8% 8% 8% 8% 8% 8%
CCA $ - 8 - 8 - 3% - -
Closing UCC $ - $ - $ - 3 - 8 -
}%;i Ontario Energy Board 16
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EXECUTIVE SUMMARY

The Green Energy and Green Economy Act, 2009 (the “Green Energy Act”) amended
the Ontario Energy Board Act, 1998 (the “Act”) to introduce a mechanism under section
79.1 whereby some of the Board-approved costs incurred by a distributor to make an
eligible investment for the purpose of connecting or enabling the connection of a
renewable energy generation facility to its distribution system may be recovered from all
provincial ratepayers rather than solely from the ratepayers of the distributor making the
investment.

To enable this rate protection provision, the Government filed Ontario Regulation
330/09 (“O. Reg. 330/09”) which sets out details related to the implementation of the
cost recovery framework established in section 79.1. O. Reg. 330/09 sets out the
following formula:

A =B - C, where:

A = the amount of rate protection to be provided to prescribed consumers in a
distributor’s service area,

B = eligible investment costs determined by the Board to be the responsibility of
the distributor in accordance with the DSC, and

C = the amount the Board determines to represent the direct benefits that accrue
to prescribed consumers as a result of all or part of the eligible investment
made or planned to be made by the distributor.

The Board’s first phase of determining cost responsibility (EB-2009-0077) was
completed in October 2009 and determined the allocation of costs between generators
and distributors.

Building on phase one, this Board framework allocates the non-generator costs
between the ratepayers of the distributor making the investment and all provincial
ratepayers. The direct benefits as determined by the Board will represent the allocation
of costs to the ratepayers of the distributor making the investment.

The Board has identified two categories of direct benefits that accrue to the customers
of the distributor making the investment to form the basis from which this allocation will
be determined. Those direct benefits are comprised of:
1. surplus Network and Connection (renewable generation < 2 MW) transmission
charges as well as surplus wholesale market service charges (WMSC); and
2. a portion of the Expansion and Renewable Enabling Improvement (REI) eligible
investment costs.

For the first category of direct benefits, an ex post approach will apply to all distributors
for the purpose of quantifying these benefits. Based on the actual production from
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gualifying renewable generation the previous year, the surplus transmission and WMSC
charges collected by the distributor, as a consequence of new embedded renewable
generation connected to eligible investments, will be determined to be a direct benefit
that accrues to the customers of the distributor as a result of the eligible investments.

For the second category of direct benefits, the Board has adopted a two-pronged
approach which recognizes the circumstances of distributors based on the amount of
eligible investment. The Board will utilize the threshold in the Filing Requirements for
Distribution System Plans (EB-2009-0397) to implement that two-pronged approach.
Distributors that file a Basic GEA Plan will be permitted to undertake a basic (i.e.,
standardized) direct benefit assessment, while essentially all distributors required to file
a Detailed GEA Plan will be required to undertake a detailed direct benefit assessment
based on the principles and criteria set out in this Report. As such, in cases where
there is relatively little incremental renewable generation connected, an approximation
is justified based on a standardized approach, while a rigorous analysis is required
where and when it is justified (i.e., disproportionate share of incremental renewable
generation connections). For detailed direct benefit assessments, an ex post approach
will also be the default for the purpose of quantifying this category of benefits.

The Board considers this approach to be transitional and evolutionary. A transitional
approach that takes into account the following:

1. O. Reg. 330/09 which clarified the Board’s responsibilities in this regard was
issued relatively recently;

2. the relative magnitude of the eligible investment costs and, therefore, the
associated direct benefits at this time'; and

3. the estimation of direct benefits in relation to such investments, for the purpose of
establishing rates, is a new responsibility for the Board, particularly given the
manner such generation will be connected which is unique to Ontario.? As a
consequence, results from other jurisdictions cannot be directly applied to
Ontario.

Over time, as material amounts of new renewable energy generation is connected
across Ontario by different distributors, the Board expects there will be an opportunity to
gain experience, in relation to quantifying the direct benefits, based on actual results. In
doing so, as the Board, distributors and other participants in this consultation process

! The Rate Order for Hydro One Distribution (EB-2009-0096) sets out the approved amount to be
provincially recovered in 2010 and it amounts to less than $0.46 million on a monthly basis from May 1,
2010 to December 31, 2010.

2 In other jurisdictions (e.g., New Zealand), where benefits have been estimated, the local distribution
companies were provided with more control over where distributed generation is connected and the type
of generation (i.e., an appropriate balance between intermittent and non-intermittent generation) in a
manner that allowed for the “optimization” of the network and the maximization of the benefits associated
with distributed generation. In contrast, under the Green Energy Act, distributors will have an obligation
to connect renewable generation facilities regardless of the location and type of generation.
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attain a better understanding of the direct benefits (and costs), under the circumstances
unique to Ontario, it should allow the Board to refine its approach in this regard.

The Board is of the view that the approach set out above strikes a reasonable balance
between administrative burden and incremental precision.
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1 INTRODUCTION

The Green Energy and Green Economy Act, 2009 (the “Green Energy Act”), which
received Royal Assent on May 14, 2009, made a number of amendments to the Ontario
Energy Board Act, 1998 (the “Act”). Among these amendments, the Board has, as a
new objective, to “promote the use and generation of electricity from renewable energy
sources in a manner consistent with the policies of the Government of Ontario including
the timely expansion or reinforcement of transmission systems and distribution systems
to accommodate the connection of renewable energy generation facilities” (paragraph 5
of subsection 1(1) of the Act).

Consistent with its new objective of promoting the use and generation of electricity from
renewable energy sources, the Board has reviewed the cost responsibility policies with
respect to the connection of renewable energy generation to distribution systems. As a
consequence, in EB-2009-0077, the Board issued final amendments (on October 21,
20009) to the Distribution System Code (the “DSC”) in relation to Distribution Connection
Cost Responsibility (the “DCCR Amendments”) to revise its approach to assigning cost
responsibility between an electricity distributor and a generator. For the purposes of
assigning cost responsibility, the Board decided that such investments be classified
within three general categories:

1. Connection assets (generator responsibility);

2. Expansions (shared responsibility based on a cost cap or distributor
responsibility if identified in a Board-approved investment plan); and

3. Renewable enabling improvements (distributor responsibility).

The consequences of these changes in cost responsibility will mean that some of the
costs related to connecting renewable generators — previously the responsibility of the
connecting generator — will shift to ratepayers.

Evidence from the Renewable Energy Standard Offer Program (“RESOP”) suggests
that distribution-connected renewable energy generation development will not be
distributed evenly among the service territories of the electricity distributors. As a result,
in the absence of a cost-sharing mechanism, the cost burden of distribution system
investment to accommodate the renewable generation would not be shared equally
amongst distributors (and their ratepayers).

The Green Energy Act recognizes that some portion of such investment costs incurred
by individual distributors should be shared amongst the province’s ratepayers.
Specifically, the Green Energy Act amended the Act to introduce a mechanism under
section 79.1 whereby some of the Board-approved costs incurred by a distributor to
make an ‘eligible investment’ for the purpose of connecting or enabling the connection
of a renewable energy generation facility to its distribution system may be recovered
from all provincial ratepayers rather than solely from the ratepayers of the distributor
making the investment. (see Appendix 3 for full text of section 79.1). The structure of
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this rate protection provision closely resembles the provision in section 79 of the Act for
Rural and Remote Rate Protection (“RRRP”).

To enable this rate protection provision, the Government filed Ontario Regulation
330/09 (“O. Reg. 330/09”) on September 9, 2009 which sets out details related to the
implementation of the cost recovery framework established in section 79.1. That cost
recovery framework establishes a process for the collection — by the Independent
Electricity System Operator (“IESO”) — of the amounts that qualify for rate protection
and a process for the IESO to make compensation payments to distributors based on
the rate protection amounts as determined by the Board to which each distributor is
entitled.” (see Appendix 4 for Regulation 330/09).

O. Reg. 330/09 sets out the following formula:
A =B - C, where:

A = the amount of rate protection to be provided to prescribed consumers in a
distributor’s service area,

B = eligible investment costs determined by the Board to be the responsibility of
the distributor in accordance with the DSC, and

C = the amount the Board determines to represent the direct benefits that accrue
to prescribed consumers as a result of all or part of the eligible investment
made or planned to be made by the distributor.

The Board’'s DCCR amendments process addressed the first part of the formula (see
“B” above) by determining the “eligible investment costs” and those include Expansion
and Renewable Enabling Improvement investments, as described above.

The focus of this new Board policy entails completing the framework for determining the
amount of rate protection to be provided by specifying the “direct benefits” component of
the regulation formula (see “C” above).

The purpose of this framework is therefore to identify:
1. the direct benefits that must be taken into account by distributors; and

2. astandard methodology to be used by distributors in calculating or quantifying
those direct benefits.

% Once the Board establishes the Aggregate Rate Protection amount, the Board will establish a rate that would be
applied to all Ontario electricity customers of distributors in a manner that is consistent with the cost recovery
framework set out in O. Reg. 330/09. The rate set by the Board will be a function of the Aggregate Rate Protection
Amount and an IESO load forecast (AQEW + Embedded Generation). Under O. Reg. 330/09, the fixed annual rate
set by the Board (included in the WMSC) will only be applied by distributors. The IESO will collect the actual
amounts of ‘rate protection’ each month from Market Participants, including distributors, as determined by the Board
(and pay out the exact same amount in Monthly Compensation Payments to distributors based on their share as set
out by the Board). The IESO will therefore charge a different “notional” rate to Market Participants that varies each
month (i.e., not fixed) with fluctuations in market consumption.

-2-
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1.1 Regulation 330/09

As a consequence of the determination of the direct benefits, the cost allocation
associated with eligible investments between provincial ratepayers and the ratepayers
of the individual distributor making the investment will be determined. There is
therefore a relationship between the eligible investment costs and the associated direct
benefits. As such, a clear understanding of what constitutes an eligible investment is
necessary before discussing the related direct benefits. The Board therefore wishes to
set out its interpretation of the following in relation to O. Reg. 330/09.

e “Eligible investment” costs, as set out in O. Reg. 330/09 and section 79.1 (5) of
the Act, are not limited to only the initial capital investment costs but also
includes the up-front OM&A costs necessary for the purpose of “enabling the
connection of a qualifying generation facility”. However, given that section 79.1
focuses solely on the initial investment, ongoing OM&A costs that are incurred by
the distributor after the investment has been made will not be eligible for
provincial recovery.

e The Green Energy Act focused on investments related to both the smart grid and
the connection of renewable energy generation. However, O. Reg. 330/09
applies to only investments related to the connection of renewable energy
generation in relation to being “eligible investments”. As a result, unless a certain
smart grid related investment has been identified in the DSC as a Renewable
Enabling Improvement, such investments are not “eligible investments” for the
purpose of the Act and the regulation.

e Not all investments made by a distributor to accommodate renewable generation
will qualify as an “eligible investment”. Investments to connect such generation
that is contracted under the feed-in tariff (“FIT”) program will be treated as an
“eligible investment”. However, similar investments to connect generation that
was contracted under the RESOP program will not be treated as an “eligible
investment”. The important distinction is not between the two programs of the
Ontario Power Authority (OPA). Instead, it is related to the Board’s cost
responsibility rules under the DSC and the timing of the recent DCCR
amendments. RESOP generation was contracted before those DCCR
amendments were made. As a consequence, investments to connect a RESOP
generator remain the cost responsibility of the generator. In contrast,
investments made by a distributor to connect FIT generators will occur after the
Board issued its revised cost responsibility rules on October 21, 2009 and are
therefore eligible for the provincial recovery mechanism.* As such, the “direct
benefits” which are the focus of this Board framework only take into consideration

* Specifically, the Board’s October 21, 2009 Notice of Amendment to the DSC (EB-2009-0077)
identified that the new cost responsibility rules apply to investments associated with renewable generation
projects for which an application to connect was made on or after October 21, 2009. Further details in
relation to the date of application and a specific scenario are provided in that Board Notice.

-3-
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those related to investments to connect renewable generation under the FIT
program.® Such generation is referred to as ‘qualifying’ renewable generation in
this report.

e Most upstream costs and benefits related to renewable generation connected in
the distribution system will not be taken into account for the purpose of the Act
and O. Reg. 330/09.

0 The Board’'s Notice (June 5, 2009) related to the DCCR Amendments (EB-
2009-0077) states “Some generation connections may trigger the need for
upstream upgrades to the system of a host distributor or of a transmitter,
in addition to triggering the need for the expansion of the distribution
system to which the generation facility will be connected. Although the
DSC is silent on the issue of cost responsibility for these upstream
upgrades, the practice is for distributors to pass these costs on to the
connecting generator. The Board does not propose to revise this approach
at this time...”. Since such costs, which are related to another upstream
entity, have been determined by the Board to be the responsibility of the
generator, these investments would not be considered “eligible
investments” under O. Reg. 330/09 and, as a consequence, would not be
considered in determining the direct benefits.

o Similarly, a potential upstream benefit often associated with distribution
generation is related to the deferral or avoidance of certain transmission
network investments. Such upstream benefits may be realized. However,
these upstream benefits accrue to all provincial ratepayers — not only the
customers of the distributor making the investment — and, therefore, will
not be considered in this particular Board policy.

0 The only upstream benefits that will be taken into account for the purpose
of the Act and O. Reg. 330/09 are in relation to transformers owned by the
distributor undertaking the investment, as those benefits accrue to only the
customers of the distributor making the investment.

1.2 The Consultation Process

The Board engaged stakeholders in a consultation to assist the Board in determining an
appropriate framework for determining the direct benefits. To that end, the Board
released a Staff Discussion Paper (the “Discussion Paper”) for comment.

The Discussion Paper proposed the types of direct benefits to be taken into account as
well as principles and criteria for the purpose of quantifying those direct benefits. The
Discussion Paper also included a list of issues designed to elicit and facilitate comment.

®> Any investment made by a distributor on or after October 21, 2009 to connect merchant renewable
generation would also be considered an “eligible investment”.

-4 -
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That list is set out in Appendix 1 to this Report. Among the issues the Discussion Paper
identified were:

« whether the two types of direct benefits that were proposed are appropriate;

« whether any refinements should be made to the proposed criteria for the purpose
of estimating the direct benefits;

« whether the Board should consider a certain standardized approach and, if so,
what would an appropriate threshold be to determine which distributors could use
the standardized approach and which distributors should be required to undertake
a more rigorous assessment; and

« whether there are any information limitations that may prevent certain distributors
from providing an assessment of any proposed criteria as described in the
Discussion Paper.

As part of the initial comments, certain stakeholders expressed a desire for further
discussion of the issues in advance of issuance of the Board’s policy, as well as the
opportunity for a second round of comments. The Board agreed that it would be
beneficial to expand the scope of the consultation process to include further written
comments and a Stakeholder Meeting to better inform that second round of comments.

The Board received written comments from the 13 stakeholders listed in Appendix 2 to
this Report. Those stakeholders represent electricity distributors and ratepayers. The

Board has benefited from these written comments in determining the framework set out
in this Report, and thanks all stakeholders for their thoughtful input.
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2 THE DiscussiON PAPER AND OVERVIEW OF
STAKEHOLDER COMMENTS

2.1 Types of Direct Benefits

The Discussion Paper proposed that the scope of the direct benefits be limited to those
that meet the following criteria:

1. the benefit is directly attributable to only the customers of the distributor making
the investment; and
2. the benefit is readily quantified in monetary terms.

On the basis of those criteria, the Discussion Paper also identified two types of direct
benefits:

1. Reduced Network transmission charges and reduced wholesale market service
charges (WMSC) realized by the distributor as a consequence of electricity
production from new renewable generation connected by an eligible investment;
and

2. Improved capabilities of the distribution system for load customers as a
consequence of the eligible investments made by a distributor.

In regard to Reduced Network Transmission and WMSC charges, the Discussion Paper
identified that, as additional renewable generation is connected to eligible investments
within a distribution system and begins to produce power, it will reduce both the peak
demand and the total quantity of energy withdrawn by the distributor. This, in turn,
reduces these charges that must be paid by the distributor to the IESO. At the same
time, there is no impact on the demand or quantity of energy consumed by that
distributor’s customers. As such, charges collected by the distributor do not decline. As
a result, surplus network transmission and WMSC charges will be collected by the
distributor which will be recorded in the distributor’s applicable variance account and
that surplus will ultimately be paid (i.e., disbursed) to only its customers.

In relation to the Improved Capability of Distribution System for Load Customers, the
Discussion Paper identified that certain investments in the distribution system to
accommodate additional renewable generation will also result in benefits for load
customers of the distributor making the investment. Many of the eligible investments
will convey energy to load customers as well as from renewable energy generation. For
example, the investment may replace an asset that would have required replacement, in
the near future, solely for the purpose of serving load customers.

Stakeholder comments on the Discussion Paper revealed general agreement in relation
to the two criteria identified above for the purpose of determining the scope of direct
benefits. There was, however, a clear difference of opinion between distributors and
representatives of ratepayers in regard to whether the avoided charges should be
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included in the determination of the direct benefits. On the one hand, there was
agreement that there would be a benefit to the customers of the distributor making the
eligible investment (i.e., changes in revenue responsibility for these charges). On the
other hand, ratepayer representatives believed that such avoided charges were a direct
benefit and should be included, while distributors were of the view that the avoided
charges were not a direct benefit within the context of O. Reg. 330/09. Some
distributors therefore recommended that such benefits should, if the Board thought it
necessary, be addressed in a separate Board proceeding.

A number of stakeholders also suggested that the avoided transmission charges
should, in addition to the avoided Network charges, include avoided Connection
charges associated with renewable generation under 2 MW. It was further suggested
that the avoided charges related to microFIT generation should be excluded from the
calculation given the administrative burden associated with tracking each microFIT
project and the relatively small output.

2.2 Approach: Quantifying the Direct Benefits

For the first category of direct benefits, an ex post approach was proposed to apply to
all distributors for quantifying these benefits. Based on the actual production from
renewable generation the previous year, the surplus Network transmission and WMSC
charges collected by the distributor, as a consequence of new embedded renewable
generation connected to eligible investments, would be determined to be a direct benefit
that accrues to the customers of the distributor as a result of the eligible investments.

For the second category of direct benefits, the Discussion Paper also proposed that a
similar approach apply to all distributors at the outset. The methodology to derive those
benefits would be based on the proposed principles and criteria discussed in section
3.3.2.1 of the Discussion Paper. The level of detail and analysis provided by a
distributor would be commensurate with the circumstances of the distributor.

The Discussion Paper (section 3.3.2.2) also noted that the Board may wish to consider
transitioning to a two-pronged approach with a less resource intensive standardized
approach for certain distributors; specifically, in cases where there is relatively little
incremental renewable generation connected, an approximation may be justified. The
rationale in the Discussion Paper was the extreme diversity amongst the distributors in
terms of the amount of generation capacity contracted in their territories under the
RESOP program.® The Discussion Paper noted that, for the majority of distributors with
a lower level of investment, undertaking a detailed analysis to estimate these benefits
may result in administrative costs that represent a significant fraction of the benefit
being estimated. However, the proposed standardized approach would be based on
historical distributor results under the rigorous and detailed analysis associated with
application of the principles and criteria discussed in section 3.3.2.1. The Discussion

® For example, under the RESOP program, 70% of the generation capacity was located in the territory
of one distributor while 40 distributors each had less than 1% of the contracted capacity.
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Paper therefore discussed the standardized approach within the context of a “Future
Option” due to the fact that there were no historical results to draw upon. Within this
context, the Discussion Paper also requested stakeholder input on a threshold to
determine whether a distributor would be required to complete a detailed analysis or
use the standardized approach.

Stakeholder comments on the Discussion Paper revealed general agreement that an ex
post approach was appropriate, but that distributors should also have the option to use
an ex ante approach if a variance account is used given all of the uncertainties
associated with the timing and amount of renewable generation that will be connected
under the OPA’s FIT program. One distributor supported a pure ex ante approach (i.e.,
no variance account). However, one stakeholder identified that the wording in O. Reg.
330/09 appeared to not permit such a pure ex ante approach.

In first round of comments, there was almost full agreement with the Discussion Paper
that a standardized approach should only be considered after sufficient experience had
been gained. Only one distributor representative supported a standardized approach at
the outset. However, the views of some stakeholders changed following the
Stakeholder Meeting once there was a better understanding that the information
available to assess direct benefits with accuracy was more limited than previously
expected. The Hydro One distribution rate proceeding, where this issue was
addressed, had also been completed. For example, one ratepayer representative noted
in the second round of comments that they had a “major change in our thinking” and
therefore suggested as part of the initial implementation that “the Board establish a
default percentage for smaller utilities with limited resources or eligible investments
instead of doing an expensive analysis that might not make any material difference”.

In terms of a threshold, for determining whether a detailed analysis would be required or
a standardized approach could be used, a ratepayer representative suggested adopting
the threshold used by the Board in the Filing Requirements for when a Detailed GEA
Plan is required (EB-2009-0397) and a distributor identified that it should be based on
percentage of rate base to be consistent with other OEB guidelines.

2.3 Criteria Used to Assess Direct Benefits

While not explicitly stated in the Discussion Paper, the discussion of the criteria
suggested project specific assessments would be necessary.

In terms of applying the criteria, one stakeholder noted that project specific
assessments would be too costly and labour intensive and that a high-level approach
should therefore be adopted. Another stakeholder acknowledged that, for certain
distributors, a project specific approach could be somewhat onerous but, since most
distributors will have a limited number of projects, a project specific approach should be
readily applicable and that a cluster approach would yield a better estimate of direct
benefits relative to a high level approach and reduce the level of detail required relative
to project specific analysis for distributors with a large number of projects.
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The criteria identified in the Discussion Paper for the purpose of estimating the direct
benefits included the following:

Portion of Eligible Investments not used by Qualifying Generators
Customer Load Growth

Asset Condition

Size of Renewable Energy Generator(s)

Service Quality Improvement

Line Losses (not included in assessment at outset)

Alternative Criteria for Specific Investments (optional)

NoakwNE

Of the stakeholders that commented on the following three criteria, there was general
agreement that: (i) Line Loss impacts should be studied and not required at outset; (ii)
Alternative Criteria for Specific Investments should be provided as an option that can be
proposed by distributors; and (iii) Size of Renewable Energy Generator(s) should be
eliminated as a separate criterion.

Distributors also identified information constraints in terms of three of the proposed
criteria. With respect to the Portion of Eligible Investments not used by Qualifying
Generators criterion and the Service Quality Improvement criterion, it was noted that no
distributors have customer density information available at an area/regional level as
proposed in the Discussion Paper. Similarly, in regard to the Customer Load Growth
criterion, most distributors do not have such load growth information available at an
area/regional level as proposed in the Discussion Paper.

The Service Quality Improvement criterion attracted the widest range of views including:
it should be taken into account; it should only be taken into account for a couple of
assets (SCADA for station automation and automated feeder reclosers); it should only
be taken into account if it was already a planned investment for load customers of the
distributors or if it was desired/wanted by the distributor’'s customers; and it should not
be taken into account at all. Stakeholders also expressed concerns regarding the
difficulty and/or ability to quantify the value of improvements in service quality/reliability
to load customers.

In regard to the Asset Condition Criterion, one stakeholder noted that the statement in
the Discussion Paper that an asset replaced early in its service life would not provide as
great a benefit appeared to overlook an important consideration. That consideration is
the residual value since distributors could use certain assets that are in good condition
as a system spare or in another station. As such, the avoided cost of purchasing such a
new asset for these purposes should be a direct benefit.

There was also general agreement that where provincial ratepayers provided rate
protection and the asset is not ultimately used by the distributor as an eligible
investment, the amount of rate protection should be reduced accordingly going forward
to reflect the use of the investment for other purposes. However, there was also
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agreement that it should not be reduced if the renewable generation does not
materialize and the investment has not been used for other purposes.

-10 -



Ontario Energy Board Report of the Board

3 THE BOARD'S APPROACH

The Board recognizes the need for a framework that recognizes the significant diversity
of distributors in relation to the amount of renewable energy generation to be connected
and the magnitude of the associated eligible investment. It also needs to recognize the
current information limitations of distributors and strike a reasonable balance between
administrative burden and incremental precision. The framework must be implemented
in manner that is consistent with section 79.1 of the Act and O. Reg. 330/09, while
protecting the interests of all ratepayers — ratepayers of the distributor making the
investment and provincial ratepayers. The framework set out in this Report is therefore
intended to be evolutionary in nature, with the expectation that the degree of precision
will be enhanced in relation to quantifying the direct benefits as experience is gained
and more information is acquired.

3.1 Identifying the Direct Benefits

As noted above, the Discussion Paper identified two criteria for the purpose of
determining the scope of the direct benefits to be taken into account. The Board notes
that those criteria are consistent with O. Reg. 330/09 as those criteria serve to exclude
benefits which would accrue to all ratepayers across the province (e.g., environmental
benefits) as well as indirect benefits such as local economic or fiscal impacts (e.g.,
additional local tax revenues).

The Board has therefore determined that the scope of the direct benefits will be
limited to those that meet the following criteria:

1. the benefit is directly attributable to only the customers of the distributor making
the investment; and
2. the benefit is readily quantified in monetary terms.

Based on those criteria, the Discussion Paper also identified two benefits to be used in
determining the direct benefits that accrue to the prescribed customers of the distributor
associated with eligible investments to connect new renewable energy generation.

The Board notes that, in terms of the types of benefits, the comments focused primarily
on reduced network transmission charges and reduced wholesale market service
charges (WMSC) realized by the distributor as a consequence of electricity production
from qualifying renewable generation connected by an eligible investment.

The primary comment was to the effect that these reduced charges should not be
considered a direct benefit under O. Reg. 330/09 as the focus should be on distribution
costs or the distributor’s revenue requirement. The Board notes that O. Reg. 330/09
makes no reference to distribution costs or revenue requirement and that there was
agreement amongst all participants in this proceeding that there will be such a benefit to
ratepayers of the distributor making the investment. The Board is of the view that, since
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provincial ratepayers will be required to pay some or all of the costs of the eligible
investment needed to connect the qualifying renewable generation (from which this
benefit is directly derived), it is appropriate that those provincial ratepayers should also
share in the benefit that will be realized. In the absence of an eligible investment paid
for by provincial ratepayers, this benefit would not exist. The Board is also of the view
that this is the appropriate process to address this matter and that dealing with the issue
in a separate Board process would be inefficient. The Board has therefore determined
that these reduced charges will be included in the determination of the direct benefits
that accrue to the prescribed customers of the distributor.

The Board also agrees with the comment that the reduced transmission charges should
not be limited to Network charges. All charges that are subject to net load billing will
result in a direct benefit. As such, a subset of Connection charges associated with
renewable generation under 2 MW will also be taken into account.

The Board acknowledges the comment that microFIT generation should be excluded
from the assessment of direct benefits for materiality reasons based on the relatively
small output and the administrative burden associated with tracking each project. While
the direct benefits associated with such generation will be immaterial at the individual
project level, the Board believes there is the potential that it may become material over
time at an aggregate level, particularly within the territories of certain distributors. The
Board is therefore of the view that it is important to monitor microFIT generation at the
outset in relation to its materiality and that period of time be used to ascertain whether a
“rule of thumb” can be developed to minimize the administrative burden on distributors
in the event the Board decides to include microFIT in the determination of direct benefits
in the future.

The Board has therefore determined that the direct benefits to be taken into
account by distributors are as follows:

1. Reduced Network and Connection (renewable generation < 2 MW) transmission
charges as well as reduced wholesale market service charges (WMSC) realized
by the distributor as a consequence of electricity production from new renewable
generation connected by an eligible investment; and

2. Improved capabilities of the distribution system for load customers as a
consequence of the eligible investments made by a distributor.

3.2 Quantifying the Direct Benefits

3.2.1 Reduced Network Transmission and WMSC Charges

The Discussion Paper identified two approaches — ex ante and ex post — for the
purpose of estimating the direct benefits associated with reduced transmission and
WMSC charges and proposed that an ex post approach be used by distributors.
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The Board notes that section 3 of O. Reg. 330/09 refers to an eligible investment “made
or planned to be made” by a distributor. This would support either an ex post or an ex
ante approach. On the other hand, section 2 of O. Reg. 330/09 also describes the
consumers eligible for rate protection as those served by a licensed distributor that has
“incurred costs” to make an eligible investment that has been approved by the Board.
This would clearly support an ex post approach. However, the Board believes that it
would also support an ex ante approach, provided that the direct benefits are ultimately
determined on the basis of costs that have been actually incurred. This is consistent
with the approach taken by the Board in the proceeding to determine the 2010 and 2011
distribution rates for Hydro One (EB-2009-0096). Accordingly, while the Board believes
that the ex post approach should be used by distributors, a distributor may use the ex
ante approach on the condition that variance or deferral accounts are in place to allow
for any reconciliation between forecast and actual benefits.

The Board acknowledges the concern expressed by distributors that the reduced
charges will be difficult to track and that processes will need to be developed. The
Board notes, however, that distributors are already required by the regulation pertaining
to the Global Adjustment to submit production from embedded generation on a monthly
basis to the IESO and that distributors will also be required to settle FIT contracts based
on hourly data. The Board is therefore of the view that other processes are or will be in
place to facilitate the calculation.

The Board also acknowledges the comment that the reduced allocated quantity of
energy withdrawn (AQEW) of distributors from the grid due to embedded renewable
generation will result in higher WMSC and transmission rates. However, the Board
does not agree an expected higher rate should be used in the calculation of the direct
benefits. To the extent these rates increase due to reduced withdrawals from the grid, it
will equally affect all provincial ratepayers — not only the customers of the distributor
making the investment. Distributors should therefore use the actual rates in place for
the year the direct benefits are being determined.

The calculation of direct benefits in relation to reduced transmission and WMSC
charges will be made by distributors based on the actual energy production from the
qualifying renewable generation connected to eligible investments, and its contribution
to reduced peak demand. Under the ex post approach, quantifying the annual benefits
in this category for a given year will therefore be calculated by multiplying the actual rate
(WMSC and transmission) by the actual renewable energy production from the previous
year.

3.2.2 Improved Capability of Distribution System for Load Customers
3.2.2.1 Approach
The Discussion Paper proposed a framework for the estimation of the direct benefits

related to this category. That framework was based on a number of principles and
criteria to be taken into account by the distributor in estimating the benefits that will
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accrue to the customers of the distributor as a consequence of making the eligible
investment(s). The Discussion Paper also proposed consideration of a less resource-
intensive standardized approach for certain distributors. However, a standardized
approach was only proposed as an option for implementation in the future due to the
lack of historical results to use as a basis. Stakeholders generally agreed with this
approach.

The Board believes that a two-pronged approach which recognizes the circumstances
of distributors based on the amount of eligible investment is appropriate. However, the
Board is of the view that, due to a number of factors, a standardized approach for
certain distributors is appropriate at the outset of the implementation of this framework.
The primary factor relates to the information limitations associated with the criteria
identified in Discussion Paper that have come to the Board’s attention during this
consultation process. The Board has also recently issued a Partial Decision that
addressed this matter in relation to Hydro One Distribution. As a consequence, the
direct benefits cannot be estimated with the degree of precision previously expected
and some historical results are now available as a basis for standardized approach that
can be refined over time.

3.2.2.2 Threshold

On March 25, 2010, the Board issued its “Filing Requirements: Distribution System
Plans — Filing under Deemed Conditions of Licence” (EB-2009-0397).” The Filing
Requirements require that distributors file either a Detailed GEA Plan or a Basic GEA
Plan depending on the materiality of planned system investments related to the
connection of renewable generation or the development of a smart grid. Those Filing
Requirements identify that such GEA Plans must be filed as part of a distributor’s cost
of service rate application for 2012 and subsequent rate years unless the Board directs
otherwise. The Filing Requirements note that “the Board will issue a Report setting out
a policy with respect to the calculation or quantification of direct benefits, and these
Filing Requirements require that distributors provide information pertaining to direct
benefits in a manner consistent with that policy”.

For the purpose of this policy, the Board will adopt the threshold in the Filing
Requirements for Distribution System Plans that is used to determine whether a
distributor is required to file a Detailed or Basic GEA Plan.® As such, distributors that
file a Basic GEA Plan will be permitted to undertake a basic (i.e., standardized) direct

! Filing Requirements: Distribution System Plans — Filing under Deemed Conditions of Licence (EB-2009-0397),
March 25, 2010.

8 Specifically, the materiality threshold currently set out in the Filing Requirements is:
1. The total capital costs of all a distributor’s planned projects related to the connection of renewable generation
and/or the development of a smart grid in any one year:
¢ Are more than $100,000 and exceed 3% of the distributor’s distribution rate base; or
e Exceed $5,000,000.
2. The total capital costs of all a distributor’s planned projects related to the connection of renewable generation
and/or the development of a smart grid over five years:
¢ Are more than $100,000 and exceed 6% of the distributor’s distribution rate base; or
e Exceed $10,000,000.
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benefit assessment as explained below, while essentially all distributors required to file
a Detailed GEA Plan will be required to undertake a detailed direct benefit assessment.
However, if a distributor that files a Detailed GEA Plan falls below the threshold once all
Smart Grid capital costs are excluded, that distributor will be permitted to use the
standardized approach since Smart Grid costs are not relevant for the purpose of this
framework.

Any distributor that is permitted to use the standardized approach will be provided with
the option to undertake a detailed direct benefit assessment.

3.2.23 Basic Benefit Assessments for Basic GEA Plans

The Board will use an ongoing weighted average of actual direct benefits (relative to
total eligible investment costs) associated with all distributors that have completed a
detailed direct benefit assessment. As this is an evolutionary framework, it is the intent
of the Board that the percentage used in the standardized approach will be refined over
time as experience is gained and more distributors complete a detailed benefit
assessment. For example, this may take the form of different percentages for different
investments in the future.

At this time, only Hydro One Distribution has completed a detailed direct benefit
assessment. The Board agrees with the comment that the Hydro One estimates of the
direct benefits have an empirical basis and are based on a large number of projects,
and therefore can be used as a transitional step in this evolutionary framework for
distributors permitted to use the standardized approach. However, the Board does not
believe the suggested use of a single percentage (i.e., 15%) for all eligible investments
would be appropriate. The percentages of direct benefits differ for Expansion and
Renewable Enabling Improvement (REI) investments, as Expansion investments tend
to benefit load customers more than REI investments.® In addition, distributors will have
different relative proportions of such investments. As such, separate percentages for
Expansion and REI investments will be utilized to provide a more accurate estimate of
the direct benefits.

Absent the information limitations identified during the consultation process, the Board
would have been hesitant to use the Hydro One Distribution percentages of direct
benefits in relation to REI and Expansion investments for other distributors. However,
aside from the number of projects, the characteristic that differentiated Hydro One
Distribution most from other distributors is customer density and it was learned in this
consultation process that no distributors, including Hydro One, have such information
specific to different areas in their service territories. The number of projects is also not
a factor at all in the determination of direct benefits associated with an investment. As
such, the Board is of the view that the percentages that are ultimately approved for

° For example, based on the provisionally approved methodology and allocation (i.e., dollar amounts)
proposed by Hydro One as part of its 2010 and 2011 distribution rates application, those dollar amounts
represent 6% for REI investments and 17% for Expansion investments.
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Hydro One Distribution®® in relation to Expansion and REI investments should provide a
reasonable estimate for other distributors until more distributors complete detailed
benefit assessments and a rolling weighted average can be used, particularly given the
limited amount of eligible investments expected in Basic GEA Plans.

The Board has only approved the allocation of costs proposed by Hydro One, on a
provisional basis, at this time. The Board’s Partial Decision notes that “the allocation
methodology and the resulting responsibility for Green Energy Plan costs for 2010 and
2011 will be subject to later revision to reflect the Board's final policy determination in
EB-2009-0349.” As such, the percentages that are initially to be used by distributors
undertaking a basic benefit assessment will be the percentages based on the
methodology and allocation that are approved by the Board on a final basis subsequent
to the issuance of this Board Report. Those revised percentages will be communicated
by the Board when they become available.

As noted above, in the future, the Board will use an ongoing weighted average of actual
direct benefits associated with all distributors that have completed a detailed direct
benefit assessment. As the percentages are updated to reflect changes in this ongoing
weighted average, the updated percentages will only apply to incremental eligible
investments for which the Board has not yet determined the direct benefits. In other
words, the Board will not make future adjustments to previous calculations of direct
benefits that have already been approved by the Board to reflect changes in the
weighted average.

Consistent with the Board’s interpretation of O. Reg. 330/09 above, the calculation of
this category of direct benefits will also be on either an ex post basis or on an ex ante
basis with a variance or deferral account.

3.2.24 Detailed Benefit Assessments for Detailed GEA Plans

As noted above, distributors required to file a Detailed GEA Plan will be expected to
undertake a detailed direct benefit assessment based on the principles and criteria set
out below unless the total capital costs in the plan are below the threshold once all
Smart Grid capital costs have been excluded.

Guiding Principles

The Board generally agrees with the principles that were identified in the Discussion
Paper with some modifications to reflect certain stakeholder comments.

In relation to the first principle, the Board agrees with the comment that it is important to
clarify “load” customers and “eligible” investments.

In regard to the second principle, a number of stakeholders commented that the
circumstances of the distributor should not be related to the size of the distributor in

10 EB-2009-0096.
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determining the level of detail and analysis to be provided. The Board is of the same
view and has therefore clarified that it will be the circumstances of the distributor in
terms of the amount of qualifying renewable energy generation to be connected and the
magnitude of the associated eligible investment.

The Discussion Paper identified in the fourth principle that if any asset is replaced to
accommodate qualifying renewable generation, customers of the distributor making the
investment would realize a direct benefit of some magnitude. A stakeholder comment
noted that there are certain specific assets (e.g., conductors, pole-mount transformers)
where this would not be the case. This will need to be determined by the Board in a
hearing on an application. As such, the Board has clarified that a direct benefit is
expected in such cases unless it can be demonstrated otherwise.

The other principles that were set out in the Discussion Paper remain unchanged.

The Board has therefore determined that the following guiding principles will provide the
basis for the more detailed discussion of the criteria that follow.

1) The benefit is directly attributable to only the load customers of the distributor
making the eligible investment (i.e., limited to distribution system investments)
and the benefit is readily quantified in monetary terms.

2) The level of detail and analysis provided by a distributor underlying the
estimation of the direct benefits should be commensurate with the circumstances
of the distributor in terms of the amount of qualifying renewable generation to be
connected and the magnitude of the associated eligible investment.

3) Portions of certain eligible investments may not ultimately be used by only
qualifying renewable generation facilities to which the Board’s new cost
responsibility policies apply. Consistent with O. Reg. 330/09, to the extent the
investment is used for other purposes (e.g., connect a large load customer), that
portion of the investment would not be recovered through the provincial recovery
mechanism.

4) Where any existing distribution asset is replaced to accommodate qualifying
renewable generation, customers of the distributor making the investment will
realize a direct benefit of some magnitude and therefore a certain portion of the
costs should not be recovered through provincial recovery mechanism unless it
can be demonstrated otherwise.

5) To the extent certain eligible investments (e.g., Renewable Enabling
Improvements) that accommodate qualifying renewable generation are expected
to improve service quality for the load customers of the distributor making the
investment, such service quality improvements will represent a direct benefit to
only the customers of that distributor (i.e., not paid for under the provincial
recovery mechanism).
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6) Distributors should not be required to estimate certain benefits (e.qg., line losses)
that may, in theory, sometimes be associated with distributed generation in a
generic sense, but do not take into consideration the practical circumstances
unigue to Ontario under the Green Energy Act.

Criteria

The Board generally agrees with most of the criteria that were identified in the
Discussion Paper. Some criteria have been changed to reflect the information
limitations mentioned above while other changes have been made to reflect certain
comments from stakeholders. One criterion has also been added — Avoided Asset
Upgrades — and one criterion that was identified in the Discussion Paper has been
removed as explained below.

As noted above, the Discussion Paper suggested project specific assessments would
be necessary. The Board acknowledges the comment that project specific
assessments could be costly and labour intensive to implement under certain
circumstances. However, the Board agrees that a project specific approach should be
readily applicable since most distributors will have a limited number of projects and that,
for distributors with a large number of projects, a cluster approach would yield a better
estimate of direct benefits relative to a high level approach and reduce the level of detail
required relative to project specific analysis. As such, the distributor should, in its
Distribution GEA Plan, use project specific assessments in the application of the criteria
set out below as the default approach. However, where a distributor has a significant
number of projects, that distributor will be permitted to use a cluster approach.

In relation to the criterion identified as “Size of Renewable Energy Generator(s)” in the
Discussion Paper, the Board agrees with the comment that it is taken into account in the
assessment of other criteria. As such, the Board has removed it as a separate criterion.

The Discussion Paper also identified a “Line Losses” criterion in noting that distributors
should not be required to take this criterion into account in estimating the direct benefits
at this time because, depending on the circumstances, line losses can either be
reduced or increase due to distributed generation and the outcome is not certain in
Ontario. The Board notes that Ontario’s circumstances differ from most other
jurisdictions as generators — not distributors — will be determining the point of
connection and the distributor will therefore have no control in relation to the impact of
the generator on line losses. The Board is therefore of the view that the impact on line
losses is too uncertain at this time and that it will be in a better position to determine if
such a criterion can be incorporated into the direct benefit assessment framework, with
relative certainty and accuracy, once some experience has been gained in Ontario. The
Board will consider carrying out a study in this regard once there is a material amount of
distributed renewable generation in operation.
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Given the above, the Board has determined that distributors should assess the direct
benefits based on the first five criteria set out below. The sixth criterion is optional. A
distributor should, in its Distribution GEA Plan, explain how they took each applicable
criterion into account. Some of the criteria are only applicable to certain investments or
certain circumstances.

1) Portion of Eligible Investments not used by Qualifying Generators

The Discussion Paper noted and the Board agrees that, to the extent this
criterion is not appropriately taken into account, the distributor would derive two
revenue streams for the same asset via distribution revenues or a capital
contribution from its customers as well as ‘compensation payments’ for 'rate
protection’ purposes from provincial ratepayers. The Board is of the view that
such an outcome would not be acceptable.

The Board notes that due to the fact that distributors do not have customer
density information available at the area/regional level, customer density will not
be taken into consideration in the assessment of this criterion as proposed in the
Discussion Paper.

The distributor should, in its Distribution GEA Plan, estimate to what degree (i.e.,
share) the investment will be used by load customers (relative to qualifying
renewable generators). The distributor should also estimate the portion of the
investment that will be utilized by non-qualifying generators. This is not limited to
non-renewable distributed generation that may be connected. It also includes
renewable generation that has proceeded under a RESOP contract, as different
cost responsibility rules apply under which the majority of the costs remain the
responsibility of the connecting generator.

The Board acknowledges that the Discussion Paper did not specify a basis for
determining the relative use of the eligible investment and that a common
parameter should be used by all distributors. Various potential parameters were
identified in the comments such as peak kW of output vs. peak kW of load (i.e.,
capacity), kwh of output vs. kwWh of load (i.e., energy), etc. The Board also
acknowledges that either energy or capacity could be used. However, the Board
is of the view that capacity should be used by distributors. Investments are
typically made on the basis of capacity and the use of energy would appear to
entail greater complexity. The Board does not believe there would be
incremental benefits or advantages that would flow from an alternative
methodology that are sufficient to outweigh the added complexity.

There may be instances where the Board has determined an investment to be an
eligible investment but circumstances resulted in the distributor subsequently
utilizing the asset for other purposes (e.g., to connect load customers and/or non-
qgualifying generators). In such cases, the distributor should bring this to the
attention of the Board and any direct benefits, which were not previously taken
into account in an appropriate manner, should be applied by the distributor as a
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direct benefit to reduce future eligible investment costs of that distributor. The
amount of rate protection will accordingly be reduced by the Board going forward.
This may include the value of any rebates that are received by the distributor as
proposed in the Board’s March 11, 2010 Notice in relation to the EB-2009-0077
consultation process.' The Board notes, in cases where it is simply a matter
that planned renewable generation has not been connected and the distributor
has not used the asset for other purposes, there would be no direct benefits to
take into account (i.e., no adjustments to rate protection would be necessary).

2) Customer Load Growth

The distributor should also estimate the extent to which an eligible investment
might replace an investment that would otherwise be required to accommodate
load growth. For example, in relation to an Expansion-related eligible investment
involving new assets (e.g., a new distribution line), where load growth is relatively
high, an expansion would have been required in the future even if there was not
a new renewable generator to connect.

In applying this criterion, the load growth used should be as specific as the
distributor has available to the area/region where the qualifying renewable
generation will connect. This is most applicable to distributors with large service
territories or distributors that have two or more non-contiguous regions included
in its service area. The Board acknowledges that some distributors do not have
load growth information available on an area/regional basis. In such cases, the
distributor should use its system-wide load growth to estimate the direct benefits.

3) Asset Condition

Where an eligible investment is a replacement asset, the direct benefit to load
customers of the distributor will depend on the condition and remaining useful life
associated with the asset it replaces.

The Discussion Paper used the example of a 15 MVA transformer that may need
to be upgraded to a 25 MVA transformer to accommodate qualifying renewable
generation. The benefits to the customers of the distributor will depend, in part,
on the remaining useful life of the 15 MVA transformer that was replaced. The
Discussion Paper noted that, where the transformer would have required
replacement in the near future, the direct benefits to the distributor's customers
would be relatively significant. On the other hand, if the existing transformer was
in good operating condition and was expected to have many years of service

" The Board’s Notice (March 11, 2010) noted “Under the Proposed Rebate Amendments, there could
be cases where a distributor obtains a rebate from an unforecasted customer after having already
received compensation for the associated connection costs from consumers throughout the Province.
Where the unforecasted customer is a non-renewable generator, for example, there is potential for the
distributor to be compensated twice for the same cost. The Board expects to address this issue as part of
its consultation on Rate Protection and the Determination of Direct Benefits under Ontario Regulation
330/09 (EB-2009-0349).”
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remaining, the direct benefits would be expected to be relatively minor in most
cases. However, a stakeholder noted and the Board agrees that where such an
asset is in good operating condition, the distributor may be able to redeploy the
asset as a system spare or use it in another location in its distribution system and
therefore would avoid the cost of acquiring a new transformer in this example for
such purposes. In such cases, the direct benefits would not be expected to be
relatively minor.

The distributor should, in its Distribution GEA Plan, estimate the remaining useful
life of the asset being replaced and therefore the extent it has deferred the need
for future investment. The distributor should also estimate the avoided costs
where the replaced asset can be redeployed.

Unless it can be demonstrated otherwise, where an asset is replaced, the Board
expects that a certain portion of the costs would be allocated to the distributor’s
own customers, as a replacement asset will almost always extend the timeframe
over which the asset would have needed to be replaced anyway and therefore
represent a direct benefit.

4) Service Quality Improvements

Renewable Enabling Improvement investments can improve service quality to a
distributor’s load customers.

The Board notes that due to the fact that distributors do not have customer
density information available at the area/regional level, customer density will not
be taken into consideration in the assessment of this criterion as proposed in the
Discussion Paper.

The Board acknowledges the comment that, if an investment results in an
improvement in reliability or service quality, it should not be considered a direct
benefit unless it was already a planned investment of the distributor for its load
customers. However, the Board notes that O. Reg. 330/09 does not qualify the
term direct benefit in any way. The Board is also of the view that it would not be
appropriate to require provincial ratepayers to pay for any benefit that accrues to
only ratepayers of the distributor making the investment.

Some stakeholders also identified that it is either very difficult or not possible to
guantify the value associated with specific service quality improvements to load
customers. The Board agrees that this would be too complex and would require
a standard methodology that does not currently exist.

Until a more precise approach can be established, the Board believes that a
relatively straightforward approach based on an estimate of the extent that load
customers will use the investment relative to qualifying renewable generators
should provide a reasonable estimate. The Board notes that there appears to be
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general agreement that the applicable REI investments are relatively limited.
Two examples identified by stakeholders were SCADA for Distribution Station
automation and automated feeder reclosers. As an example, Hydro One took
such an approach in its application in relation to SCADA for Distribution Station
automation. Hydro One estimated the percentage of Distribution Stations to be
modified to accommodate renewable generation that should be monitored
regardless of the generation and then applied an equal sharing to that subset of
Distribution Stations between load customers and renewable generation to
estimate the direct benefit.

The Board notes that, in cases where an investment is needed to prevent
deterioration in reliability or service quality due to the connection of renewable
generation, it should not be considered a direct benefit.

5) Avoided Asset Upgrades

The Board notes that the Discussion Paper focused on transmission assets in
stating that upstream assets are not applicable to this policy. A stakeholder
pointed out and the Board agrees that the injection of generation within a
distributor’'s system can forestall the need to increase capacity at existing
distributor-owned transformation stations. As a result, the distributor may avoid
capital and OM&A costs associated with a larger transformation station and the
value of such avoided costs should be considered as a direct benefit.

The distributor should, in its Distribution GEA Plan, estimate the avoided capital
and OM&A costs in cases where such asset upgrades are avoided.

6) Alternative Criteria for Specific Investments

While the Board expects applying the applicable general criteria above in a
similar manner to all eligible investments to be the most practical approach for
distributors, certain selected asset investments may be more amenable to a
benefit evaluation based on an alternative criterion (i.e., may not take any of the
above criteria in account). If a distributor feels that another criterion would result
in a more accurate estimate of the benefits, the distributor may propose such a
criterion. The Board expects that this would be the exception rather than rule and
that the distributor would explain why the alternative criterion was more
appropriate in that particular instance.

Appendix 1: Consultation — List of Issues

Appendix 2: List of Stakeholders

Appendix 3: Section 79.1 - Ontario Energy Board Act, 1998
Appendix 4: Full Text of Ontario Regulation 330/09
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Appendix 1:

Consultation — List of Issues

Section Issues for Comment

3.2 | ldentifying 1) In addition to the two types of direct benefits identified above
the Direct (i.e., reduced transmission and WMSC charges, improved
Benefits capability of the distribution system), should the Board take into

account any other direct benefits that accrue to customers of the
distributor making the investment?

3.3 | Quantifying

the Direct Reduced Network Transmission and WMSC Charges

Benefits

2) Are there any circumstances under which a distributor should be
permitted to deviate from the proposed ex-post approach and
use an ex-ante (i.e., forwarding looking forecast) approach?

Improved Capability of the Distribution System for Load Customers
Proposed Guiding Principles

3) Are there any potential refinements to the proposed Guiding
Principles discussed above?

4) Should any additional Guiding Principles be considered by the
Board?

Proposed Criteria

5) Are there any potential refinements to the proposed criteria
discussed above for the purpose of estimating the direct
benefits?

6) Are there any other criteria that the Board should potentially take
into consideration or should certain criterion listed above not be
taken into account? In proposing the addition and/or elimination
of certain criteria, a solid business case should be made for the
Board to consider the merits.

7) Is a ranking or weighting of the criteria above necessary? If so,
please propose an appropriate ranking or weighting, from most to
least applicable, and provide a supporting justification.

8) Are there any information limitations that may prevent certain
distributors from providing an assessment of any criteria above?
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Section Issues for Comment

3.3 | Quantifying Proposed Criteria (cont’'d)
the Direct
Benefits 9) In the absence of having the best available information possible
(cont’'d) (e.g., recently completed study), are there any factors above for
which a distributor would not be able to provide a reasonable
estimate?

10) What information should all distributors already have on hand
(e.g., for distribution planning) that would allow for a reasonable
estimate that is specific to certain areas of a distributor’s territory
of: (1) load growth; and (2) customer density?

11) Where provincial ratepayers have provided rate protection and
the asset is not ultimately used by the distributor as an eligible
investment, Board staff proposed that the amount of rate
protection should be reduced accordingly going forward to reflect
the use of the investment for other purposes. In such cases, are
there any circumstances under which the amount of rate
protection provided by provincial ratepayers should not be
reduced? If so, please explain.

Potential Future Option

12) Should the Board consider a certain standardized approach? If
so, how should the approach be standardized?

13) Would a certain percentage of expansion investments and a
certain percentage of REI investments (using a historical
“baseline” specific to each distributor) provide a reasonable
estimate on a go forward basis?

14) If the Board decided a standardized approach would be
appropriate for certain distributors:

0] What timeframe would be suitable for implementation?

(ii) What would an appropriate threshold be to determine
which distributors could proceed under a standardized
approach and which distributors should be required to
continue under the more rigorous assessment
discussed in section 3.3.2.1?
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Appendix 2:
List of Stakeholders

The December 14, 2010 Staff Discussion Paper (“Discussion Paper”) on the Proposed Framework
for Determining the Direct Benefits Accruing to Customers of a Distributor under Ontario
Regulation 330/09 is available on the Board’s web site at:

http://www.oeb.gov.on.ca/OEB/Industry/Requlatory+Proceedings/Policy+Initiatives+and+Consultations/Rate+Protection+-
+Determination+of+Direct+Benefits

Below is the list of stakeholders that provided written comments on the Discussion Paper. Both
rounds of comments can be found on the same web page as the Discussion Paper.

e Association of Major Power Consumers in Ontario (AMPCO)
¢ Coalition of Large Distributors (CLD)

e Canadian Manufacturers & Exporters (CME)

e Consumers Council of Canada (CCC)

e Electricity Distributors Association (EDA)

e Energy Probe

e Enwin

e Federation of Ontario Cottagers’ Association (FOCA)
e Hydro One Networks

e London Property Management Association (LPMA)

e Power Workers Union (PWU)

e School Energy Coalition (SEC)

¢ Vulnerable Energy Consumers Coalition (VECC)


http://www.oeb.gov.on.ca/OEB/Industry/Regulatory+Proceedings/Policy+Initiatives+and+Consultations/Rate+Protection+-+Determination+of+Direct+Benefits
http://www.oeb.gov.on.ca/OEB/Industry/Regulatory+Proceedings/Policy+Initiatives+and+Consultations/Rate+Protection+-+Determination+of+Direct+Benefits
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Appendix 3:

Section 79.1: Ontario Energy Board Act, 1998

Cost recovery, connecting generation facilities

79.1 (1) The Board, in approving just and reasonable rates for a distributor that incurs costs to
make an eligible investment for the purpose of connecting or enabling the connection of a
qualifying generation facility to its distribution system, shall provide rate protection for prescribed
consumers or classes of consumers in the distributor’s service area by reducing the rates that
would otherwise apply in accordance with the prescribed rules.

Distributor entitled to compensation re lost revenue

(2) A distributor is entitled to be compensated for lost revenue resulting from the rate reduction
provided under subsection (1) that is associated with costs that have been approved by the Board
and incurred by the distributor to make an eligible investment referred to in subsection (1).

Consumers’ contributions
(3) All consumers are required to contribute towards the amount of any compensation required
under subsection (2) in accordance with the regulations.

Regulations
(4) The Lieutenant Governor in Council may make regulations,
(a) prescribing consumers or classes of consumers eligible for rate protection under this
section;
(b) prescribing criteria to be met by a qualifying generation facility;
(c) prescribing the criteria to be satisfied for an in-vestment to be an eligible investment;
(d) prescribing rules for the calculation of the amount of the rate reduction;
(e) prescribing maximum amounts of the total annual value of rate protection that may be
provided under this section;
(f) prescribing rules respecting the amounts that must be collected to compensate
distributors, including rules,
(i) respecting the calculation of those amounts,
(ii) establishing the time and manner of collection,
(iif) requiring the amounts to be paid in instalments and requiring the payment of
interest or penalties on late payments,
(iv) prescribing methods of ensuring that the amounts required cannot be
bypassed, and
(v) respecting the distribution of the amounts collected;
(9) prescribing the powers and duties of the Board in relation to the calculation of amounts
to be collected and the time and manner of collection and distribution;

Definitions

(5) In this section,
“eligible investment” means an investment in the construction, expansion or reinforcement
of a distribution line, transformer, plant or equipment used for conveying electricity at
voltages of 50 kilovolts or less that meets the criteria prescribed by regulation;
“qualifying generation facility” means a generation facility that meets the criteria prescribed
by regulation.
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Appendix 4.
Full Text of Ontario Regulation 330/09

Definitions and interpretation
1. (1) In this Regulation,
“consumer” has the same meaning as in the Electricity Act, 1998;

“embedded distributor’” means a licensed distributor who is not a market participant and to whom a
host distributor distributes electricity;

“embedded generator” means a generator who is not a market participant and whose generation
facility is connected to a distribution system of a licensed distributor, but does not include a
generator who consumes more electricity than it generates;

“host distributor” means a licensed distributor who is a market participant and who distributes
electricity to another licensed distributor who is not a market participant;

“licensed distributor” means a distributor who is licensed under Part V of the Act;

“qualified distributor” means a distributor serving consumers or classes of consumers that are
being provided rate protection pursuant to subsection 79.1 (1) of the Act in accordance with this
Regulation;

“rate protection” means rate protection under section 79.1 of the Act.

(2) The prescribed criterion for falling within the definition of an “eligible investment” under
subsection 79.1 (5) of the Act is that the costs associated with the investment are determined to
be the responsibility of the distributor in accordance with the Board’s Distribution System Code.

(3) The prescribed criterion for falling within the definition of a “qualifying generation facility”
under subsection 79.1 (5) of the Act is that the generation facility satisfies the criteria necessary to
be a renewable energy generation facility under the Electricity Act, 1998.

Consumers eligible for rate protection

2. Consumers or classes of consumers are prescribed consumers or classes of
consumers for the purposes of subsection 79.1 (4) of the Act if they are served by a licensed
distributor that has incurred costs to make an eligible investment that has been approved by an
order of the Board.

Calculation of rate protection

3. (1) The Board shall calculate the annual amount of rate protection to be provided to
prescribed consumers or classes of consumers using the following formula:

A=B-C
where,

A is the amount of rate protection to be provided to prescribed consumers or classes of
consumers in a distributor’s service area,

B is the costs associated with the eligible investment described in subsection 1 (2), and
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C is the amount that the Board determines to represent the direct benefits that accrue to
prescribed consumers or classes of consumers as a result of all or part of the eligible
investment made or planned to be made by the distributor.

(2) The Board shall calculate a monthly amount of compensation, referred to as the distributor’s
monthly compensation amount, to which each qualifying distributor is entitled, which amount shall
be based on the amount calculated under subsection (1).

(3) Where the Board provides rate protection for a qualified distributor’s prescribed consumers
or classes of consumers, the Board shall, as often as is necessary and no less frequently than
annually, calculate an aggregate monthly compensation amount by aggregating the amounts
calculated under subsection (2) for each qualified distributor for each month for which collection is
required.

(4) The Board shall, as often as is necessary and no less frequently than annually, calculate the
monthly amount to be collected by the IESO under subsection 4 (2), such that the total amount
that is to be collected is equal to the total amount of rate protection that is to be provided.

(5) The Board shall, as often as is necessary and no less frequently than annually, calculate the
amount of the charge to be collected by each distributor under subsection 4 (3) for each kilowatt
hour of electricity that is distributed to a consumer or embedded distributor, such that the total
forecasted amount that is to be collected is equal to the total amount of rate protection that is to be
provided.

(6) In any year, if the amounts collected by distributors in accordance with subsection (5) are
greater or less than the amounts calculated under subsection (3), the excess or shortfall shall be
considered by the Board in calculating the amount of the charge that is to be collected by
distributors under subsection (5) for the following year.

(7) Qualified distributors and persons to whom this Regulation applies shall provide the
information relating to this Regulation that the Board requires, in a form and within the time
specified by the Board.

IESO calculation of proportional share

4. (1) On a monthly basis, the IESO shall collect from market participants the amount
calculated by the Board under subsection 3 (4) based on each kilowatt-hour of electricity that is
withdrawn from the IESO-controlled grid, as determined in accordance with the Market Rules,
where the electricity is for the use of consumers within Ontario.

(2) For the purposes of subsection (1), the IESO shall proportionately charge market
participants based on the total of the net volume of electricity withdrawn by the market participants
from the IESO-controlled grid during the month and, if the market participant is a licensed
distributor, the sum of,

(a) the total volume of electricity supplied by embedded generators during the month to the
market participant, adjusted for losses as required by the Retail Settlement Code; and

(b) the total volume of electricity supplied by embedded generators during the month to all
embedded distributors for whom the market participant is the host distributor, adjusted for
losses as required by the Retail Settlement Code.

(3) On a monthly basis, each distributor shall collect from each consumer in its service area and
from each embedded distributor to which it distributes electricity an amount proportionate to the
volume of electricity distributed to the consumer or to the embedded distributor, including the total
volume of electricity supplied by embedded generators to embedded distributors in the host
distributor’s service areas in the manner described in clause (2) (b).
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(4) A distributor who bills a consumer from whom the distributor must collect an amount in
accordance with subsection (3) shall aggregate the amount that the consumer is required to
contribute to the compensation required under subsection 79.1 (2) of the Act and this Regulation
with the amount otherwise payable by the consumer in respect of the wholesale market service
rate described in the Electricity Distribution Rate Handbook issued by the Board, as it read on May
11, 2005.

IESO, monthly payments

5. (1) The IESO shall make a monthly payment to each qualified distributor that is equal
to the monthly compensation amount determined by the Board under subsection 3 (2), including
any payments for an embedded distributor to which the distributor delivers electricity.

(2) On a monthly basis, a host distributor shall, for each embedded distributor to which the host
distributor distributes electricity, adjust the accounts between the host distributor and the
embedded distributor by crediting the amount calculated by the Board under subsection 3 (2) to
the embedded distributor.

(3) Payments required by this Regulation between licensed distributors and the IESO may be
made, at the option of the IESO, by way of set off in the accounts maintained by the IESO.

(4) Payments required by this Regulation between an embedded distributor and its host
distributor may be made, at the option of the host distributor, by way of set off in the accounts
maintained by the host distributor.

IESO to provide certain information

6. (1) For the purpose of calculating the amounts referred to in subsection 3 (5), at least
60 days before the end of each calendar year the IESO shall submit to the Board,

(a) a forecast of the number of net kilowatt hours of electricity that are expected to be withdrawn
from the IESO-controlled grid, as determined in accordance with the market rules, for use by
consumers within Ontario during the IESO’s next fiscal year;

(b) a forecast of the total volume of electricity that is expected to be supplied to distributors and
embedded distributors by embedded generators;

(c) documentation supporting the forecasts referred to in clauses (a) and (b);

(d) a calculation of the total amount of excess or shortfall held in variance accounts maintained
by distributors resulting from the difference between the amounts charged to distributors by
the IESO and the amounts collected from consumers by distributors;

(e) documentation supporting the calculation referred to in clause (d); and

(f) such other information as the Board may require for the purposes of this Regulation, in the
form specified by the Board and before the expiry of the period specified by the Board.

(2) The forecast referred to in clause (1) (a) shall be derived from information submitted to the
Board by the IESO pursuant to section 19 of the Electricity Act, 1998 in respect of the IESO’s next
fiscal year.

(3) Atthe end of each calendar year, the IESO shall submit to the Board the figures for the total
amount of the monthly compensation that was paid out to each qualified distributor for each month
of the year.

(4) Each distributor who is a market participant shall give the IESO such information as the
IESO may require from the distributor for the purposes of this Regulation and shall do so in the
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form specified by the IESO before the expiry of the period specified by the IESO. O. Reg. 330/09,
S. 6 (4).

(5) Each embedded distributor shall give its host distributor such information as the IESO may
require from the host distributor for the purposes of this Regulation and shall do so in a form
specified by the host distributor before the expiry of the period specified by the host distributor.

Reliance on information

7. (1) For the purposes of this Regulation, the IESO shall rely on the information provided
to it by each distributor who is a market participant.

(2) For the purposes of this Regulation, host distributors shall rely on the information provided
to them by their embedded distributors.
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Introduction ‘

» Chapter 5 describes the planning and
documentation for distribution system plans.

» Chapter 2 Exhibit 2 describes the rate-making
requirements for including distribution system plans
In a cost of service application.

« The capital costs in the documentation filed per
Chapter 5 must be consistent with those included In
Exhibit 2.
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» Appendix 2-AB (Capital Expenditure Summary)
- Table 2 from Chapter 5

* Appendix 2-BB (Service Life Comparison)
« Kinectrics Report

* Appendix 2-G (Service Reliability Indicators)

« Not a new requirement
List excludes new appendices discussed in other presentations

;»%;i Ontario Energy Board 3
=== Commission de I’énergie de I’Ontario



Overview ‘

« Definitions

« Assets and Book Values

» Depreciation

« Working Capital Allowance

« Capital Expenditures (“CAPEX") Program
* Incremental Capital Module (“ICM”)

« Stranded Assets

» Quality & Reliability Reporting
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TITTRRSS——

- Half Year Rule: Recognizes that assets are added
throughout the year and assumes that all are added
at mid year. Is the average of the opening and
closing balances for the fiscal year. Applies to NBV
and depreciation expense.

« Average of Averages: For the purposes of rate
base, It Is the average of the monthly averages for a
fiscal year ((1/2 the opening balance of the 1%t
month, the total of the remaining 11 months’ opening
balances + %2 the 12" month’s closing balance) +
13)



Assets and Book Values ‘

* Appendices 2-A & 2-B series help in providing the
asset related rate base evidence.

» Applicant must calculate and submit the rate base
underpinned by the Appendices. (they must be
reconciled if there are differences)

* The Appendices and rate base exhibits must include:

 Historical Board-approved vs. Historical Actual (for
most recent historic Board-approved year),

 Historical Actual vs. preceding Historical Actual (for the
relevant number of years);

 Historical Actual vs. Bridge; and
* Bridge vs. Test Year.

F%;i Ontario Energy Board
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Assets and Book Values

Land and Structures

@ Ontario Energy Board 7
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Assets and Book Values

Vehicles

=N
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Assets and Book Values
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Assets and Book Values ‘

Sec. 2.5.1.1 states that the opening and closing balances
must be provided.

For the “Bridge Year”, the actuals to date and the “estimate”
for year-end Is required.

* Be prepared to update the Bridge Year and how it flows into the
test year through IRs.

Include interest during construction and all overheads.

Provide variance analysis and explanations for variances that
are greater than the materiality threshold.

Any restatements of balances must be reconciled to the
previous balances and explanations provided.

Ontario Energy Board 10
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Assets and Book Values ‘

* Gross Assets — PP&E

¢ Summarize by function (distribution, general, other)

« Detalled breakdown by major plant account for each function
* Written description for each test year major plant account

« Detailed summary of any approved Incremental Capital
Module from a previous 3rd generation IRM

* Include smart meters in opening 2014 account balances and
provide a reconciliation to the 1555 DVA.

;»%;i Ontario Energy Board 11
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Assets and Book Values ‘

« Appendix 2—-B - Big Picture Overview:

« There are two types of 2-B appendices;
« CGAAP/ASPE/USGAAP, or

 MIFRS Transition year.

« For CGAAP, Appendix 2-BA should reconcile with Appendix
2-YB for 2013 and 2014.

« For MIFRS, Appendix 2-BB should reconcile to 2-YA

K»%)i Ontario Energy Board 12
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TUR——

Depreciation rates now must reflect the condition of the
asset group and set to recover NBV over the estimated
remaining life of the asset group.

— Perform your own asset condition study, or

— Use KINECTRICS Study as a starting point.
http://www.ontarioenergyboard.ca/OEB/ Documents/EB-2010-
0178/Kinetrics-418033-OEB%20Asset%20Amortization-
%20Final%20Rep.pdf

Straight Line Remaining Life Depreciation Rates
— Constant rate applied to gross assets.

Test year depreciation expense as a cost of operations
calculated in Appendix 2-C__ should be the depreciation in
the continuity schedule Appendix 2-B__

Ontario Energy Board 13
Commission de I’énergie de I'Ontario
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http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2010-0178/Kinetrics-418033-OEB Asset Amortization- Final Rep.pdf
http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2010-0178/Kinetrics-418033-OEB Asset Amortization- Final Rep.pdf
http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2010-0178/Kinetrics-418033-OEB Asset Amortization- Final Rep.pdf
http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2010-0178/Kinetrics-418033-OEB Asset Amortization- Final Rep.pdf
http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2010-0178/Kinetrics-418033-OEB Asset Amortization- Final Rep.pdf
http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2010-0178/Kinetrics-418033-OEB Asset Amortization- Final Rep.pdf
http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2010-0178/Kinetrics-418033-OEB Asset Amortization- Final Rep.pdf
http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2010-0178/Kinetrics-418033-OEB Asset Amortization- Final Rep.pdf

Depreciation (as an aside)

» This approach increases the details required going forward to
calculate reasonably appropriate rates from what has been
kept in the past.

« Should be grouped into “symbiotic” asset types (i.e. when a
pole line is retired, so are the attachments and the power
cable.)

« Should be grouped by vintage — provides a $ weighted
average.

* |nclude contributions.

« Perhaps it could be linked to the asset management
system/GPS system.

f&4 Ontario Energy Board
*@ Commission de I’énergie de I'Ontario 14



Working Capital Allowance ‘

« Applicant may choose one of two means mentioned
In Chapter 2 for estimating an allowance to be
Included in rate base for working capital:

— Formulaic 13%; and
— Lead-Lag Study.

« Formulaic approach applies 13% to:
— Controllable OM&A expenses; and
— Estimated Cost of Power in the Test Year.

;»%;i Ontario Energy Board 15
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Working Capital Allowance; Lead-Lag Study

« Alead-lag study is premised on the fact that, at start-
up, a business has no revenues to meet its cash

needs.

 Therefore a reserve of cash must be financed.

« The study analyses outflows on a dollar weighted
basis.

» The study also analyses cash inflows on a dollar
weighted basis.

;»%;i Ontario Energy Board 16
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Working Capital Allowance; Lead-Lag Study

Expense Lag

Service delivered

Net Lag
Service delivered

Payment Clears Bank

Revenue Lag

@ Ontario Energy Board 17
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CAPEX Program ‘

Subject to Chapter 5 requirements.

The consolidated distribution system plan should be
a stand alone document.

Appendix 2-AA must be completed for the past 5
historical years, the bridge year and the test year.

Treatment of contributions must be shown.

Avoid classifying significant additions as
miscellaneous.

Ontario Energy Board 18
Commission de I’énergie de I'Ontario



CAPEX Program

2012 Bridge | 2013 Test

Projects 2007 2008 2009 2010 2011 Year Year

Reporting Basis

Project Name #1

Sub-Total 0 0 0 0 0 0 0

Project Name #2

Sub-Total 0 0 0 0 0 0 0

Project Name #3

Sub-Total 0 0 0 0 0 0 0

Project Name #4

Sub-Total 0 0 0 0 0 0 0

Miscellaneous

Total 0 0 0 0 0 0 0
F%;i Ontario Energy Board 19
ik
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CAPEX Program ‘

Explanations of variances from project budgets including
variance from Board approved CAPEX.

Explain the proposed accounting treatment including the any
Interest or other costs for the funds for projects with a life
cycle greater than a year.

Provide detalls for all other expenditures (non-distribution).
Reconcile to total capital budget.

Provide detalls of the capitalization policy and details of any
changes to the policy, with specific references to depreciation
and capitalization of overheads.

Provide the overhead burden rates and explain any changes
to them.

Ontario Energy Board 20
Commission de I’énergie de I'Ontario



ICM

Addition of Assets in an ICM.

* Provide actual to Board approved variance analysis with
detailed explanation.

« May want to propose whether a true-up is appropriate
* File related account balances and reconciliations for:

Account 1508 Other Regulatory Asset, Sub-account, Incremental
Capital Expenditures

Account 1508 Other Regulatory Asset, Sub-account, Depreciation
Expense

Account 1508 Other Regulatory Asset, Sub-account, accumulated
Depreciation; and

Account 1508, Other Regulatory Asset, Sub-account, Incremental
Capital Expenditures Rate Rider.

f&4 Ontario Energy Board
*@ Commission de I’énergie de I'Ontario 21



Stranded Assets ‘

* Arise from smart meters, but could also be
extenuating situations.

« Must file a proposal that conforms with the Board’s
approach:

» Remove the estimated NBV of the stranded meters from
rate base as of December 31, 2013 (Appendix 2-S).

 The total estimated NBV of the stranded meters must be
recovered through separate rate riders for the applicable
customer classes.

* The total estimated stranded meter costs must be tracked
INn “Sub-account Stranded Meter Costs” of Account 1555

* The associated recoveries from the separate rate riders
must also be recorded in this sub-account to reduce the
balance In the sub-account.

f&4 Ontario Energy Board
@ Commission de I’énergie de I'Ontario 22



Stranded Assets

 If smart meter deployment is not completed or not expected
to be completed as of December 31, 2013:
— Provide a stranded meter estimated cost.
— Residual balance to be reviewed in next CoS application.

* Any proposed alternative to the above requires a complete
explanation justifying the approach.

K»%)i Ontario Energy Board 23
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Quality & Reliability Reporting ‘

* New Service Quality Requirements based on Chapter 7 of
the DSC.:
— Connections/Reconnect;
— Appointments;
— Telephone;
— Emergency Response

* Report for the last 5 years;

* Provide an explanation and actions to be taken, or taken for
under-performance,

* Report outcomes.

K»%)i Ontario Energy Board 24
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Quality & Reliability Reporting

« Change in SRI Requirements:
* No longer required to report CADI;
* New Appendix 2-G;

* Provide an explanation and actions to be taken, or to be
taken for performance outside the established range.

* Report outcomes.

Appendix 2-G
Service Reliability Indicators
2008 - 2012
Index Includes outages caused by loss of supply Excludes outages caused by loss of supply
2008 2009 2010 2011 2012 2008 2009 2010 2011 2012
SAIDI
SAIFI
5 Year Historical Average
SAIDI
SAIFI

SAIDI = System Average Interruption Duration Index
SAIFI = System Average Interruption Frequency Index

f&4 Ontario Energy Board
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1. Moadified IFRS (“MIFRS”)

2. 2014 Filing Requirements — MIFRS
— MIFRS Appendices

3. Common Pitfalls from Prior Years’ MIFRS
Applications

4. Questions

;»%;i Ontario Energy Board 2
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2.3.2 Accounting Standards ‘

* The applicant should specify the accounting standard
that is used In preparation of its application filed for the
test year, e.g., 2014 or 2015.

— e.g., if MIFRS has been used as the accounting basis of the
application, the applicant must clearly state this in its
application.

* For those applicants that have already adopted IFRS for
financial reporting purposes or will adopt IFRS for
financial reporting purposes effective January 1, 2014 (if
test year is 2014 or 2015) or January 1, 2015 (if test year
IS 2015), cost of service applications must be filed on the
basis of MIFRS.

F%;i Ontario Energy Board 3
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What is MIFRS? ‘

* What is MIFRS?

— IFRS accounting as modified for regulatory purposes

 Greater consistency IN measurement of rate
Impacts
— Capitalization practice
— Calculation of depreciation expenses

K»%)i Ontario Energy Board 4
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Key References for Interpreting Filing

Reqguirements
. Re(g)ort of the Board: Transition to IFRS, July
2009

3

— policy

— Key areas impacted
— Electricity and gas distributors, implications for

others

— Regulatory accounting policies, application filing

requirements, Reporting & Record-keeping
Requirements

Asset Depreciation Study for the Ontario Energy
Board — Kinectrics July 8, 2010

AC

dendum to Report of the Board: Implementing

IFRS in an IRM Environment June 13, 2011

Ju

y 17, 2012 Board Letter

June 25, 2013 Board Letter

Ontario Energy Board

Commission

de I’énergie de I'Ontario



MIFRS Application Filing for the

2014 or 2015 Rate Year

2014
Test

Date of Adoption of IFRS
for Financial Reporting Purposes:

January 1, 2012

January 1, 2013

January 1, 2014

Information
Required to be
Filed in 2014
CoS Application:

2010 H & Prior
2011 H
2012 H
2013 B
2014 T

CGAAP CGAAP CGAAP
MIFRS & CGAAP CGAAP CGAAP
MIFRS MIFRS & CGAAP CGAAP
MIFRS MIFRS MIFRS & CGAAP
MIFRS MIFRS MIFRS

I January 1, 2011 I January 1, 2012 I January 1, 2013 I

i |

H - historic year regulatory financial information

|Date of Transition to IFRS

Year

B - bridge year regulatory financial informaiton
T - test year regulatory financial information
Year in which both CGAAP and MIFRS information required

Date of Adoption of IFRS
for Financial Reporting Purposes:
January 1, 2012 | January 1, 2013 | January 1, 2014 | January 1, 2015
Information 2010 H & Prior CGAAP CGAAP CGAAP CGAAP
2015 Required to be 2011 H MIFRS & CGAAP CGAAP CGAAP CGAAP
Filed in 2015 2012 H MIFRS MIFRS & CGAAP CGAAP CGAAP
TeSt CoS Application: 2013 H MIFRS MIFRS MIFRS & CGAAP CGAAP
Y 2014 B MIFRS MIFRS MIFRS MIFRS & CGAAP
ear 2015 T MIFRS MIFRS MIFRS MIFRS
|Date of Transition to IFRS | | January 1, 2011 | sanuary 1, 2012 | January 1, 2013 | January 1, 2014 |
H - historic year regulatory financial information
B - bridge year regulatory financial informaiton
T - test year regulatory financial information
Year in which both CGAAP and MIFRS information required
;}%;i Ontarit? Epergy Bgard ) ; 6
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MIFRS Application Filing for the

Rate Year

« Summary of Impacts to Revenue Requirement
from Transition to MIFRS - Appendix 2-Y

— For modified IFRS applications, the applicants must
provide a summary of the dollar impacts of modified
IFRS to each component of the revenue requirement
(e.g. rate base, operating costs, etc.), including the
overall impact on the proposed revenue requirement.

— Accordingly, the applicants must identify financial
differences and resulting revenue requirement impacts
arising from the adoption of modified IFRS
accounting.

F%;i Ontario Energy Board
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Summary of Impacts to Revenue Reguirement
from Transition to MIFRS: Appendix 2-Y

@ Ontario Energy Board 8
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MIFRS Application Filing for the 2014

Rate Year

« 2.3.2 Accounting Standards

— Provide a summary of changes to its accounting policies
made since the applicant’s last cost of service filing (e.g.
capitalization of overhead, capitalization of interest,
depreciation, etc.).

— Revenue requirement impacts of any changes in
accounting policies must be separately quantified.

;»%;i Ontario Energy Board
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Rate Base: Gross Assets — Property, Plant, and

Equipment (PP&E) and Accumulated Depreciation

The Applicant Adopts IFRS in 2012 for Financial Reporting
Appendix 2-B
Property, Plant | - Establish the continuity of historic cost by using the December

and Equipment | 31, 2010 regulatory gross assets of property, plant and equipment
as the opening January 1, 2011 regulatory gross assets.

— December 31, 2010 regulatory gross PPE by asset class.
— January 1, 2011 regulatory gross PPE by asset class.

Accumulated | - Establish the continuity of historic cost by using the December
Depreciation | 31, 2010 regulatory accumulated depreciation as the opening
January 1, 2011 accumulated depreciation.

— December 31, 2010 regulatory accumulated depreciation
by asset class.

— January 1, 2011 regulatory accumulated depreciation by
asset class.

f&4 Ontario Energy Board
*@ Commission de I’énergie de I'Ontario 10



Rate Base: Gross Assets — Property, Plant, and

Equipment (PP&E) and Accumulated Depreciation

The Applicant Adopts IFRS in 2013 for Financial Reporting
Appendix 2-B

Property, Plant |- Establish the continuity of historic cost by using the December
and Equipment | 31, 2011 regulatory gross assets of property, plant and equipment
as the opening January 1, 2012 regulatory gross assets.

—~  December 31, 2011 regulatory gross PPE by asset class.
— January 1, 2012 regulatory gross PPE by asset class.

Accumulated | < Establish the continuity of historic cost by using the December
Depreciation | 31, 2011 regulatory accumulated depreciation as the opening
January 1, 2012 accumulated depreciation.

— December 31, 2011 regulatory accumulated depreciation by asset

class.
— January 1, 2012 regulatory accumulated depreciation by asset
class.
21 Ontario Energy Board
@ Commission de I’énergie de I'Ontario 11



Rate Base: Gross Assets — Property, Plant, and

Equipment (PP&E) and Accumulated Depreciation

The Applicant Adopts IFRS in 2014 for Financial Reporting
Appendix 2-B

Property, Plant | - Establish the continuity of historic cost by using the December
and Equipment | 31, 2012 regulatory gross assets of property, plant and equipment
as the opening January 1, 2013 regulatory gross assets.

—  December 31, 2012 regulatory gross PPE by asset class.
— January 1, 2013 regulatory gross PPE by asset class.

Accumulated | ¢ Establish the continuity of historic cost by using the December
Depreciation | 31, 2012 regulatory accumulated depreciation as the opening
January 1, 2013 accumulated depreciation.

— December 31, 2012 regulatory accumulated depreciation by asset

class.
— January 1, 2013 regulatory accumulated depreciation by asset
class.
21 Ontario Energy Board
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Rate Base: Gross Assets — Property, Plant, and

Equipment (PP&E) and Accumulated Depreciation

The Applicant Adopts IFRS in 2015 for Financial Reporting
Appendix 2-B
Property, Plant | - Establish the continuity of historic cost by using the December

and Equipment | 31, 2013 regulatory gross assets of property, plant and equipment
as the opening January 1, 2014 regulatory gross assets.

— December 31, 2013 regulatory gross PPE by asset class.
— January 1, 2014 regulatory gross PPE by asset class.

Accumulated | - Establish the continuity of historic cost by using the December
Depreciation | 31, 2013 regulatory accumulated depreciation as the opening
January 1, 2014 accumulated depreciation.

— December 31, 2013 regulatory accumulated depreciation
by asset class.

— January 1, 2014 regulatory accumulated depreciation by
asset class.

f&4 Ontario Energy Board
*@ Commission de I’énergie de I'Ontario 13



Rate Base Gross Assets — Property, Plant,

Key Note:

- Continuity statements should be reconcilable to the
calculated depreciation expenses (Appendix 2-C) and
presented by asset account.

@ Ontario Energy Board 14
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Capital Expenditures — Capitalization Policy

2.5.2.3 Capitalization Policy

* File capitalization policy, including changes to that policy
since the last rebasing application

* Must explain the reason for capitalization policy changes and
whether they are as a result of adhering to an accounting
requirement. The changes must be identified, (e.g.
capitalization of indirect costs, etc.) and the causes of the
changes must also be identified.

;»%;i Ontario Energy Board 15
=== Commission de I’énergie de I’Ontario



Capital Expenditures — Capitalization Policy

2.5.2.3 Capitalization Policy

gt

Per the Board’s letter of July 17, 2012, must implement
regulatory accounting changes for depreciation expense and
capitalization policies by January 1, 2013. These changes are
mandatory in 2013 for all distributors that have not yet made
these changes and therefore all applications for 2014 rates
should reflect that these changes were made in 2013 (the
bridge year).

These accounting changes must be implemented consistent
with the Board’s regulatory accounting policies as set out for
MIFRS as contained in the Report of the Board, Transition to
International Financial Reporting Standards, EB-2008-0408,
the Kinectrics Report, and the Revised 2012 APH.

Ontario Energy Board 16
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Capital Expenditures —

Capitalization of Overhead

2.5.2.4 Capitalization of Overhead

* Must complete Appendix 2-D regarding overhead costs on
self-constructed assets.

* Must identify the burden rates related to the capitalization of
costs of self-constructed assets.

* Must identify the burden rates prior to and after the change, if
the burden rates were changed since the last rebasing
application.

;»%;i Ontario Energy Board 17
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Operating Costs — Summary and
Cost Driver Tables

@ Ontario Energy Board 18
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Depreciation/Amortization/Depletion

2.7.4 Depreciation, Amortization and Depletion

gt

Use the Board sponsored Kinectrics study or
yrovide your own study to justify changes in useful
Ives.

Must provide a list detailing all asset service lives
and tie this list to the Uniform System of Accounts

as appropriate.

— Must detall differences of its asset service lives from
the Typical Useful Lives (“TUL”) from the Kinectrics
Report and ﬁroylde_a detailed explanation for using a
service life that is different from the TUL in the
Kinectrics Report.

— Must perform a recalculation to determine the average
remaining life of the opening balance of assets on the
date of making depreciation changes.

Ontario Energy Board 19
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Depreciation/Amortization/Depletion

@ Ontario Energy Board 20
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Depreciation/Amortization/Depletion

@ Ontario Energy Board 21
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Depreciation/Amortization/Depletion

@ Ontario Energy Board 22
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Common Pitfalls from Prior Years’ MIFRS

Applications

« Some CGAAP or MIFRS schedules for
depreciation and PP&E were either missing or
Incomplete.

|t was not clear whether the schedules were
MIFRS schedules or CGAAP schedules.

« Some applicants provided schedules for
depreciation and PP&E that were not labelled
properly.

« The closing of one year in the PP&E schedule was
not equal to the opening balance in the next year.

f&4 Ontario Energy Board
-‘Sj Commission de I’énergie de I'Ontario 23



Common Pitfalls from Prior Years’ MIFRS

Applications

« The fixed asset balances used in the rate base
calculation did not agree to the figures shown on
the fixed asset continuity schedule and no
explanation or reconciliation was provided.

 Some applicants did not provide the transition year
In both CGAAP and MIFRS, but rather went
straight from CGAAP In bridge year to MIFRS In
test year In the continuity schedules.

— The rate base and the revenue requirement were
adversely impacted.

f&4 Ontario Energy Board
Q Commission de I’énergie de I'Ontario 24



Common Pitfalls from Prior Years’

MIFRS Applications

« Some applicants did not file a copy of their
capitalization policies in the pre-filed evidence.

* In the response to an interrogatory, some
applicants stated that they did not have a
capitalization policy — this is a contradiction of
Section 2.5.2.3 of the Filing Requirements.

;»%;i Ontario Energy Board
—
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Common Pitfalls from Prior Years’ MIFRS

Applications
- Multiple updates of MIFRS evidence occurrec

without an explanation by some applicants during

the course of rate proceeding. If possible, mu
updates should be avoided.

« The MIFRS evidence also changed from one
to another without an explanation by some
applicants.

tiple

filing

* |In some cases, there was insufficient or incomplete

iInformation filed to describe the net impact on
revenue requirement under MIFRS.

F%;i Ontario Energy Board
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1. Accounting Standards
2. CGAAP Application

3. 2014 Filing Requirements — CGAAP
— CGAAP Appendices

4. Common Pitfalls from Prior Years’ CGAAP
Applications

5. Questions
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2.3.2 Accounting Standards

* The applicant should specify the accounting
standard that is used in preparation of its application
filed for the 2014 rate year.

» If CGAAP has been used as the basis of the
application, the applicant must clearly state this in its
application.

Ontari E ergy Board
K’@’i ommission de I’énergie de I'Ontario 3



2.3.2 Accounting Standards ‘

Regardless of the accounting standard used Iin the
application, the applicant must:

* Provide a summary of changes to its accounting
policies made since the applicant’s last cost of
service filing.

— e.g. capitalization of overhead, capitalization of interest,
depreciation, etc.

« Revenue requirement impacts of any changes in
accounting policies must be separately guantified.

F%* Ontario Energy Board 4
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2.3.2.2 CGAAP Application ‘

« The option of fiing a CGAAP application is available
If the applicant chooses not to adopt IFRS for
financial reporting purposes until January 1, 2015.

« Per the Board'’s letter of July 17, 2012, electricity
distributors electing to remain on CGAAP must
Implement regulatory accounting changes for
depreciation expense and capitalization policies as
at January 1, 2013.

— These changes are mandatory in 2013 for all distributors
that have not yet made these changes in 2012, and
therefore all applications for 2014 rates should reflect that
these changes were made in 2012 or 2013.

Ontari E ergy Boa d
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Appendix 2-YB CGAAP Summary Impacts
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Appendix 2-YB

Closing NBV for 2013 and 2014
must agree to Appendix 2-BA Fixed
Assets Continuity Schedule

Summary of Impacts to Revenue Requirement
from Accounting Changes under CGAAP or ASPE

Appendix 2-YB

Ensure that impacts to each
component of revenue

are provided for the differences.

\ 2014 2014 Difference Reasons why the revenue requirement
|\ CGAAP or ASPE CGAAP component is different under
Revenue Requirement Component Y with the without the CGAAP or ASPE with the changes to the policies
‘changes to changes to versus CGAAP without the changes to the policies
| the policies the policies
Closing MBY 2013 EAl 65,000,000 | 5 66,000,000 |-5 1,000,000
Closing MBY 2014 $W 68,000,000 | % 70,500,000 |-5 2,500,000
Average NBV Differelnce is due to the change of the capitalization policy and depreciation
5 66,500,000 | 5 658,250,000 |-5 1,750,000 |policy in 2012,
Waorking Capital 5 1,300,000 | % 1,250,000 | 5 50,000 | Difference is due to the difference in OM&A expense as outlined below
Rate Base B 67,800,000 ) 5 59,500,000 |-5 1,700,000
Return on Rate Base is calculated as Rate Base X 6.5% [WACC). The
difference in return on rate base is due to the differnce of rate base as noted
Return on Rate Base $ 4407000 5 4,517,500 |-5 110,500 |above.
3 -
OMEA B 13.500.000 | &5 12,800,000 | 5 700,000 ) Difference is due to the change of the capitalization policy in 2012.
Depreciation 5 5,011,000 ] 5 5,605,000 |-5 494,000 | Difference is due to the change of the depreciation policy in 2012
PlLs or Income Taxes 5 500,000 ) % 635,000 )-5% 185,000 | Difference is due to the differences caused by accounting changes
3 -
Less: Revenue Offsets -5 1,080,000 |-5 1,080,000 | 5 -
5 -
3 -
3 -
Insert description of additional item(s) B -
Total Base Revenue Reguirement i 22.338.000 | % 22,427,600 |-5 89,500

T

For CGAAR or ASPE applications, the applicants must provide a summary of the dollar impacts of CGAAR or ASPE to each component of the revenue requirement (e.g. rate
base, operating costs, etc. ), including the overall impact on the proposed revenue requirement. Accordingly, the applicants must identify financial differences and resulting
revenue requirement impacts arising from making capitalization and depreciation expense policy changes under CGAAP or ASPE.

Ontario Energy Board

3

Commission de I’énergie de I'Ontario

requirement are filled and reasons




2.5.1 Rate Base

Must provide a complete Appendix 2-BA1 for Fixed
Assets Continuity Schedule for a
CGAAP/USGAAP/ASPE Application.

@ Ontario Energy Board 8
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2.5.2.3 Capitalization Policy

Must provide its capitalization policy, including changes to that
policy since the last rebasing application filed with the Board.

g

Per the Board'’s letter of July 17, 2012, electricity distributors
electing to remain on CGAAP or choosing to adopt ASPE
must implement regulatory accounting changes for
capitalization policies by January 1, 2013.

— These changes are mandatory in 2013 for all distributors that have not yet
made these changes and therefore all applications for 2014 rates should
reflect that these changes were made in 2013 (the bridge year).

— These accounting changes under CGAAP and ASPE must be implemented
consistent with the Board’s regulatory accounting policies as set out for
modified IFRS (MIFRS) as contained in the Report of the Board, Transition to
International Financial Reporting Standards, EB-2008-0408, and the Revised
2012 APH.

Ontario Energy Board
Commission de I’énergie de I'Ontario



2.5.2.3 Capitalization Policy ‘

« Must explain the reason for these changes and
whether they are a result of adhering to an
accounting requirement.

« The changes must be identified, (e.g. capitalization
of indirect costs, etc.) and the causes of the changes
must also be identified.

;»%;i Ontario Energy Board 10
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2.5.2.4 Capitalization of Overhead

« Must complete Appendix 2-DB regarding overhead
costs on self-constructed assets.

« Must identify the burden rates related to the
capitalization of costs of self-constructed assets.

» Must identify the burden rates prior to and after the
change, if the burden rates were changed since the

last rebasing application.

f&4 Ontario Energy Board
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2.5.2.4 Capitalization of Overhead
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Appendix 2-DB: Overhead Expense

Note: The figures presented in this worksheet are fictitious and are intended for presentation purposes only.

Appendix 2-DB

Overhead Expense

SO CT
Exhibit:
Tab:
Schedule:
Page:

Date:

The following table should be completed based on the information requested below. An explanation should be provided for any blank entries. The entries should include overhead costs that are currently capitalized on self-constructed assets under revised CGAAP or ASPE (with the

changes in capitalization and depreciation expense policies).

®»? ®) © ©) ®* ®) ©)
Dollar Dollar Dollar Dollar Impact - Dollar Impact - Directly Reasons why the overhead costs are allowed to be
Nature of the Overhead Costs Impact on PP&E| Impact on PP&E| Impact on PP&E| PP&E Variance PP&E Variance Attributable? capitalized under MIFRS or an alternate accounting
Historic Year Bridge Year Test Year Test versus Bridge | Test versus Historic (Y/N) standard given limitations on capitalized overhead
Employee benefits incurred on direct labour used to
employee benefits $ 20,000 | $ 22,000 | $ 18,000 |-$ 4,000 |-$ 2,000 | Y construct plant
costs of site preparation $ 50,000 | $ 40,000 | $ 70,000 | $ 30,000 | $ 20,000 | Y Costs incurred to get site prepared to construct plant
initial delivery and handling costs $ - $ -
costs of testing whether the asset is functioning properl $ - $ N
professional fees $ - $ -
$ - $ -
costs of opening a new facility $ - $ -
costs of introducing a new product or senice (including costs of advertising and promotional
activities) $ - $ -
costs of conducting business in a new location or with a new class of customer (including costs
of staff training) $ - $ -
administration and other general overhead costs $ - $ N
$ - $ -
$ - $ -
$ - $ -
Insert description of additional item(s) and new rows if needed. $ - $ -
Total $ 70,000 | $ 62,000 | $ 88,000 | $ 26,000 | $ 18,000

The following table should be completed based on the information requested below. An explanati

under revised CGAAP or ASPE (with the changes in capitalization and depreciation expense poli

on should be provided for any blank entri
ies) and are included in OM&A.

es. The entries should include overhead

costs that were capitalized on self-constructed assets under CGAAP but are no longer capitalized

»? ®) © (2)] ©®* () ©)
Dollar Dollar Dollar Dollar Impact - Dollar Impact - Directly Reasons why the overhead costs are not allowed to be
Nature of the Overhead Costs Impact on OM&A|Impact on OM&A|Impact on OM&A| OM&A Variance OM&A Variance Attributable? capitalized under MIFRS or an alternate accounting
Historic Year Bridge Year Test Year Test versus Bridge | Test versus Historic (Y/N) standard given limitations on capitalized overhead
employee benefits $ - $ -
costs of site preparation $ - $ -
initial delivery and handling costs $ - $ -
costs of testing whether the asset is functioning properly $ - $ -
professional fees $ - $ -
costs of opening a new facility $ - $ -
costs of introducing a new product or senice (including costs of advertising and promotional
activities) $ - $ -
costs of conducting business in a new location or with a new class of customer (including costs Staff training costs associated with expanding utility plant to
of staff training) $ 5000 $ 2,000 |-$ 3,000 %$ 2,000 | N a new location
General overhead costs (e.g. executive management salary
allocation not directly attributable to construction of new

administration and other general overhead costs $ 50,000 | $ 30,000 | $ 45,000 | $ 15,000 |-$ 5,000 | N plant)

$ - $ -

$ - $ -

$ - $ -
Insert description of additional item(s) and new rows if needed. $ - $ -
Total $ 50,000 | $ 35,000 | $ 47,000 | $ 12,000 [-$ 3,000

Ontario Energy Board
Commission de I’énergie de I'Ontario
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2.7.4 Depreciation, Amortization and Depletion

« Per the Board’s letter of July 17, 2012, electricity distributors
electing to remain on CGAAP or choosing to adopt ASPE
must implement regulatory accounting changes for
depreciation expense policy by January 1, 2013.

— These changes are mandatory in 2013 for all distributors that have
not yet made these changes and therefore all applications for 2014
rates) should reflect that these changes were made in 2013 (the bridge
year).

— These accounting changes under CGAAP and ASPE must be
Implemented consistent with the Board’s regulatory accounting
policies as set out for modified IFRS (MIFRS) as contained in the
Report of the Board, Transition to International Financial Reporting
%arédards, EB-2008-0408, the Kinectrics Report and the Revised

12 APH.

f&4 Ontario Energy Board
Q Commission de I’énergie de I'Ontario 14



2.7.4 Depreciation, Amortization and Depletion

« Use the Board sponsored Kinectrics study or
provide own study to justify changes in useful lives.

e  Must

provide a list detalling all asset service lives

and tie this list to the Uniform System of Accounts

as ap
— Must

oropriate.
detall differences of its asset service lives from the

Typical Useful Lives (“TUL”) from the Kinectrics Report

and

provide a detailed explanation for using a service life

that Is different from the TUL in the Kinectrics Report.

— Must

perform a recalculation to determine the average

remaining life of the opening balance of assets on the
date of making depreciation changes.

f&4 Ontario Energy Board
@ Commission de I’énergie de I'Ontario 15



2.7.4 Depreciation, Amortization and Depletion

«  Must specify the detalls if it adopted, in part or In
full, TUL estimates that were used in the Board-
sponsored Kinectrics study or its own asset service
life studies, and determine the impacts.

« Must provide a detalled justification for any
changes in service lives.

;»%;i Ontario Energy Board 16
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2.7.4 Depreciation, Amortization and Depletion
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2.7.4 Depreciation, Amortization and Depletion
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Common Pitfalls from Prior Years’

CGAAP Applications

- There was confusion among some applicants regarding
accounting standard used for the rate setting purposes vs.
accounting standard used for the financial reporting
purposes.

— CGAAP vs. MIFRS

- It was not clear what basis of accounting standard some
applicants used in preparation of their rate applications.

—  The applicant referred to the deferral of the IFRS
Implementation, but showed appendices under both CGAAP
and MIFRS for both bridge year and the test year.

«  Use of the term “Modified CGAAP” by some applicants for
the application prepared under CGAAP. However, the term
“Modified CGAAP” is not a defined term by the Board.

37* Ontario Energy Board 19
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Common Pitfalls from Prior Years’ CGAAP

Applications

¢ Some applicants changed the accounting standard
basis during the rate proceeding from MIFRS to
CGAAP without updating all necessary evidence.

 The schedules for depreciation and PP&E were
missing or incomplete and not consistent with basis
of accounting standard used for the rate application.

* The fixed asset balances used in the rate base
calculation did not agree to the figures shown on the
fixed asset continuity schedule and no explanation or
reconciliation was provided.

Ontari E ergy Boa d
F@i Comm n de I’énergie de I'Ontario 20



Common Pitfalls from Prior Years’

CGAAP Applications

 The closing of one year in the PP&E schedule was
not equal to the opéening balance Iin the next year
with no reconciliation provided.

— Smart meter amounts caused the fixed assets closing
balances to not agree to next C}/ear’s opening balance
with no reconciliation provided.

«  Multiple updates of CGAAP evidence occurred without
an explanation by some applicants during the course
8f rate _%roccl:eedlng. If possible, multiple updates should

e avoided.

« The CGAAP evidence also changed from one filing
to another without an explanation by some
applicants.

f&4 Ontario Energy Board
@ Commission de I’énergie de I'Ontario 21



Common Pitfalls from Prior Years’

CGAAP Applications

In some cases, ther sbmsufnuent or incomplete
information filed to eSCo'I e the net |mpact on
revenue requirement un

" doprecaton and PRYEhat were not labelled

properly.

« Some applicants did not file a copy of their
capitalization policies in the pre-filed evidence.

* |In the response to an interrogatory, some
applicants stated that they did not have a
capitalization policy.

— This is a contradiction of Section 2.5.2.3 of the Filing
Requirements.

Ontari E ergy Boa d
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1. 2014 Filing Requirements

v" Exhibit 9 - Deferral and Variance Accounts
. DVAs Continuity Schedule and Relevant Appendices

v" Other relevant sections in Chapter 2 for DVAs
2. Accounting Order
3. Common Pitfalls from Prior Years’ Rate Applications

4. Questions
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Exhibit 9 - Deferral and Variance

Accounts

Required information to be filed regardless of
whether or not the applicant is seeking disposition
of any or all DVAs:

1. List of all outstanding DVAs and a brief description of
any account that the applicant may have used differently
than as described in the APH.

2. ldentification of which Group 2 accounts the distributor
will continue and discontinue on a going-forward basis,
with an explanation for each.

F%;i Ontario Energy Board
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Exhibit 9 - Deferral and Variance

Accounts

3. A continuity schedule for the period following the last
disposition to the present, showing separate itemization
of opening balances, annual adjustments, transactions,
Interest and closing balances.

v" Propose an allocator based on the cost driver(s), along
with the charge type for recovery purposes, and
Include this in the continuity schedule if proposing to
allocate a DVA for which the Board has not established
an approved allocator.

F%* Ontario Energy Board
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Exhibit 9 - Deferral and Variance

Accounts

4. Statement as to any new accounts or sub-accounts that
the applicant is requesting, and justification for each
requested account or sub-account.

5. Astatement as to whether or not any adjustments were
made to DVA balances that were previously approved by
the Board on a final basis in both cost of service and
IRM proceedings.

v If so, must provide explanations for the nature and amounts of
the adjustments and include supporting documentation;

F%* Ontario Energy Board
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Exhibit 9 - Deferral and Variance

Accounts

6. Abreakdown of energy sales and cost of power expense
balances, as reported in the Audited Financial
Statements by distributors, mapped to US0A account
number.

v" Must reconcile these numbers to the Audited Financial
Statements.

v Must explain why it is making a profit or loss on the commaodity if
there is a difference between the energy sales and cost of power
expense reported numbers.

0  The distributor should not make profit or loss on the commaodity.

/. A statement confirming that the distributor pro-rates the
IESO Global Adjustment Charge into the RPP and non-
RPP portions.

v Must provide an explanation if this is not the case.

F%;i Ontario Energy Board
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Example for Energy sales not agreeing

to Cost of Power

Example for Energy sales not agreeing to Cost of Power

Revenue USOAs related to RSVA AFS

4006 Residential Energy Sales $ (2,300,000)
4010 Commercial Energy Sales $ (1,500,000)
4015 Industrial Energy Sales $ (50,000)
4020 Energy Sales to Large Users $ (1,108,000)
4025 Street Lighting Energy Sales $ (30,000)
4030 Sentinel Lighting Energy Sales $ (10,592)
4035 General Energy Sales $ -
4040 Other Energy Sales to Public Authorities $ -
4045 Energy Sales to Railroads and Railways $ =
4050 Revenue Adjustment $ (141,819)
4055 Energy Sales for Resale

4062 Billed WMS $ (430,739)
4068 Billed CN $ (76,211)
4075 Billed - LV (204,144)

Sum of Energy Sales

Expense USo0As related to RSVA

4705 Power Purchased 2,800,000
4707 Charges - Global Adjustment 2,200,000
4708 Charges-WMS 433,519
4710 Cost of Power Adjustments (0]
| 4714 Charges-Nw 356,117
4716 Charges-CN 82,388
4730 Rural Rate Assistance Expense | 0|
4750 Charges - LV 203,188

Energy sales $ (6,200,886)

Utility ABC made potential
profit on the commodity for
$125,675, which indicates
inaccurate regulatory
accounting for RSVAs.

rd

Sum of Cost of Power SNoyisWaN Cost of Power $ 6,075,211

Difference (Potential Profit/Loss on Commodity) 3 (125,675) 3 (125,675)

F%* Ontario Energy Board
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Deferral and Variance Accounts —

Explanation Threshold

For Each of the DVAS:

= Provide an explanation for any variances greater than
5% between amounts proposed for disposition before
forecasted interest and the amounts reported in the

applicant’s RRR filings.

;»%;i Ontario Energy Board
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Deferral and Variance Accounts —

Explanation Threshold

= Provide explanations even if such variances are
below the 5% threshold if the variances in
guestion relate to:

v Matters of principle (i.e. conformance with the APH
or prior Board decisions, and prior period
adjustments); and/or,

v" The cumulative effect of immaterial differences over
several accounts totaling to a material difference
between what is proposed for disposition in total
before forecasted interest and what is recorded in
the RRR filings.

F%;i Ontario Energy Board
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Disposition of Deferral and Variance

Accounts

= ldentify all accounts for which it is seeking disposition
and is not proposing disposition and provide the reasons.

= Propose rate riders and disposition period (default is one
year). Provide an explanation if deviating from the default

period.

= Show all relevant calculations, including the rationale for
the allocation of each account, the proposed billing
determinants and the length of the disposition period.

f&4 Ontario Energy Board
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Disposition of Deferral and Variance

Accounts

= Establish separate rate riders to recover the
RSVA Power Account Global Adjustment from
non-RPP customers.

= Provide a statement that the balances proposed
for disposition before forecasted interest are
consistent with the last Audited Financial
Statements and provide explanations for any
variances.

f&4 Ontario Energy Board
-‘Sj Commission de I’énergie de I'Ontario 11



Exhibit 9 - Deferral and Variance
Accounts
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2.12.1 PILs and Tax Variances for 2006

and Subsequent Years - Account 1592

* |f the distributor has not already filed for
disposition in a prior rate year, the Board expects
distributors to file for disposition of account 1592
In their cost of service applications.

 Distributors must complete and file Appendix 2-
TA In support of their request to dispose the
balance in account 1592.

F%* Ontario Energy Board
=== Commission de I’énergie de I’Ontario
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2.12.1 PILs and Tax Variances for 2006
and Subsequent Years - Account 1592

@ Ontario Energy Board
= Commission de I’énergie de I'Ontario
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Appendix 2-TA, Account 1592, PILs and Tax

Variances for 2006 and Subsequent Years

File Number: 0
ABC utility Exhibit:
The example is for illustration purpose only. Tab:

Schedule:

Page:

Date:

Appendix 2-TA
Account 1592, PILs and Tax Variances for 2006 and Subsequent Years
The following table should be completed based on the information requested below, in accordance with the notes

following the table. An explanation should be provided for any blank entries.
Large Corporation Tax

Principal as of - is not applicable to this
Tax Item December 31, utility
2012 .

Large Corporation Tax grossed-up proxy from 2006 EDR application PILs model for the period
from May 1, 2006 to April 30, 2007 N/A
Large Corporation Tax grossed-up proxy from 2006 EDR application PILs model for the period
from January 1, 2006 to April 30, 2006 (4/12ths of the approved grossed-up proxy), if not

recorded in PILs account 1562 N/A

Ontario Capital Tax rate decrease and increase in capital deduction for 2007 -S 34,000
Ontario Capital Tax rate decrease and increase in capital deduction for 2008 -S 40,000
Ontario Capital Tax rate decrease and increase in capital deduction for 2009 -S 15,000
Ontario Capital Tax rate decrease and increase in capital deduction for 2010 -S 10,000

Capital Cost Allowance class changes from 2006 EDR application for 2006
Capital Cost Allowance class changes from 2006 EDR application for 2007

Capital Cost Allowance class changes from 2006 EDR application for 2008 S 7,000
Capital Cost Allowance class changes from 2006 EDR application for 2009
Capital Cost Allowance class changes from 2006 EDR application for 2010 S 5,000

Capital Cost Allowance class changes from 2006 EDR application for 2011
Capital Cost Allowance class changes from 2006 EDR application for 2012

Capital Cost Allowance class changes from any prior application not recorded abowve. Please
provide details and explanation separately.

Insert description of additional item(s) and new rows if needed.
Total -S 87,000

f&4 Ontario Energy Board
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2.12.2 Harmonized Sales Tax Deferral Account,

Account 1592, Sub-account HST/OVAT ITCs

=  What should be recorded in this sub-account of
15927

v" The incremental ITCs received on distribution
revenue requirement items that were previously
subject to PST and became subject to HST.

=  What is the time frame?

v" Beginning July 1, 2010 to the end of Dec 31, 2013 or
April 30, 2014 depending on the start of the rate
year.

f&4 Ontario Energy Board
*@ Commission de I’énergie de I'Ontario 16



2.12.2 Harmonized Sales Tax Deferral Account

- Account 1592, Sub-account HST/OVAT ITCs

= What is the methodology of the analysis?

v Provide an analysis that supports the distributor’s
conformity with December 2010 APH FAQs, In
particular the example shown in FAQ #4.

= Exceptions:

v Last CoS rate application already dealt with HST
ISsue.

;»%;i Ontario Energy Board 17
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2.12.2 Harmonized Sales Tax Deferral Account
- Account 1592, Sub-account HST/OVAT ITCs

@ Ontario Energy Board
= Commission de I’énergie de I'Ontario
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Appendix 2-TB, Account 1592,

Sub-account HST/OVAT ITCs

File Number: 0
ABC utility Exhibit:
The example is for illustration purpose only. Tab:

Schedule:

Page:

Date:

Appendix 2-TB
Account 1592, PILs and Tax Variances for 2006 and Subsequent Years,
Sub-account HST/OVAT Input Tax Credits (ITCs)

The following table should be completed based on the information requested below. An explanation should be provided for any blank
entries.

100% of the balance in Account 1592, PILs and Tax Variances for 2006 and Subsequent Years, Sub-account HST/OVAT Input Tax Credits (ITCs), should be recorded in this
table.

Summary of PST Savings from 2009 Historic Year Analysis

PST savings should be
performed on both _ 100% of the savi
OM&A and Capitalitems o o o o o Carrying  Total Account 1592, 6 0 esavmgs.
Principal Principal Principal Principal Principal Chargesto sub-account should be recordedin
. - 2010 2011 2012 2013 Jan-April 2014 * April 30, 2014 HST/OVAT Balance the sub-account of 1592
/7
OM&A Expenses PST Savings -$ 38,000 [-$ 76,000 [-$ 76,000 [-$ 76,000 |-$ 76,000 |-$ 19,000 |-$ 361,000
Capital ltems PST Savings -$ 5,000 |-$ 10,000 |-$ 10,000 |-$ 10,000 |-$ 10,000 |-$ 2,500 |-$ 47,500
Total Annual PST Savings 2 -3 43,000 |-$ 86,000 |-$ 86,000 |-$ 86,000 |-$ 86,000 |-$ 21,500 |-$ 408,500

M
PST saving analysis - use

2009 historical year analysis
or actual expenditures

! Include January to April 30, 2014 PST savings if the rate year begins May 1, 2014. If the rate year begins Jan 1, 2014, include PST savings to December 31, 2013.
2 Derived PST savings proxy for each year per 2009 historic year analysis

Note: Assumes level OM&A and Capital Spending year over year. An alternative detailed transactional analysis may also be performed using actual expenditures from 2010 to
the start of the rate year.

K»%)i Ontario Energy Board 19
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2.12.3 One-time Incremental IFRS Costs

= Account 1508 Other Regulatory Assets, Sub-
account Deferred IFRS Transition Costs or
Account 1508 Other Regulatory Assets, Sub-
account IFRS Transition Costs Variance

v As per the October 2009 APH FAQ #1 and FAQ #2,

An applicant must file a request for review and disposition of the
balance in its next cost of service rate application
immediately after the IFRS transition period.

f&4 Ontario Energy Board
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2.12.3 One-time Incremental IFRS Costs

For an applicant who files under MIFRS must:

1. File for disposition of the balance in Account 1508, Other Regulatory
Assets, Sub-account IFRS Transition Costs Variance reflecting the
difference between the amounts recovered in rates and the actual
incurred costs.

2. Provide a statement as to whether any one-time administrative
Incremental IFRS transition costs are embedded in the proposed
2014 revenue requirement.

v If this is the case, the applicant must state the section of the
proposed 2014 revenue requirement that includes these costs.

F%)i Ontario Energy Board
=== Commission de I’énergie de I’Ontario
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2.

st

12.3 One-time Incremental IFRS Costs

3. Provide explanations for each category of costs
recorded in the account and how the costs recorded
meet the criteria of one-time IFRS administrative
Incremental costs.

4. Provide explanations for material variances that may
exist in the Account 1508 Other Regulatory Assets, Sub-
account IFRS Transition Costs Variance account.

5. Provide a confirmation statement that no capital costs,
ongoing IFRS compliance costs, or impacts arising from
adopting accounting policy changes are recorded in the
account.

v Must provide an explanation if this is not the case.

Ontario Energy Board
Commission de I’énergie de I'Ontario
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2.12.3 One-time Incremental IFRS Costs

= An applicant who files an application under
CGAAP/ASPE/USGAAP standard:

v This account does not need to be disposed until full conversion to
IFRS Is complete.

= Centre Wellington 2013 CoS Decision and Order EB-
2012-0113 dated May 28, 2013 stated that:

v" “The Board will not dispose of this account at this
time, either on a final or interim basis. The Board finds
that it is more appropriate to consider this account in
total after the transition to IFRS has been made.”

f&4 Ontario Energy Board
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2.12.3 One-time Incremental IFRS Costs

Appendix 2-U: One-Time
Incremental IFRS Costs

Ontari E ergy Board
K’@’i ommission de I’énergie de I'Ontario
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2.12.3 One-time Incremental IFRS Costs

ABC utility File Number: 0
The example is for illustration purpose only. Exhibit:

Tab:

Schedule:

Page:

Date:

Appendix 2-U
One-Time Incremental IFRS Transition Costs

The following table should be completed based on the information requested below. An explanation should be provided for any blank entries. The entries should include one-time incremental IFRS transition costs that are currently included in Account 1508, Other Regulatory
Assets, sub-account Deferred IFRS Transition Costs Account, or Account 1508, Other Regulatory Assets, sub-account IFRS Transition Costs Variance Account.

Audited Actual | Audited Actual | Audited Actual | Audited Actual |Audited Carrying| Total Audited RRR 2.1.7 Variance 2 Reasons why the costs recorded meet the
Nature of One-Time Incremental IFRS Transition Costs * Costs Incurred | Costs Incurred | Costs Incurred | Costs Incurred Charges Actual Costs Balance criteria of one-time IFRS administrative
2009 2010 2011 2012 to Dec 31, 2012 | to Dec 31, 2012 31-Dec-12 incremental costs
professional accounting fees $ 20,000 | $ 30,000 $ 35,000 $ 50,000 $ 135,000
professional legal fees $ 5000]$ 6,000|$ 8,000|$ 2,000 $ 21,000
salaries, wages and benefits of staff added to support the transition to IFRS $ 10,000 | $ 5,000 $ 15,000
associated staff training and development costs $ 8,000|$ 7,500 | $ 6,000 $ 21,500
costs related to system upgrades, or replacements or changes where IFRS
was the major reason for conversion $
$
$
$
$
Amounts, if any, included in previous Board approved rates (amounts should
be negative) A -$ 25,000 |-$ 25,000 |-$ 16,667 -$ 66,667
$
Insert description oﬂadditional item(s) and new rows if needed. $ -
Total \ $ 25,000 | $ 29,000 | $ 30,500 | $ 41,333| $ 9,350| $ 125,833 ] $ 125,833

Note:

1 The Deferred IFR¥ Transition Costs Account and the IFRS Transition Costs Variance Account are exclusively for necessary, incremental transition costs and shall not include ongoing IFRS compliance costs or impacts arising from adopting accounting policy changes that
reflect changes in\the timing of the recognition of income. The incremental costs in these accounts shall not include costs related to system upgrades, or replacements or changes where IFRS was not the major reason for conversion. In addition, incremental IFRS costs
shall not include c3pital assets or expenditures.

2 Applicants are to prpvide an explanation of material variances in evidence

3 Ifthere were any ampunts approved in previous Board approved rates, please state the EB #:

Ensure to include the
amoutns approved by the
Board and ther reference to
the Board Decision.

f&4 Ontario Energy Board
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Account 1575, IFRS-CGAAP Transitional PP&E Amounts
& Account 1576, Accounting Changes Under CGAAP

Purpose Accounting basis Mechanics
for Application

Account To capture all PP&E accounting an applicant that - Rate of Return

1575 changes made on transition to files a 2014 cost of component applies.
IFRS, not just those related to service application
capitalization and depreciation on the basis of - Separate Rate Rider
(e.g. customer contributions, asset  MIFRS for disposition per the
retirement obligations, interest letter dated June 25,
capitalization, etc.) 2013

Account To record the financial differences an applicant that Per the letter dated June

1576 arising as a result of changes to files a 2014 costof 25, 2013:
accounting depreciation or service application
capitalization policies permitted by  on the basis of - Rate of Return
the Board under CGAAP or ASPE  CGAAP or ASPE component applies.
in 2012 or as mandated by the - Separate Rate Rider
Board in 2013 for disposition

@ Ontario Energy Board
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Disposition Period for Account 1575

and Account 1576

The applicant must propose a disposition period of the
account balances using a volumetric rate rider.

Rate rider expiry dates will be set out in the rate orders
to align with the approved disposition period.

The Board’s determination for disposition period will be
on a case-by-case basis and that it be guided primarily
by such considerations as bill impacts and the financial
Impact on distributors.

Ontario Energy Board
Commission de I’énergie de I'Ontario

27



Account 1575, IFRS-CGAAP Transitional PP&E

Amounts & Account 1576, Accounting Changes Under
CGAAP

= Deferral Account 1575 and variance Account 1576
cannot be used interchangeably and the applicant must
follow the required accounting treatment applicable
under each account.

= The accounting changes applicable to Account 1576
are not applicable to Account 1575 in relation to
“changeover date” accounting on the applicant’s
adoption of IFRS.

v" APH FAQs July 2012, Appendix B, Note 2

f&4 Ontario Energy Board
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Section 2.12.4 Account 1575, IFRS-

CGAAP Transitional PP&E Amounts
Key Notes:

1.

and the Depreciation Schedules (Appendix 2-CB to 2-
CE or 2-CG to 2-Cl or 2CL to CM) in the rate
application must not be adjusted for balances related
to the IFRS-CGAAP Transitional PP&E Amount.

Provide a breakdown of the balance related to the
IFRS-CGAAP Transitional PP&E Amount that is
effective on the transition date to MIFRS.

Ontario Energy Board
Commission de I’énergie de I'Ontario
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Section 2.12.4 Account 1575, IFRS-

CGAAP Transitional PP&E Amounts

Key Notes:

3. Provide the supporting analysis of the amounts in this
account by completing Appendix 2-EA, 2-EB or 2-EC
to the Filing Requirements.

v" The drivers of the change in closing net PP&E
(CGAAP versus MIFRS) must be identified and
guantified.

4.  Provide a separate volumetric rate rider for Account
1575 for the clearance of the account balance.

v Due to change in the Board policy, no adjustments should be made for
return component in the revenue requirement work form (RRWF) and for
an amortized amount of the account balance in depreciation and
amortization expense schedule for the test year.

3. Propose a disposition period.

37* Ontario Energy Board 30
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Section 2.12.4 Account 1575 — IFRS-
CGAAP Transitional PP&E Amounts
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Section 2.12.4 Account 1575 — IFRS-
CGAAP Transitional PP&E Amounts
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Appendix 2-EB: IFRS-CGAAP

Transitional PP&E Amounts

) r
File Number #REF!

Exhibit:
Tab:
Schedule:
Page:
ABC utility Date:
The example is for illustration purpose only.
Appendix 2-EB
Account 1575 - IFRS-CGAAP Transitional PP&E Amounts

2013 Adopters of IFRS for Financial Reporting Purposes

For applicants that adopt IFRS on January 1, 2013 for financial reporting purposes

Ensure that Openning
PP&E agreed under CGAPP

Note: this sheet should be filled out if the applicant adopts IFRS for its financial reporting purpose as of January 1, 2013., and under MIFRS

PP&E opening, closing

z

balances, net additions, net 201(.) 201‘.‘
depreciations should all agree Rebasing Rebasing
- - to Appendix 2-BA Year 2011 2012 2013 Year 2015 2016 2017 2018
Reporting Basis L L CGAAP IRM IRM IRM MIFRS IRM IRM IRM IRM
Forecast vs. Actual Used in Rebasing Year Forecast| Actual Actual Forecast | Forecast
$ $ $ $ $ $ $
PP&E Values under CGAAP
Opening net PP&E - Note 1 1,000,000
Net Additions - Note 4 250,000
Net Depreciation (amounts should be negative) - Note 4 -500,000
Closing net PP&E (1) 750,000
PP&E Values under MIFRS (Starts from 2012, the
transition year)
Opening net PP&E - Note 1 1,000,000
Net Additions - Note 4 150,000
Net Depreciation (amounts should be negative) - Note 4 -300,000
Closing net PP&E (2) 850,000
Difference in Closing net PP&E, CGAAP vs. MIFRS -100,000

Effect on Deferral and Variance Account Rate Riders

L]
No Adjustments to RRWF and
Deperciation schedule for
these amounts

-

the correct WACCshould be used
and the finalized rate should be
used once it is updated and

agreed/approved.
Closing balance in deferral account 80,000 WACC 6.50% v
Return on Rate Base Associated with deferred PP&E
balance at WACC - Note 2 26,000 # of years of rate rider
Amount included in Deferral and Variance Account Rate Rider Calculation 106,000 disposition period 5)

f&h
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=== Commission de I’énergie de I’Ontario

&S



Section 2.12.4 Account 1575 — IFRS-
CGAAP Transitional PP&E Amounts

@ Ontario Energy Board
= Commission de I’énergie de I'Ontario
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2.12.5 Account 1576, Accounting Changes

Under CGAAP

= The accounting changes made in 2012 under CGAAP:

v" Make the changes to the accounting capitalization or
depreciation expense policies effective January 1, 2012;

v" Incorporate the impact of these changes as at January 1, 2012
(effective starting the Historic year 2012).

= The accounting changes made in 2013 under CGAAP:

v" Make the changes to the accounting capitalization or
depreciation expense policies effective January 1, 2013;

v Incorporate the impact of these changes as at January 1, 2013
(effective starting the Bridge year 2013).

F%)i Ontario Energy Board
=== Commission de I’énergie de I’Ontario
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2.12.5 Account 1576, Accounting

Changes Under CGAAP

Key Notes:

1. The Fixed Asset Continuity Schedule
(Appendix 2-BA) and the Depreciation

Schedule (Appendix 2-CA, 2-CF, 2-CJ, 2-CK)

|n the rate application must not be adjusted for

ba

ances related to the Account 1576,

Accounting Changes Under CGAAP.

2. Provide a breakdown of the balance related to
Account 1576.

Ontari E ergy Board
F@iCmm n de I’énergie de I'Ontario
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2.12.5 Account 1576, Accounting

Changes Under CGAAP

Key Notes:

1. Provide the supporting analysis of the amounts in
this account by completing Appendices 2-ED or 2-
EE.

v" The drivers of the change in closing net PP&E (former policies
under CGAAP versus revised policies under CGAAP or ASPE)
must be identified and quantified.

4. Provide a separate volumetric rate rider for
chcount 1576 for the clearance of the account
alance.

v" Due to change in the Board policy, no adjustment should be made
for an amortized amount of the account balance in depreciation
and amortization expense schedule for the test year.

5. Propose a disposition period.

F%;i Ontario Energy Board
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2.12.5 Account 1576, Accounting
Changes Under CGAAP

@ Ontario Energy Board
= Commission de I’énergie de I'Ontario
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Appendix 2-ED:Accounting Changed

Under CGAAP

ABC utility
The example is for illustration purpose only.

File Number'
Exhibit:

Tab:
Schedule:
Page:

Date:

#REF!

Appendix 2-ED
Account 1576 - Accounting Changes under CGAAP
2012 Changes in Accounting Policies under CGAAP

Assumes the applicant made capitalization and depreciation expense accounting policy changes under CGAAP effective January 1, 2012

PP&E opening, closing
balances, net additions, net
depreciations should all agree

Ensure that Openning PP&E agreed under
former CGAPP and underrevised CGAAP

-

to Appendix 2-BA 2010 2014
. . Rebasing Rebasing
Year 2011 2012 2013 Year 2015 2016 2017 2018
CGAAP -
Reporting Basis CGAAP IRM IRM IRM ASPE IRM IRM IRM IRM
Forecast vs. Actual Used in Rebasing Year Forecast| Actual Actual Forecast | Forecast
$ $ $ $ $ $ $
PP&E Values under former CGAAP
Opening net PP&E - Note 1 1,000,000
Net Additions - Note 4 250,000
Net Depreciation (amounts should be negative) - Note 4 -500,000
Closing net PP&E (1) 750,000
PP&E Values under revised CGAAP (Starts from 2012)
Opening net PP&E - Note 1 1,000,000
Net Additions - Note 4 150,000
Net Depreciation (amounts should be negative) - Note 4 -300,000
Closing net PP&E (2) 850,000
Difference in Closing net PP&E, former CGAAP vs.
revised CGAAP -100,000

Effect on Deferral and Variance Account Rate Riders

0]
No Adjustments to RRWF and
Deperciation schedule for
these amounts

. -

the correct WACC should be
used and the finalized rate
should be used once itis

Closing balance in Account 1576 - 80,000 WACC 6.50% updated and
Return on Rate Base Associated with Account 1576 agreed/approved.
balance at WACC - Note 2 - 26,000 # of years of rate rider

Amount included in Deferral and Variance Account Rate Rider Calculation - 106,000 disposition period 5

f&h

Ontario Energy Board
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2.12.5 Account 1576, Accounting
Changes Under CGAAP

@ Ontario Energy Board
= Commission de I’énergie de I'Ontario
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Appendix 2-EE:Accounting Changed

Under CGAAP

ABC utility File Number: o
The example is for illustration purpose only. Exhibit:

Tab:

Schedule:

Page:

Date:

Appendix 2-EE
Account 1576 - Accounting Changes under CGAAP
2013 Changes in Accounting Policies under CGAAP

Assumes the applicant made capitalization and depreciation expense accounting policy changes under CGAAP effective January 1, 2013

PP&E opening, closing Ensure that Openning PP&E agreed underformer
balances, net additions, net CGAPP and under revised CGAAP
depreciations should all agree . .
to Appendix 2-BA 2010 2014
- . Rebasing Rebasing
Year 2011 2012 2013 Year 2015 2016 2016 2017
CGAAP -
Reporting Basis CGAAP IRM IRM IRM ASPE IRM IRM IRM IRM
Forecast vs. Actual Used in Rebasing Year Forecast| Actual Actual Forecast | Forecast
$ $ $ $ $ $
PP&E Values under former CGAAP
Opening net PP&E - Note 1 ~ =4 1,000,000
Net Additions - Note 4 250,000

Net Depreciation (amounts should be negative) - Note 4 ] -500,000
Closing net PP&E (1) | 750,000

PP&E Values under revised CGAAP (Starts from 2013)

Opening net PP&E - Note 1 _7 1,000,000
Net Additions - Note 4 = | 150,000
Net Depreciation (amounts should be negative) - Note 4 | -300,000
Closing net PP&E (2) | 850,000
Difference in Closing net PP&E, former CGAAP vs.
revised CGAAP .| -100,000
e
No Adjustments to RRWF and Deperciation
schedule forthese amounts the correct WACC
- . should be used and the

Effect on Deferral and Variance Account Rate Riders
Closing balance in Account 1576 - 100,000 WACC 6.50% g
Return on Rate Base Associated with Account 1576
balance at WACC - Note 2 - 32,500 # of years of rate rider

Amount included in Deferral and Variance Account Rate Rider Calculation - 132,500 disposition period 5

finalized rate should be
used once it is updated
and agreed/approved.

%;i Ontario Energy Board
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Other Relevant Sections in Chapter 2 for DVAs - 2.3.1

Integrated Distribution Planning for Eligible Investments to
Connect Qualifying Generation

Capital Expenditures in a consolidated capital plan

= No new deferral accounts for these types of
expenditures will be established, nor will
distributors be expected to continue the use of
existing deferral accounts.

= Distributors filing cost of service applications in
2014 and subseguent years must include
proposals for disposition of any existing
balances in the deferral accounts.

F%;i Ontario Energy Board
=== Commission de I’énergie de I’Ontario
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Other Relevant Sections in Chapter 2 for DVASs

- 2.5.2.6 Addition of ICM Assets to Rate Base

3

Any distributor that has an approved ICM must file a
schedule of the ICM capital asset amounts it proposes
be incorporated into rate base.

The applicant must also file the account balances
recorded under a number of sub-accounts under
Account 1508, Other Regulatory Assets.

Provide a reconciliation between amounts recorded in
these accounts and amounts used to propose what will
be incorporated into rate base and explain any
differences.

Ontario Energy Board
Commission de I’énergie de I'Ontario
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2.4.5 Administration

@ Ontario Energy Board
= Commission de I’énergie de I'Ontario
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Accounting Order

In the event an applicant seeks an accounting order to
establish a new deferral/variance account, the following
eligibility criteria must be met:

1. Causation
2. Materiality
3. Prudence

K»%)i Ontario Energy Board
=== Commission de I’énergie de I’Ontario
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Accounting Order

i

Upon a request, the applicant must propose a draft
accounting order which must include:
v" Account name and USoA number

v" Purpose and operation of account
«  Adescription of the mechanics of the account
v" Future Disposition

*  Proposed disposition of the account at the appropriate time, e.g.,
next cost of service application

v' Treatment of carrying charges

Sample journal entries
*  Proposed general ledger entries

AN

Ontario Energy Board
Commission de I’énergie de I'Ontario
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Accounting Order ‘

Existing accounting order and list of any departures from
the Uniform System of Accounts including references to
accounting order.

All requests by the applicant to approve accounting
orders (deferral or variance accounts) must be
separately identified in Section 2.4.5 Administration and
clearly documented in the appropriate section of the
application.

Ontario Energy Board
Commission de I’énergie de I'Ontario
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Example - 2013 CoS ABC UTILITY - Accounting Order

. Account name and USoA number:
v 1508 Other Regulatory Assets, Sub-account OPEB Deferral Account
. Purpose and operation of account:

v The account shall record the cumulative actuarial gains or losses in ABC’s post-
retirement benefits.

v The deferral account shall be adjusted, subject to materiality, to record changes in the
actuarial gains or losses in ABC'’s post- retirement benefits as supported by the annual
updated actuarial valuation prepared for ABC. This actuarial valuation is received by
ABC at the end of each year.

v ABC will not record any actuarial gains or losses related to OPEB, incurred prior to
2013.

v The deferral account is established in the absence of Board policy on the OPEB issue
and will continue until the earlier of:

0] A decision by the Board to implement a policy in respect to the OPEB which
differs from the approach approved here, and

o] ABC'’s next rebasing application.
. Future disposition:

v The balances in this account, supported by appropriate documentation, will be
reviewed by the Board for prudence and future disposition, subject to materiality, at
ABC'’s next cost of service application.

. Carrying charges:
v No carrying charges shall be recorded on this account.
= Sample journal entries

F%)i Ontario Energy Board
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Common Pitfalls from Prior Years’ Rate

Applications

= Inconsistent figures among balances provided in the
DVA continuity schedule

v~ Principal and interest balances at the end of the
year did not agree to the RRR filing;

v~ Principal and interest balances at the end of the
year did not agree to the balances in Audited
Financial Statements.

=  The figures provided in the columns for Board
Approved Disposition amounts did not agree to the

amounts approved in the prior years’ Board Decisions
and Orders.

F%;i Ontario Energy Board
=== Commission de I’énergie de I’Ontario
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Common Pitfalls from Prior Years’ Rate

Applications

= Inconsistent evidence/responses were provided during
the interrogatory stage.

= Multiple updates of the DVA continuity schedule
occurred without an explanation by some applicants
during the course of rate proceeding. If possible,
multiple updates should be avoided.

;»%;i Ontario Energy Board 50
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Common Pitfalls from Prior Years’ Rate

Applications

= Account 1592 Sub-account HST/OVAT ITCs

v" Some applicants requested for the deferral of the
disposition of the account balance to the next CoS
rate application.

v The account was not accounted for in accordance
with the APH and FAQs.

v" Some applicants reported zero balance in the DVA
continuity schedule.

;»%;i Ontario Energy Board 51
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Common Pitfalls from Prior Years’ Rate

Applications

R Account 1575:

v Used Account 1575 while Account 1576 should
have been used.

v" Incorrect WACC rate was used to calculate the
return component.

= Inconsistent disposition period was proposed for the
deferral and variance accounts in various sections of
the rate application.

;»%;i Ontario Energy Board
=== Commission de I’énergie de I’Ontario
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1. Calculation of Income Tax / PILs Provision

2. 2014 Filing Requirements
* What must be filed?

« What adjustments are required to the PILs model for
non-recoverable and disallowed expenses?

* What integrity checks need to be completed?

3. Common Pitfalls from Prior Years’ Rate
Applications

4. Questions

;»%;i Ontario Energy Board 2
=== Commission de I’énergie de I’Ontario



Calculation of Income Tax / PILs
Provision

Regulatory Income or Return on EQUItY = roew x 40% x rate Base)
Add: Book to Tax Adjustments (e.g. add back Depreciation, deduct CCA)

= Net Income for Tax Purposes

Less: Loss Carry-forwards

= Regulatory Taxable Income

X  Tax Rate

= Total Income Taxes

Less: Tax Credits

= Income Tax / PILs Provision

Add: Gross-up

= Income Tax / PILs Provision (Grossed-Up) to be
iIncluded In revenue requirement

K»%)i Ontario Energy Board 3
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2014 Filing Requirements — What

Must be Filed?

» Detalled calculations of Income Tax or PILs
requested for recovery In rates, including the live MS
Excel version of the PILs model available on the
Board’s website.

« Supporting schedules and calculations identifying
reconciling items.

* e.g. Supporting schedules, calculations and explanations
for “other additions” and “other deductions” in the
applicant’s PILs model.

F%)i Ontario Energy Board 4
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2014 Filing Requirements — What Must

be Filed?

i

Copies of most recent Federal and Provincial tax
returns (non-utility tax items, if material, must be
separated).

Financial statements included with tax returns, if
different from the financial statements filed in
support of the application.

Ontario Energy Board
Commission de I’énergie de I'Ontario



2014 Filing Requirements — What

Must be Filed?

« Derivations of adjustments (e.g., Tax credits, CCA
adjustments) for the Historical, Bridge and Test

Years.

* A calculation of tax credits.

* e.d., Apprenticeship Training Tax Credits, education tax
credits.

« A Scientific Research and Experimental Development
(“SRED?”) return, if filed, may have confidential personal

iInformation of the people who are apprenticing like SIN,
address, hourly rate, etc. which must be excluded from

the filing.

F%* Ontario Energy Board 6
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2014 Filing Requirements — What

Must be Filed?

i

Regulatory assets (and regulatory liabilities) must
generally be excluded from PILs calculations both
when they were created, and when they were
collected, regardless of the actual tax treatment
accorded those amounts.

Ontario Energy Board
Commission de I’énergie de I'Ontario



2014 Filing Requirements — What Adjustments are Required to the

PILs Model for Non-recoverable and Disallowed Expenses?

The following amounts must be excluded from the

regulatory tax calculation in the PILs model, including

the updated calculation filed as part of the draft Rate

Order:

 Distribution-only expenses incurred by a distributor that may
be deductible for general tax purposes, but for which
recovery in 2014 distribution rates is partially or fully

disallowed by the Board.
* e.g. certain charitable donations

F%)i Ontario Energy Board
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2014 Filing Requirements — What

Integrity Checks need to be completed?

The following integrity checks must be completed and
a statement provided to this effect, or an explanation if
this is not the case.

« The depreciation and amortization added back in the PILs

model must agree with the numbers disclosed in the
deprecation section of the application (Appendix 2-C).

« The capital additions and deductions in the UCC/ CCA
Schedule 8 must agree with the rate base section for historic,
bridge and test years (Appendix 2-B).

F%* Ontario Energy Board
=== Commission de I’énergie de I’Ontario



2014 Filing Requirements - What

Integrity Checks need to be completed?

« Schedule 8 of the most recent federal T2 tax return
filed with the application must have a closing
December 315t historic year UCC that agrees with
the opening bridge year UCC at January 15t

+ If the amounts do not agree, then the applicant must
provide a reconciliation with explanations for the reasons.
 The CCA deductions in the application’s PILs tax
model for historic, bridge and test years must agree
with the numbers in the UCC schedules for the
same years filed in the application.

Ontari E ergy Boa d
F@i Comm n de I’énergie de I'Ontario 10



2014 Filing Requirements — What

Integrity Checks need to be completed?

» Loss carry-forwards, if any, from the tax returns
(Schedule 4) must agree with those disclosed in the

application.
« CCA must be maximized even if there are tax loss
carry-forwards.

» A statement must be included in the application as to
when the losses, if any, will be fully utilized.

;»%;i Ontario Energy Board 11
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2014 Filing Requirements — What

Integrity Checks need to be completed?

 OPEB and pension amounts

 Amounts added back on Schedule 1 reconciliation of
accounting income to net income for tax purposes, must
agree with the OM&A analysis for compensation.

*  Amounts deducted must be reasonable when compared
with the notes in the audited financial statements,
Financial Services Commission of Ontario (“FSCQ”)
reports, and the actuarial valuations.

* The income tax rate used to calculate the tax
expense must be consistent with the utility’s actual

tax facts and evidence filed in the proceeding.

F%;i Ontario Energy Board

= Commission de I’énergie de I'Ontario 12



Common Pitfalls from Prior Years’ Rate

Applications

* When certain items included in the revenue
requirement were changed in a response to an
Interrogatory, the impact of these changes was not
reflected in an updated PILs provision.

* The PILs provision was erroneously left unchanged.
* An updated PlLs model was not filed with interrogatory
responses.

« No statement was filed by the applicant that the

Integrity checks had been completed.

*  Supporting schedules, calculations and
explanations for “other additions” and “other
deductions” in the applicant’s PILs model were not
filed with the application.

Ontari E ergy Boa d
F@i Comm n de I’énergie de I'Ontario 13



Common Pitfalls from Prior Years’

Rate Applications

« Capital assets were categorized in an incorrect CCA
class in the UCC schedule.

« e.g. Computer Hardware classified as Class 10 instead of
Class 50

* The applicant had employees that qualified for the
Ontario apprenticeship tax credit, the Ontario co-
operative education tax credit, and the federal job
creation tax credit. In some instances, these credits
were not claimed by the applicant and the PILs
provision may have been overstated.

f&4 Ontario Energy Board
Q Commission de I’énergie de I'Ontario 14



Common Pitfalls from Prior Years’ Rate ‘
Applications

« The depreciation and amortization expense added
back in the PILs model did not agree with the
numbers disclosed in the rate base section of the
application.

« The capital additions and deductions in the UCC/
CCA Schedule 8 did not agree with the rate base
section for historic, bridge and test years.

« Regulatory assets were included in the PILs
calculations.

f&4 Ontario Energy Board
-‘Sj Commission de I’énergie de I'Ontario 15
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Significance of Load Forecasting in Cost of Service

Applications

Establish the level of demand for the test period

Operating and capital costs are largely driven by three
demand drivers:

*  Number of customers

« Consumption of customers (kWh)

* (Peak) Demand of customers (kW)

These drivers differ by classes of customers (Residential,
GS <50 kW, etc.)

Used as allocators for recovery of costs from different
customer classes

Also used as the billing determinants for determining
fixed and variable rates and for other rate riders

Demand (customers, kWh, kW) factors into revenue
sufficiency/deficiency

Ontario Energy Board
Commission de I’énergie de I'Ontario



Forecasting Number of Customers

- Utilities have historical data on number of customers /
connections by class

* Historical trends and levels generally an adequate basis
for forecasting future growth
* e.g. average annual growth rate, by customer class

* Most utilities (and the communities they serve) have stable
growth rates of about 0% to 2% per annum

 Adjustments may be used for unique growth patterns in
individual classes, movement between customer classes,
or changes in customer class definitions

« Generally done for classes with smaller customer numbers and
specific load profiles and demand (e.g. Large Use, Intermediate,
Sentinel Lighting)

F%* Ontario Energy Board 3
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Forecasting Number of Customers (Example)

Number of Customers (or Connections) per Class - Average Annual

General General General Unmetered
Service <50 |Service >50 |Service 1000 [Large Use Sentinel Scattered
Residential kw to 999 kW to 4999 kW  |>5000 kW Streetlights JLights Loads Total

2003 38,064 3,249 461 37 4 10,876 30 588 53,308

2004 39,401 3,324 488 38 4 11,253 29 602 55,138

2005 40,692 3,422 498 39 4 11,838 31 595 57,119

2006 41,643 3,468 510 40 4 12,237 31 581 58,513

2007 42,728 3,634 521 41 4 12,574 29 579 60,010

2008 43,747 3,581 539 41 4 12,781 28 580 61,301

2009 44,584 3,624 538 41 4 12,860 28 582 62,260

2010 45,477 3,661 543 42 4 12,948 27 584 63,285

2011 46,647.3 3,723.7 556.0 42.8 4.0 13,274.0 26.2 583.4 64,857.4

2012 47,848.1 3,787.8 569.2 43.6 4.0 13,608.8 25.8 582.8 66,470.2
Growth Rate in Numbers of Customers (Connections)

2003

2004 1.0351 1.0231 1.0582 1.0317 1.0000 1.0347 0.9916 1.0235 1.0343

2005 1.0328 1.0295 1.0202 1.0175 1.0000 1.0520 1.0538 0.9895 1.0359

2006 1.0234 1.0136 1.0244 1.0345 1.0000 1.0337 0.9866 0.9759 1.0244

2007 1.0261 1.0189 1.0216 1.0208 1.0000 1.0275 0.9482 0.9974 1.0256

2008 1.0238 1.0133 1.0350 1.0020 1.0000 1.0165 0.9598 1.0014 1.0215

2009 1.0191 1.0120 0.9971 1.0020 1.0000 1.0062 1.0090 1.0036 1.0156

2010 1.0200 1.0102 1.0105 1.0244 1.0000 1.0068 0.9466 1.0029 1.0165
Geometric Mean 1.0257 1.0172 1.0237 1.0189 1.0000 1.0252 0.9844 0.9991 1.0248

Ontario Energy Board
Commission de I’énergie de I'Ontario




Forecasting Demand and Consumption - Approaches

* Normalized Annualized Consumption (NAC)
« Multivariate Regression (system purchased kWh)
« Multivariate Regression (by customer classes)

« Combination of these approaches seen in 2013 cost of
service applications

* Other approaches?

K»%)i Ontario Energy Board 5
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Forecasting Demand and Consumption

 Utilities generally forecast purchased consumption (kWh)

» Purchases available monthly from IESO bills; customer billed
demand often does not correspond to calendar months due to a
utility’s billing cycles

- TOU data allows for measurement of consumption by calendar
month, but will need several years for sufficient data.

« 2013 CoS: Several utilities used class-specific models
for: Residential, GS < 50 kW, GS > 50 kW

« Other classes forecasted through NAC

« Source/construction of monthly billed kwh data before TOU data
available?

F%)i Ontario Energy Board
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Forecasting Demand and Consumption (cont’d)

Purchased kWh converted to billed kwh through loss
factor
* Purchased kWh = Billed kwh / (1 + loss factor)

« Estimated purchased kWh then allocated to customer
classes based on historical patterns

« Weather sensitivity applied to certain classes (typically
Residential and GS < 50 kW)

* For Demand billed customers, purchased kW derived from
estimated purchased kWh by class conversion factor

;»%;i Ontario Energy Board
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Forecasting Demand - NAC

* [For each class, the weather normalized kWh for recent
history Is divided by the number of customers to get an
average normalized consumption

« Some classes (i.e. USL, streetlighting) not weather sensitive

- Test year weather normalized kWh = NAC X average
customer/connections in test year (by class)

* For demand-hilled classes, kW/kWh conversion based on
historical statistics

 Specific adjustments to forecasts used in some

circumstances

- However, the NAC forecast was not generally adjusted to
accommodate changes in economic conditions or conservation

F%* Ontario Energy Board 8
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Forecasting Demand - NAC

2004 Weather Normalized kWH

Number of
Weather Actual Loss Weather Actual Customers
Class kWh Factor Retail kWh (Connections) | Retail NAC
Residential 537,565,246 1.0463 513,777,354 57,473 8,939.46
GS <50 kw 196,080,994 1.0463 187,404,180 5,227 35,853.11
GS > 50 kw 745,238,105 1.0463 712,260,446 744 | 957,339.31
Unmetered Scattered Load 3,302,257 1.0463 3,156,128 529 5,966.22
Streetlighting 10,527,524 1.0463 10,061,669 13,252 759.26
Load Forecast
Conversion
Factor
2006 Actual 2007 Bridge 2008 Test

Class kWh => kW [Normalized Normalized Normalized
Residential Number of Customers 60659 61684 62984

kWh 542,258,461.29 551,421,403.69 | 563,042,696.48
GS <50 kW  Number of Customers 5320 5441 5476

kWh 190,738,519.22 195,076,744.94 | 196,331,603.62
GS >50 kW  Number of Customers 784 802 807

kWh 750,554,018.72 767,786,126.29 | 772,572,822.84

kw 0.00253 1,898,901.67 1,942,498.90 1,954,609.24
Large Use Number of Customers 0 0 1

kWh 14600000

kwW 30000
USL Number of Connections 760 777 782

kWh 4,534,324.16 4,635,749.83 4,665,580.91
Streetlighting Number of Connections 14174 14414 14718

kWh 10,761,703.34 10,943,924.93 11,174,738.94

kw 0.00286 30,778.47 31,299.63 31,959.75

Source: EB-2007-0746

Ontario Energy Board
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Forecasting Demand — Multivariate Regression

« Demand = f(P, N, I, Weather, Seasonality, CDM, etc.)

Variable Description Coefficient Sign
P Price -ve
N Number of customers/connections or size of community +ve
I Income or Economic Variable +ve
Weather
HDD Heating Degree Days +ve
CDD Cooling Degree Days +ve
Seasonality
Days in Month Number of Days in month; business days; peak period hours +ve
Spring/Fall Flag Binary Flag for spring and fall months to capture saddle period of -ve?
energy consumption
May overlap CDD/HDD or may capture other features of spring and fall
saddle periods
CDM Variable to capture cumulative or persistent impacts of CDM programs | -ve
Other Variables
August 2003 Binary flag for blackout (Southern Ontario LDCS) -ve
Blackout

;»%;i Ontario Energy Board
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Regression Output - Example

SUMMARY OUTPUT

Regression Statistics

Multiple R 0.979498096

R Square 0.959416519

Adjusted R Square 0.957640992

Standard Error 2599144.111

Observations 168

ANOVA

[ df SS MS F Significance F |

Regression 7 2.55528E+16 3.6504E+15 540.3558299 7.6408E-108

Residual 160 1.08089E+15 6.75555E+12

Total 167 2.66337E+16

[ Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Lower 95.0% Upper 95.0% |
Intercept -90392763.89 8420661.724 -10.73463902 1.37481E-20 -107022741.6 -73762786.21  -107022741.6  -73762786.21
Heating Degree Days 28385.21457 1222.256206 23.22362073 4.06933E-53 25971.37893 30799.05022 25971.37893  30799.05022
Cooling Degree Days 180663.8591 12686.48852 14.24065129 3.01994E-30 155609.2936 205718.4246 155609.2936 205718.4246
Ontario Real GDP Monthly % 178921.2574 63156.91427 2.832963888 0.005205712 54192.57116 303649.9437 54192.57116 303649.9437
Number of Days in Month 1999057.103 265489.4682 7.52970397 3.50381E-12 1474741.548 2523372.658 1474741.548 2523372.658
Spring Fall Flag -2056228.894 532917.4883 -3.858437636 0.000165158 -3108688.454 -1003769.334  -3108688.454  -1003769.334
Number of Customers 1840.232909 213.4496505 8.621391064 6.11717E-15 1418.690869 2261.774949 1418.690869 2261.774949
Number of Peak Hours 57334.26505 13188.35313 4.347340754 2.4426E-05 31288.56635 83379.96374 31288.56635 83379.96374

Source: Waterloo North Hydro, 2011 EDR (CoS) [EB-2009-0144]

*High R?

«Significant Regression

All variables have coefficients with correct signs and are statistically significant at 95% c.l.

i

Ontario Energy Board

Commission de I’énergie de I'Ontario
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Regression Output — Analysis

t-statistics of variables significant
« ~1.96 for two-tailed test @ 95% c.i.
« ~1.65 for one-tailed test @ 95% c.i.
Variables have coefficients of appropriate signs?
F-statistic
» Overall significance of fit of the model
» R? and Adjusted R?

* Analysis of Forecasts and Residuals

* Residuals and Mean Absolute Percentage Error (MAPE) should
be evaluated based on periodicity of model (e.g. monthly)

« Patterns in residuals?
— May be indicative of omitted variables

;»%;i Ontario Energy Board 12
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Regression Analysis — Issues

* Do variables relate to or seem reasonable for LDC’s
service area?
« Economic activity or market size
* Meteorological data (HDD, CDD)

* What other variables were tried, and why were they
rejected?
* Proxies for economic activity or market size
 CDM variable?

* Multicollinearity

« Do methodologies for constructed variables seem
reasonable?

» For class-specific billed kWh, how is the variable constructed to
match billed kWh to calendar months?

« TOU data from smart meters and interval meters will reduce this
concern over time

f&4 Ontario Energy Board
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Conservation and Demand Management — Issues for

Load Forecasting

* “Persistence” of CDM programmes into future periods
« Variables to reflect CDM impacts (initial impacts and
persistence)?
« Trend variables
« Estimates of CDM savings from OPA

 Utility should account for impacts of CDM programmes in
all years up to the test year

» Issue of the accuracy of bridge and test year forecasts, trending

from historical actuals and/or reflecting CDM initiatives to meet
licence conditions

;»%;i Ontario Energy Board 14
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CDM — Accounting for CDM Licence Conditions
(2011 to 2014 Cost of Service Applications)

Beginning in 2011, CDM reduction targets of
consumption/demand a condition of a distributor’s licence

« 4-year targets defined for each distributor for 2011-2014 period,
expressed in kWh and kW reductions

*  The kWh reductions are cumulative over the four-year period
Standard practice in 2011 and 2012 CoS applications was to
phase in the reductions @ an incremental 10% per year

« 2011 = 10% of overall target

« 2012 = 20% of overall target

« 2013 = 30% of overall target

« 2014 = 40% of overall target
Beginning in 2013 CoS applications, CDM adjustments take

Into account OPA-reported impacts of 2011 (and 2012 for 2014
applications) CDM programs

Calculated as an explicit adjustment on the base forecasted
consumption/demand (from regression or NAC approaches)

f&4 Ontario Energy Board
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LRAMVA (2011-2014 CDM programs) ‘

* LRAMVA
New CDM Guidelines issued April 2012

* Relate to 2011-2014 CDM targets that are a condition of a
distributor’s licence

* Threshold for LRAMVA in test year will be the CDM adjustment
that is factored into the load forecast in the cost of service test

year

* CDM impacts measured by OPA or a third party in
accordance with OPA guidelines

* For 2014, the Board must approve:

« 2014 test year load forecast, including the persistence of
historical 2011 and 2012 CDM programs, and expected 2013
and 2014 CDM programs impacts on the 2014 test year load

forecast; and
« Corresponding amounts used for establishing the 2014 LRAMVA
threshold by class

f&4 Ontario Energy Board
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2013 and 2014 LRAMVA (Concepts and Definitions)

* “Net"” versus "Gross”

* “Net” CDM - savings from customers taking advantage of OPA-
recognized programs

* “Gross” CDM - all CDM, including “free drivers”, “free riders”,
spillover

« “Annualized” OPA results

« OPAresults are reported on an annualized basis — assuming all
CDM, including new CDM, in effect for full year (January 1 to
December 31)

* Annualized results overstate “actual” impact in first year of
program, due to timing and uptake of new CDM programs
« 2011 and 2012 CDM program impacts are reflected in
actual 2011 and 2012 consumption

« and thus influence, in some manner, base load forecasts from
regression or NAC approaches

f&4 Ontario Energy Board
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2013 CDM Variable

* |Is there a CDM variable in the regression equation?

« If yes, how is it constructed?
— Segmented linear interpolation to construct monthly series
— Does not reflect seasonality/cyclicality of CDM savings

1 10 9 8 7 i 5 4 3 2 1 0

Mothly
value 1 2 3 4 5 i 7 8 9 10 11 12 8
Jan Feb Mar Apr May Jun July Aug Sept QOct Now Dec

Mid-paint 05 15 25 35 45 55 5 75 85 95 105 115 72
— What is the estimated coefficient? Is it reasonable?
» Often seeing CDM coefficients much larger (-6 to -8) — more than just
“gross-up” for free drivers/free riders (and losses)
* If no, how has historical CDM been accounted for?

— Assumed to be implicit in the historical data and reflected in
the base forecast before the CDM adjustment

f&4 Ontario Energy Board
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LRAMVA and CDM Adjustment

* The amount to be used for the LRAMVA and the CDM
adjustment are different, but related, amounts

* LRAMVA s based on net and annualized OPA reported
numbers for persistence of CDM programs from 2011 to
test year on the test year load forecast

« CDM adjustment on load forecast must recognize the
following:

* ‘“real” 2014 CDM impact on 2014 demand is less than annualized
(Y2 year rule used as default)

« 2011 and 2012 CDM program impacts are captured, in some
form, in 2011 and 2012 actuals

« CDM adjustment is the additional impact beyond what is in the
base forecast and reflecting that first year CDM program impacts
are not full annualized impact as reported by the OPA

f&4 Ontario Energy Board
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Board Policy and Practice ‘

« Centre Wellington Hydro Ltd. (EB-2012-0113) — May 28,
2013

« Accepts LRAMVA basis of cumulative “net” annualized OPA
results

« Historical CDM impacts in historical actuals and thus in base
forecast from regression/NAC method

« Half-year rule for 2013 CDM program on 2013 test year forecast
* Full-year persistence of 2012 CDM on 2013 test year forecast

« Settlement Agreements before and after largely
consistent with this

;»%;i Ontario Energy Board 20
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Appendix 2-l (Load Forecast CDM Adjustment Work

Form)

« Spreadsheet used in interrogatories in 2013 CoS
applications to use results to data and to derive the related
amounts for the LRAMVA and the CDM adjustment

« Updated for 2014 Cost of Service applications

« Flexibility to address possible issues

— 2012 CDM programs only have half-year impact on 2012 actuals, but need
annualized persistence in 2014 test year

— Adjustment for system losses if base forecast derived from system-purchased
kWh

;»%;i Ontario Energy Board 21
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OPA 2011 Final Results Report — August 31, 2012

Table 6: Net Peak Demand Savings at the End User Level (MW)

- ) Annual
Implementation Period 2011 2012 2013 2014
2011 - Verified 0.53 0.53 0.53 0.48
2012
2013
2014 0.00
Verified Net Annual Peak Demand Savings Persisting in 2014: 0.48
nder Bay Hydro Electricity Distribution Inc. 2014 Annual CDM Capacity Target: 8.48
Verified Portion of Peak Demand Savings Target Achieved in 2014(%). 5.63%
LDC Milestone submitted for 2011 =%
Variance | | |
Table 7: Net Energy Savings at the End User Level (GWh)
- ) Annual Cumulative
Implementation Period 2011 2012 2013 2014 2011-2014
2011 - Verified 216 216 216 203 8.50
2012
2013
2014
Verified Net Cumulative Energy Savings 2011-2014. 8.50
Thunder Bay Hydro Electricity Distribution Inc. 2011-2014 Cumulative CDM Energy Target: 47.38
Verified Portion of Cumulative Energy Target Achieved (%): 17.95%
LDC Milestone submitted for 2011 =%
Variance | | | |

f&4 Ontario Energy Board
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Appendix 2-1 — Data Inputs

4Year (2011-2014) kWh Target:

100,000

2011 2012 2013 2014 Total
2011 CDM Programs 10.00% 10.00% 10.00% 9.50% 39.50%
2012 CDM Programs 12.00% 11.95% 11.00% 34.95%
2013 CDM Programs 8.52% 8.52% 17.03%
2014 CDM Programs 8.52% 8.52%
Total in Year 10.00% 22.00% 30.47% 37.53% 100.00%

kWh

2011 CDM Programs 10,000.00 10,000.00 10,000.00 9,500.00 39,500.00
2012 CDM Programs 12,000.00 11,950.00 11,000.00 34,950.00
2013 CDM Programs 8,516.67 8,516.67 17,033.33
2014 CDM Programs 8,516.67 8,516.67
Total in Year 10,000.00 22,000.00 30,466.67 37,533.33 100,000.00

« Basic inputs for the top part of Appendix 2-I are the same as for the

OPA report.

« With 2011 and 2012 CDM impacts, including persistence out to 2014
are input, the model automatically calculates the incremental savings
needed and evenly allocates to 2013 and 2014 to achieve the 4-year

target.

Ontario Energy Board
Commission de I’énergie de I'Ontario
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Appendix 2-1 — Inputs (Continued)

Net-to-Gross Conversion

Is CDM adjustment being done on a "net" or "gross" basis? net

"Net-to-Gross"

"Gross" "Net" Difference Conversion Factor

Persistence of Historical CDM programs to 2014 kWh kWh kWh ('g")

2006-2010 CDM programs

2011 CDM program

2012 CDM program

2006 to 2011 OPA CDM programs: Persistence to

2013 0 0 0 0.00%

Weight Factor for Inclusion in CDM Adjustment to 2014 Load Forecast
2011 2012 2013 2014

Weight Factor for each Utility can select
year's CDM program impact 0 0.5 1 0.5 "0","0.5", or "1"
on 2014 load forecast from drop-down list

F%)i Ontario Energy Board
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Appendix 2-I - Outputs

2011 2012 2013 2014 Total for 2014
kWh
Amount used for CDM
threshold for LRAMVA 9,500.00 11,000.00 8,516.67 8,516.67 37,533.33
(2014)
Manual Adjustment for
2014 Load Forecast (billed - 5,500.00 8,516.67 4,258.33 18,275.00
basis)
Proposed Loss Factor (TLF) 4.79% Format: X.XX%
Manual Adjustment for
2014 Load Forecast (system - 5,763.45 8,924.62 4,462.31 19,150.37
purchased basis)

*  Outputs from Appendix 2-1 calculate the amount to be used for the LRAMVA and the
related but different number for the CDM adjustment.

« If the base forecast is on a system purchased basis, then the loss-adjusted amount
should be used; otherwise the billed CDM adjustment is used.

e The distributor must allocate the amounts for the LRAMVA and CDM adjustment to
customer classes on a reasonable basis.

;»%;i Ontario Energy Board
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Load Forecasting — General Issues (Recap)

Reasonableness of model(s)
*  From practical and economic theory perspectives
* Unintuitive variables and coefficient signs

Data availability and quality
* Do variables correspond with the drivers for demand in a utility’s service area?

* Are constructed variables reasonable conceptually?
* Applies to both historical data and forecasts for the bridge and test years

LRAMVA

* Accounting for CDM (particularly 2011 and 2012 CDM programs) in historical
data

¢ Adjustment for 2013 and 2014 CDM program impacts in test year load forecast

How good a methodology is needed for a forecast?
« Depends on utility’s circumstances

Lack of consistency in approaches complicates the review

;»%;i Ontario Energy Board 26
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2.6.2 — Load Forecast Variance Analysis

* As a check on the accuracy of the distributor’s past load
forecasts

« Variance analysis for customers/ connections, kWh, kW,
revenues showing:

i

Historical Board-Approved vs. historical actuals

Historical Board-approved vs. historical actual (weather-
normalized)

Historical actual (weather normalized) vs. preceding year

Last year historical actual (weather-normalized) vs. bridge year
forecast

Bridge year vs. Test year

Ontario Energy Board 27
Commission de I’énergie de I'Ontario



2.6.3 - Other Revenues ‘

« Breakdown of Other Distribution Revenues by accounts
(Appendix 2-F)
« Comparison of actual revenues for historical years vs.
bridge and test year forecasts
« Explanations of significant year-over-year variances

* New or changed Specific Service Charges

* Revenues from affiliate transactions, shared services or
Corporate Cost Allocation
» Revenue and Cost accounts must be identified

;»%;i Ontario Energy Board 28
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CDM Guidelines ‘

Board’s CDM Guidelines (EB-2012-0003), April 26, 2012
 LRAM = Lost Revenue Adjustment Mechanism

* LRAM history (pre-2011)

« LRAMVA Mechanism for 2011-2014

 The LRAMVA (Account 1568) captures the difference between net
verified CDM savings and the CDM component included in the
load forecast

K»%)i Ontario Energy Board 2
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LRAM vs LRAMVA

 What's the difference between LRAM and LRAMVA?
 How to calculate lost revenues remains the same

$LRAM = Distribution Volumetric Rate (for the applicable rate class) x
' Verified Net Savings (KWh or kW)

— LRAM — (pre-2011):
» Was a voluntary filing

» One-sided — no true up in the event that CDM amounts included in rates
were not realized

— LRAMVA (2011-2014):

» Is a mandatory filing

» Requires LDCs to compare its net CDM savings to the CDM adjustment it
made to its load forecast

;»%;i Ontario Energy Board 3
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LRAM for pre-2011 CDM Activities ‘

« LDCs that have rebased commencing in 2010 are not
eligible for LRAM claims for lost revenue associated with
the persistence of legacy programs in 2010 and beyond

« Eligible only if an explicit statement indicating that effects from
CDM programs will be dealt with at a later date was included in:

— CoS Decision
— Approved Settlement Agreement

« Expectation that any LRAM claims for the period prior to 2010
have been completed

 No LRAM claims are expected in 2014 cost of service applications
« Section 13.6 of the CDM Guidelines

* Reinforced through the Board’s decisions in the 2012 and
2013 IRM process

F%* Ontario Energy Board 4
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LRAMVA Calculation

« LRAMVA

1) Determine eligible savings for LRAMVA
2) Calculate lost revenues

(1) Final Verified Net Savings Results (kWh or kW) — CDM Component included in Load Forecast =
Eligible Savings (kWh or kW) for LRAN

(2) Eligible Savings (kWh or kW) x Distribution Volumetric Rate (for the applicable rate class) =
SLRAMVA

‘»%;i Ontario Energy Board 5
=== Commission de I’énergie de I’Ontario



LRAMVA Example #1 — No CDM In load forecast

« LDC-X did not have a CDM component included in last
approved load forecast

| Example Only
LDC-X LRAM Calculation: E=
(Cx33% x D1)
Year: 2012 +
Calculation: A | | B | | C=B-A || D1 | | D2 | (C x 66% x D2)
2012 OPA Information:
CDM Component of OPA Final Annual Energy Volume to Dlstrlbu.tlon Dlstrlbu.tlon Entry for 1568 LRAM
Approved OEB Forecast Report - 2012 Calculate Variance Volumetric Rate Volumetric Rate Account
2009 CoS (Jan - Apr) (May - Dec)
Customer Class kWh kW kWh kw kWh kw kWh kw kWh kW kWh | kW
Residential 0 0 80,000 15 80,000 15 $0.0139 $0.0139 $1,112.00
General Service <50 kW 0 0 75,000 25 75,000 25 $0.0120 $0.0120 $900.00
General Service 50 - 999 kW 0 0 0 0 0 0 $3.2562 $3.2621 $0.00
General Service 1000 - 4999 kW 0 0 0 0 0 0 $1.2490 $1.2512 $0.00
Sentinel Lighting 0 0 0 0 0 0 $59.4148 $59.5217 $0.00
Street Lighting 0 0 0 0 0 0 $5.7139 $5.7242 $0.00
Unmetered Scattered Load 0 0 0 0 0 0 $0.0083 $0.0083 $0.00
Total 0 0 155,000 40 155,000 40 $2,012.00 $0.00
Notes: In the OEB Approved forecast| [Above results are "Net| |Forecastless OPA For LDC-X, rates are effective from May 1. Above shows a Debit to
(CoS 2009), there were no Savings" taken from Reported "Net OPA Reports are based upon Annual LDC-X (receivable) due
CDM targets OPA's 2012 Final Savings" savings, not by month. Therefore have to losing revenue that
Annual Report (section split annual volume by 33% (Jan-Apr) and was notin the LDCs OEB
2.5.2 Results- LDC) 66% May-Dec) Approved forecast
;»%;i Ontario Energy Board 6
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LRAMVA Example #2 — CDM adjusted load forecast

* LDC-X included a CDM component in its last approved
load forecast

LDC-X LRAM Calculations:

Year: 2013 Example Only |
E=
(Cx33% x D1)
+
Calculation: A | | B | | C=B-A [ | D1 | | D2 | (C x 66% x D2)
2013 OPA Information:
et [ ommrmisnar | [y | Sviien T [ Ssroeien 7 [ ey tor st
Report - 2013 Calculate Variance Account
2013 CoS (Jan - Apr) (May - Dec)
Customer Class kWh kW kWh kw kWh kW kWh kw kWh kW kWh | kW
Residential 200,000 0 150,000 25 -50,000 25 $0.0139 $0.0140 (5696.67)
General Service <50 kW 75,000 0 70,000 20 -5,000 20 $0.0120 $0.0121 ($60.33)
General Service 50 - 999 kW 190,000 500 100,000 250 -90,000 -250 $3.2621 $3.2655 ($816.09)
General Service 1000 - 4999 kW 400,000 800 150,000 400 -250,000  -400 $1.2512 $1.2582 ($502.35)
Sentinel Lighting 5,000 20 800 5 -4,200 -15 $59.5217 $59.5267 ($892.88)
Street Lighting 150 1 0 0 -150 -1 $5.7242 $5.7292 ($5.73)
Unmetered Scattered Load 50 0 10 0 -40 0 $0.0083 $0.0087 (50.34)
Total 870,200 1,321 470,810 700 -399,390 -621 . ($757.34) ($2,217.04)
Fictitious rates
Fictitious results
Notes: In the current OEB Approved Above results are "Net| ([Forecastless OPA For LDC-X, rates are effective from May 1. Above shows a Credit to
forecast (CoS 2013), there Savings" taken from Reported "Net OPA Reports are based upon Annual LDC-X (payable) due to
were CDM targets OPA's 2013 Final Savings" savings, not by month. Therefore have over-collecting revenue
Annual Report (section split annual volume by 33% (Jan-Apr) and based on higher
2.5.2 Results- LDC) 66% May-Dec) forecasted CDM results

;»%;i Ontario Energy Board 7
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When to file LRMAVA recovery?

« CDM Guidelines Section 13.2: Disposition of the LRAMVA,
and,
« Chapter 2 & 3 of the Filing Requirements

« At a minimum, must apply for disposition of the balance in the
LRAMVA at the time of COS application

« May apply annually as part of IRM application, if balance is
deemed significant by the LDC

K»%)i Ontario Energy Board 8
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What to file for LRAMVA recovery

« When filing for LRAMVA recovery, the following information
needs to be included in your application

* Final evaluation report from the OPA
— Verified participation amounts

« Confirm use of the most recent input assumptions

« Separate tables, one for each rate class, that shows the net and
gross kW and kWh savings of each program, separated by year

» Separate tables, one for each rate class, that shows the LRAM
amounts requested by the year they are associated with and the
year the lost revenues took place

Program Years
(Divided by rate
class

Years that lost revenues took place
2011 2012 2013

2011 $xxx $xxx $xxx $xxx $XXX
2012 $xxx $xxx $xxx $XXX
2013 $xxx $xxx $XXX

2014 $xxx $XXX
— p— — — 0%

;»%;i Ontario Energy Board
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What to file for LRAMVA recovery (cont’d)

« LRAMVA supporting information (cont’'d):
 LRAM calculations

— LRAM variance — calculation of eligible savings (i.e. Final Verified
Savings — CDM Component in Load Forecast)

« Carrying charges (i.e. interest)
« Rate impacts, including proposed rate riders, by rate class

Note: A separate third party review of the distributors OPA-Contracted
Province-Wide CDM programs is not required.

« Continuity schedule will include the LRAMVA Account 1568

;»%;i Ontario Energy Board 10
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Contact Information

 If you have additional questions, please contact

« Josh Wasylyk, Advisor, Applications:
— 416-440-7723
— Josh.wasylyk@ontarioenergyboard.ca
« Market Operations Hotline:
— 416-440-7604
— Market.Operations@ontarioenergyboard.ca

;»%;i Ontario Energy Board 1
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Cost Allocation Filings: 2010-2014

Cost Allocation — Exhibit 7

— Policy Review [EB-2010-0219]
— Typical Exhibit 7 filings: 2010 and 2014
— Appendix 2-P: 2010 and 2014

— Cost Allocation Model:
> 2010
> 2013 (v. 3)
> 2014 (v. 3.1)

;»%;i Ontario Energy Board 2
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Cost Allocation Policy Review ‘

Report of the Board: “Review of Electricity Distribution
Cost Allocation Policy”, EB-2010-0219, March 31, 2011

* Required Changes
*  MicroFIT
* Miscellaneous Revenue
» Weighting Factors for Services and Billing
« Transformer Ownership Allowance
* Revenue to Cost Ratios

« Deferred for study and future development:
— Allocation by Host Distributor to Embedded Distributor(s)
— Unmetered Loads
— Load Displacement Generation

;»%;i Ontario Energy Board 3
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CA Changes: microFIT

MicroFIT

« 11 accounts relevant to microFIT cost responsibility
— Allocation of 11 accounts, focus on Residential share
— Calculation of unit cost: total allocated, per customer per month
— Model accumulates in worksheet O-3.6

« MicroFIT not yet treated as a rate class
— Revenue is included in Miscellaneous Revenue

* MicroFIT Rate Design
— Uniform rate updated annually,

— Source: updated O-3.6 from current applications, together with
most recent cost allocation filing from other distributors

;»%;i Ontario Energy Board 4
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CA Changes: Revenue Offset

Miscellaneous Revenue
— Model allocates Revenue Offset amongst rate classes
— Reflect underlying costs to the extent possible

— Allocated amount is included in revenue to cost ratio for each
class

* Principle: allocation of revenue should be the same as the
allocation of the underlying costs

— SSS administration is now USoA 4082, allocated by customer
count

— Account set-up is a sub-account of 4235, allocated by weighted
number of bills.

— Pole Rental reflects Primary versus Secondary distribution
voltage

— Most M.I. accounts continue to be allocated by composite
allocator (OM&A)

F%)i Ontario Energy Board 5
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CA Changes: Weighting Factors

Weighting Factors

« Meters (installed cost per customer) and meter reading are calculated
from inputs to I-7.1 and I-7.2

» Services (account 1855)
« Billing and Collecting (accounts 5315 — 5330, 5305, 5340)

« Weighting factors are to be based on the applicant’s
examination of its own relative costs

— Default weights may be used, with demonstration that alternatives
have been examined

* Improved Instructions and examples, included as a
worksheet of the model

21 Ontario Energy Board
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CA Changes: Transformers

« Revenue Requirement includes the (forecast) cost of transformers

owned and provided by the distributor
* Revenue Requirement does not include the “cost” of the Transformer
Ownership Allowance

« Revenue is calculated as (forecast) actual revenue, net of TOA

« If some customers in a rate class provide their own transformer and
others use a distributor-owned transformer, load forecast is split --
revenue Is calculated partly at published rate and partly at rate net of

TOA

- Data inputs:
 Revenue: worksheet I-6.1, changed in version 3

* Cost: worksheet I-8, unchanged

;»%;i Ontario Energy Board
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CA Changes: Ratio Policy Range

* Revenue to Cost Ratios
« Range for ratios was narrowed for some classes

Residential 851to 115 %
General Service < 50 kW 80 to 120 %
General Service 50 — 4999 kW 80 to 120 %
Large User 85t0 115 %
Unmetered Scattered Load 80 to 120 %
Street Lighting 70t0 120 %
Sentinel Lighting 80 to 120 %

;»%;i Ontario Energy Board 8
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CA Changes: Ratio Policy Range

* Model now generates “status quo” ratios:
— Input forecast of charge determinants and current 2013 rates
— Model calculates class revenue at current rates
— Does not calculate a ratio using current rates

« Deficiency factor:

total base revenue requirement

d=

distribution revenue at existing rates

« Status quo ratios, as if all rates increased by “d”

class revenue at existing rates X d

class revenue requirement

K»%)i Ontario Energy Board
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CA Changes: Host Distributors

« Separate Embedded Distributor Class — no change in policy
* Use CA model and Appendix 2-P
* Appendix 2-Q is a useful framework, but not required to file

« Embedded Distributors included in a General Service Class

* Include as a customer of the class in data inputs: customer count,
load forecast, revenue, etc.

« File Appendix 2-Q); full detail not required
— Memo to distributors, July 16, 2013

;»%;i Ontario Energy Board 10
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CA - Unmetered Loads Consultation (EB-

2012-0383

WG members included:
* Hydro One Networks, CLD, CHEC, and Innisfil Hydro
* Municipalities: City of Toronto, Brampton, Hamilton, and AMO
* VECC, Energy Probe, Rogers Cable

Consultant’s Report issued May 17, 2013
« Qutlines consultant’s key areas of recommendation

* Includes common sense recommendations** that may warrant
consideration in 2014 Cost of Service:
— Updating data
— Communication
— Conditions of Service
— Cost Allocation Model instructions & examples
— Terminology and Definitions

**Consultation is ongoing --- Board has not yet opined on the Consultant's Recommendations

;»%;i Ontario Energy Board 11
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CA - Unmetered Loads Consultation (EB-

2012-0383

Load and Asset Data:
«  Adjust billing when updated & vetted kW/kWh data from customer provided

« Falir to expect up or down adjustments, e.g. efficiency improvements or additional
load(s)

Methodology
Derive appropriate Weighting Factors; not default, provide clear narrative
«  Connection configuration: “daisy-chaining” should be paired with appropriate factors

«  Service weights should reflect true apportionment of work (between customer and
distributor)

*  Minimum system method — continue to use appropriate customer-related & demand
related allocators

Communication:

« Engage customers well in advance of application

«  Explain approach to allocation

« Discuss responsibilities, e.g. new technology deployment
« Address customer concerns

Terminology & Definitions:
« Make careful use of Device, Connection, Account, Customer, and other definitions

f@i Ontario Energy Board 12
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Cost Allocation Filings: 2010-2014

Exhibit 7, then and now:

« Summary description, highlighting re-balancing (if any)
— 2010 example: 135 pages of 760 total
— 2013 example: 20 pages of nearly 2000 total

Appendix 2-P, then and now:

« 1 page then (WORD) versus 2 pages now (Excel)
* Revenue to cost ratios:
— Then: 2 ratios: “before & after”
— Now: 3 ratios: existing, “status quo”, proposed (test year)

Appendix 2-Q

— Provides sharper focus on embedded distributor(s) than CA model

» Information required of host distributor, if no separate class of embedded
distributor(s)

Cost allocation model, then and now

— Then: rolled-up version okay; print of all input and output sheets
— Now: live Excel spreadsheet required

;»%;i Ontario Energy Board 13
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Cost Allocation Framework

Conceptual Framework unchanged, basic Model little changed
¢ Customer Classes: worksheet 12

* Functionalization
*  Preparing USo0A account forecast data
«  Worksheets: I-3 (trial balance forecasts); I-4 (asset sub-accounts where required)

« Categorization:

* Accounts by demand-related, customer-related, partial (minimum system)
*  Worksheets: E1; 1-5.1 cell D21

* Allocation:
« Allocator for each account: policy effected in worksheet E-4
« Allocator values (allocation to all classes adds to 100%): worksheet E-2
« Data Input: worksheets I-5, 1-6, I-7, 1-8, I-9
» Detailed calculations: worksheets O-4, O-5, O-6, O-7
*  Main results: worksheets O-1, O-2
¢ Other results: 0-2.1 —2.5; 0-3.1 - 3.5
e microFIT unit cost (worksheet O-3.6) new with version 3.0

;»%;i Ontario Energy Board 14
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Rate Re-balancing

« Applicant provides Appendix 2-P:
1. Approved revenue-to-cost ratios
2. Status quo ratios
3. Proposed ratios

* Policy Is unchanged: if any status quo ratio is outside the
Board’s policy range, proposed rates must adjust to produce
a ratio in the applicable range

* Applicant may propose:
movement within range
> expected outcome: direction of any movement is toward 100%

movement to include subsequent (IRM) years to mitigate impacts
» proposed and approved as part of the COS proceeding

;»%;i Ontario Energy Board 15
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CA Model: version 3.1 vs. 3.0

Version 3.1

« Updated list of accounts in worksheet |-3 “Trial Balance’

* Removes formula from version 3.0 for annual recovery of PP&E
balance

* Recovery of Accounts 1575, 1576 by rate rider in 2014
— Memo June 25, 2013

* Direct Allocation
» provides for inclusion of overhead costs in revenue requirement

« Easier to use:
* Clearer instructions
— especially re Weighting Factors
* New colour coding on worksheet I-3

;»%;i Ontario Energy Board
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