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1. OVERVIEW

Toronto Hydro-Electric System Limited (“Toronto Hydro” or the “utility”) is proud to present its 2025-2029
Investment Plan (the “Investment Plan”), which proposes investments of approximately $5.9 billion in
expanding, modernizing and sustaining the foundations of a safe and reliable grid to serve the current and

future electricity needs of the homes, businesses and institutions of Toronto.

A fundamental shift — known as the energy transition — is underway. There is broad societal, academic and
policy consensus that the demand for electricity will roughly double over the coming decades.! Customers
are adopting new technologies powered by electricity at unprecedented rates as part of a societal-wide and
international movement to reduce reliance on fossil fuels in order to mitigate the worst existential and
economic impacts of climate change. Toronto Hydro needs to get ready for this electrified future now by
preparing its grid and operations to serve increases in customer demand and offer customers greater choice
with respect to their energy use, while also addressing other major challenges that persist: deteriorating
infrastructure, a complex operating environment, rapid population growth, an evolving workforce, more

frequent extreme weather events, and the rise of cyber threats.

As the trusted steward of the distribution system in Toronto, the utility recognizes that customers and
stakeholders expect it to make the necessary investments to confront these challenges while also balancing
price and service quality outcomes in both the near and long term. Toronto Hydro places paramount
importance on fulfilling this responsibility. The Investment Plan makes the minimum investments necessary
(the “least regrets” investments) to maintain key outcomes in the near-term while also making paced and
deliberate progress in readying the grid and utility operations for the future, irrespective of the path the energy
transition takes. Investments with long lead times (e.g. infrastructure and human capital) must be made now
to provide customers and policymakers a full range of options and choices for a decarbonized future, and
the utility must have the flexibility to adapt plans as needed to be responsive to the varying degrees of
uncertainty that still remain as to exactly when and how future demand will manifest.

Toronto Hydro developed the Investment Plan through an integrated and iterative planning process that
considered customer feedback from start to finish, along with sophisticated system performance analysis,
and other technical information produced by subject matter experts who have deep expertise in managing
the electrical grid and its enabling operating systems. A record number of energy consumers — over 33,000
residential and business customers — reviewed the Investment Plan, and 84 percent supported the plan as

presented or one that does even more to advance key outcomes.?

The Investment Plan builds on past improvements in safety, reliability and customer service outcomes,

ensuring that this foundation of high-performance continues to be maintained while building a modern,



resilient grid for the decades to come.? It is organized around four investment priorities: (a) sustainment and
stewardship (maintaining the foundations of a safe and reliable grid); (b) modernization (adopting new
technology to improve system performance and reduce costs); (c) growth and electrification (connecting and
serving growing demand for electricity); and (d) general plant (decarbonizing and keeping the business

running efficiently).

Delivering customer value through performance is Toronto Hydro’s ethos. To demonstrate its unwavering
commitment, the utility is holding itself financially accountable for achieving key outcomes that matter to
customers and deliver long-term value to ratepayers and stakeholders. The utility intends to track and
transparently report its performance across 41 unique performance measures annually through its
scorecards and regulatory filings, and introduced an innovative performance incentive mechanism which
provides customers with an upfront rate reduction benefit of $65 million that the utility only earns back upon
achievement of targeted objectives. Toronto Hydro understands that this is the level of accountability that

customers and stakeholders deserve and expect.*

Toronto Hydro believes that it has struck the appropriate balance between maintaining the reasonable prices
and reliable service levels that customers value while making the minimum necessary investments to
respond to the imperatives of the ongoing energy transition so that the local grid can safely, reliably and

efficiently serve customers for decades to come.

2. BACKGROUND & OPERATING CONTEXT

2.1 Corporate Overview

Toronto Hydro distributes electricity to Canada’s largest — and North America’s second fastest growing —
city.> The utility serves over 3 million residents, 28 million visitors annually, approximately 100,000
businesses,® more than 35 hospitals and post-secondary institutions,” and the financial centre of Canada.
Toronto has a dense urban core with approximately 11.5 million trees,® and it takes approximately 15,000
circuit kilometres of overhead wires and 13,800 circuit kilometres of underground wires® to serve the city's

630 square kilometres.1° That is enough cable to cross the entire country of Canada nearly six times.

Toronto Hydro takes seriously the duty of serving such a complex service territory. The utility proudly
confronts the associated challenges and does so in the safe and reliable manner that customers expect. In
order to keep pace with these challenges, Toronto Hydro has spent the last decade renewing its aging and
deteriorating grid, hardening the system against increasingly frequent and severe extreme weather,
renewing its aging workforce, and investing in key areas such as customer service, cyber security and city

growth to meet evolving customer requirements and external pressures.



These investments have lived up to customer and stakeholder expectations for fewer and shorter outages,
better customer service and faster problem resolution, more self-serve and information-on-demand tools, an
industry-leading safety performance record, and sustained efficiency benefits of a utility mature in its
productivity journey.!

2.2 Energy Transition and Electrification

While Toronto Hydro is proud of its recent achievements, there is a paradigm shift underway. For nearly two
decades, Toronto Hydro’s demand has been largely flat, as investments in conservation and energy
efficiency helped offset significant growth in Toronto. However, market evolution and public policy are
changing this trajectory, driving customers to adopt advanced electrified technologies — such as electric
vehicles (EVs), solar panels, home energy storage, heat pumps and electric water boilers — which are
increasing customer demand and expectations for outcomes. The utility must evolve and invest in grid-side
and operational technologies to address new imperatives flowing from these fundamental shifts in public

policy objectives related to climate change, technological advancement, and customer needs and priorities. 12

In light of these cultural shifts, all levels of government have adopted greenhouse gas (GHG) emission
targets and incentives for fuel switching to clean energy sources.3 The City of Toronto has declared a climate
emergency requiring immediate and sustained action. TransformTO — the City’s ambitious plan to achieve
net zero community-wide emissions by 2040 — recognizes that most emissions come from two sources:
buildings (approximately 58% of community-wide emissions, mostly from natural gas used for space and
water heating) and transportation (approximately 33% of community-wide emissions, mainly from car and

passenger trucks),4 and has adopted strategies including:

e the Net Zero Existing Building Strategy,'® which targets decarbonizing existing homes and business,
including establishing emissions targets; and

e the Electric Vehicle Strategy, which targets having 30 percent of all registered vehicles in Toronto
be electric by 2030, necessitating increased access to EV charging infrastructure across the city
(primarily installed by Toronto Parking Authority with support from Toronto Hydro). 16

The City of Toronto intends to reduce these sources of emissions through by-laws, policy and standards

encouraging customer uptake of electrified technologies, including:

e the Toronto Green Standard, which sets sustainable design and performance requirements for new
developments, with the goal of all new buildings being near zero emissions after 2030;"
e the Home Energy Loan Program,*® Energy Retrofit Loans,!® and Green Will Initiative,2° which provide

financial incentives and support services; and



e proposed implementation of a mandatory emissions performance standard that would require all

existing buildings to reduce their emissions over time.2!

These critical climate change mitigation and adaptation efforts demand a bigger, more efficient and more
resilient system that will serve customers for generations to come. The grid must be ready when people plug
in to decarbonize their lives, and these decarbonization imperatives are driving a fundamental transformation

of the energy ecosystem within which Toronto Hydro operates.

However, this transformation introduces a new tension in the utility’s planning process. How and when
decarbonization and electrification materializes has degrees of uncertainty; whether the pace of change is
faster or slower and which technologies customers and policymakers choose exist on a continuum of
possible paths.?2 To fulfill its core mandate, Toronto Hydro must ensure that the grid and its operations are
capable of serving Torontonians when and where they require electricity. This, by definition, requires the
utility to invest ahead of demand materializing — whether that be demand in terms of load or service quality
requirements. Hard asset investments and human capital investments both require a long lead time. Just as
it can take years to build a new transformer station or complete an overhead rebuild project, it takes years

to train and develop new employees, especially with advanced digital skill sets and capabilities.

In order to reconcile the tension between long-lead-time investments and uncertainty, Toronto Hydro has
oriented itself around the principle of “least regrets investments” in designing its 2025-2029 Investment Plan
to identify investments that can be made in the 2025-2029 period with a high degree of confidence that they
will provide value to ratepayers irrespective of what the future holds.2® This principle is discussed in more

detail in the Business Planning & Customer Engagement section below.

2.3 Material Challenges

At the same time that Toronto Hydro is responding to this paradigm-shifting change, the challenges of the
past persist, and continued investments in the foundations of utility stewardship are still necessary to
maintain the table stakes of a safe and reliable grid, supported by responsive customer service. Toronto
Hydro faces a number of distinct challenges in upkeeping, expanding and modernizing its distribution system.
Each of the challenges discussed below exacerbate the energy transition discussed above and are explained

in further detail throughout the 39 capital and operations programs that form the 2025-2029 Investment Plan.

2.3.1Deteriorating Infrastructure

Toronto Hydro owns and operates a mature distribution system. Despite notable achievements in renewing
the grid and improving reliability over the last decade, defective equipment continues to be a leading
contributor to the duration of outages on the grid, representing approximately 40% of annual power

interruptions experienced by customers based on duration (excluding Loss of Supply and Major Events).?*



Figure 1: SAIDI (Excluding Loss of Supply & Major Events) Breakdown by Outage
Cause 2018-2022
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Approximately a quarter of the utility’s grid equipment continues to operate past useful life. An additional 11
percent is expected to reach that point by 2030, unless the utility invests in upkeeping system infrastructure
in the 2025-2029 period. Allowing the number of assets past useful life to grow increases the likelihood of
power outages due to equipment failure (which are costlier and take longer to resolve), puts public and
employee safety at risk, and leads to negative environmental outcomes. To manage these risks, Toronto
Hydro must regularly inspect equipment to maintain its condition, and replace equipment that is in bad

condition or performing poorly, before a failure occurs.?®

2.3.2Complex Operating Conditions

Toronto Hydro operates in a complex urban environment based on the dense nature of the city’s population,
the age of the city’s infrastructure, and the nature of its customer makeup. These each pose material

challenges in the utility’s day-to-day operations.

Toronto is an urban service territory with a population density of 4,428 people per kilometer.?¢ Table 1 below

compares Toronto’s population density with the five largest cities in Ontario:



Table 1: Ontario Cities Population Density?’

Ontario's 5 Largest

Population Density

Cities by Population

Population (People)

Land Mass (km?)

(People/km)

Toronto 2,794,356 631.1 4,428
Ottawa 1,017,449 2788.2 365
Mississauga 717,961 292.74 2,453
Brampton 656,480 265.89 2,469
Hamilton 569,353 1118.31 509

Based on Census Subdivision data from 2021 Census

The density of Toronto Hydro’s service territory is unique even within an international context due to the ever-

increasing number of high-rise buildings. As seen in the table below, New York City is the only urban centre

in the world with more high-rise buildings than Toronto:

Table 2: International Cities High-Rise Buildings?®

Country High-Rise Buildings
1 New York City United States 6,223
2 Toronto Canada 2,598
3 Seoul South Korea 2,578
4 Dubai United Arab Emirates 2,360
5 Hong Kong China 1,916
6 Tokyo Japan 1,533
7 Busan South Korea 1,311
8 Kyiv Ukraine 1,275
9 Chicago United States 1,247
10 Shanghai China 1,236

As a dense and old city by North American standards, Toronto also suffers from a challenging combination
of legacy standards, limited availably of rights of way for locating distribution equipment, underground
congestion which drives a need for increased co-ordination with other utility providers (e.g. water, transit,
natural gas, telecommunications), complex permitting and approval processes, longer drive times due to

traffic congestion, limitations on the size and scale of distribution assets, and disruptions related to large-



scale local events. All of these considerations translate into significant planning and coordination

requirements, adding both time and costs to system maintenance, renewal and enhancement investments.?2°

Beyond challenges created by service territory density and asset vintage, the unique customer make-up in
Toronto’s downtown core also places additional weight on Toronto Hydro’s responsibility as a system
operator. This customer composition — which includes major hospitals, the provincial legislature, and
headquarters of banks, businesses and other critical financial institutions — necessitates elevated
requirements for reliability and continuity of service to customers whose operations are critical to the sound
functioning of the provincial and federal economy. As a result, Toronto Hydro’s downtown system is designed

and operated with a high-level redundancy, which in turn requires that additional prudent costs be incurred.3°

2.3.3 A Growing City

The population of Toronto is also booming and expected to grow by approximately 23.8 percent between
2021 and 2031, a marked increase from the 6.8 percent growth over the prior decade (from 2011 to 2021).3!
The growth is concentrated in certain pockets, namely the downtown core and along transit corridors, and is
oriented vertically with a continuing trend of high-rise developments. This has resulted in a marked need for
new housing, transit solutions and infrastructure, all of which must be serviced by Toronto Hydro in the years

to come.32

A salient data point that bears out this staggering growth is that Toronto has led the North American crane

count since 2015 by a margin that is almost equivalent to the rest of the cities combined.33

Figure 1: RLB Crane Index - Q1 2023
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In addition to high-rise buildings, this growth is also driving the development of sustainable new housing
communities through the redevelopment of areas such as Downsview, the Golden Mile and the Port Lands,
some of which are planned as net zero communities and to meet the highest performance measures of the

Toronto Green Standard.34

The significant expansion of transit networks is also needed to support this population growth, and there are
numerous new projects under construction in the city, including the Yonge North Subway Extension, Finch

West LRT, Scarborough Subway Extension, Eglinton Crosstown West Extension, and the Ontario Line.3>

Finally, this growth is also putting additional stress on the system through the incremental loads associated
with technology and digitalization. In addition to organic growth, Toronto has become Canada’s largest data
center market, with 107 MVA of incremental demand load connected during the 2020-2024 period and 207

MVA forecasted to come online from 2025-2029.36

2.3.4 Extreme Weather

Extreme weather amplifies the challenge of distributing electricity to a mature, dense and rapidly growing
urban city. Heat, high winds, heavy rainfall, freezing rain and heavy snowfall can cause major system
damage and result in prolonged power outages. As evidenced by recent events (outlined in Table 3 below),
extreme weather has become a regular operating condition that the utility must consider and manage in its
day-to-day operations and long-term planning activities. With the frequency and intensity of adverse weather
increasing due to climate change, Toronto Hydro’s grid and operations must become more resilient to this

challenge.

Table 3: Extreme Weather (January 2020 through May 2022)

Event Description of Impact

High Winds Storm | ¢ 142,052 customers impacted at its peak

(May 2022) e 5 days to restore power to all customers

Flash Storm e 20,000 customers impacted at peak

(August 2021) e 2 days to restore power to impacted customers
Thunderstorm

e Aline of thunderstorms with windspeeds in excess of 75 km/h
e 12,000 customers were impacted at its peak
e Service restored for the majority of customers within 2 days

High Volume
Event
(July 2021)




Event Description of Impact

e Wind expected to reach ~95km/h
e 22,000 customers impacted at its peak
o 1 day to restore power to impacted customers

High Wind Event
(April 2021)

High Wind Event | e Winds in excess of 100 km/h
(November 2020) | e Estimated 8,000 customers impacted and 101 outages at its peak

e Approximately 50-70mm of rain
e 50,000 customers impacted at peak
e Impacted customers restored within 2 days

Flash Storm
(July 2020)

e Approximately 60mm of rain, 5-15mm of ice and 90 km/h winds
e 4,900 customers impacted at its peak
e Impacted customers restored within 3 days

Adverse Weather
(January 2020)

Adverse weather affects the distribution system in different ways. The underground system is vulnerable to
flooding from extreme rainfall, while the overhead system is susceptible to extreme winds, freezing rain and
wet snow, resulting in damage and outages. Broken trees and the weight of ice and snow accretions can
bring lines, poles and associated equipment to the ground. For instance, in May 2022, an extreme wind event
known as a derecho storm struck Southern Ontario and Quebec with 120+km/h winds. These extreme winds
caused substantial damage to vegetation, which in turn took down overhead distribution wires and
equipment, leaving approximately 142,000 customers (18% of Toronto Hydro’s total customer base) without
power at the peak of the storm. While the majority of customers were restored within 48 hours, it took

approximately five days and cost approximately $2.35 million to restore power to all customers.3”

2.3.1 Technology Advancements

Technology and innovation are also driving the need for a more dynamic system that is transitioning away
from usual patterns of supply and demand towards more complex interactions and inputs in electricity
generated and consumed. The role of the utility continues to evolve to support the a smart grid ecosystem,
comprising renewable and other distributed energy resources (DER) such as electric vehicles, solar panels

and battery energy storage systems.

Customers are showing a continued interest in participating in the electricity system as both consumers and
producers of power. DER connections have grown in recent years as a result of government policies and

declining costs of technologies such as solar panels. By the end of the decade, Toronto Hydro expects to



have over 4,400 DER connection projects representing a total installed capacity of approximately 517 MW,

an increase of approximately 67 percent compared to 2022.38

Integrating DERSs into the grid provides customers more tools to actively manage their energy needs and
enables the grid to be supplied by locally-generated renewable electricity resources. To advance these
outcomes, Toronto Hydro must address the significant challenge of accommodating electrons that flow bi-
directionally within a grid that was not built for this type of supply and demand. Equipment that has a high
number of DER connections is more likely to experience unstable conditions that pose significant reliability
and safety risks to the system and its users. Toronto Hydro monitors all DER connections closely for these
factors to ensure that the grid remains safe and reliable for customers, and is building advanced grid

capabilities to mitigate against these risks and enable DER adoption by customers in the future.3®

Technological advancement also poses the challenge of managing a heightened risk of digital security
threats, as cybercrime intensifies across Canada due to changing geopolitical dynamics. While smart grid
systems, infrastructure automation, and other technological advancements being used by the utility and its
customers offer many benefits, they also increase the exposure of the grid (and those connected to it) to
greater risk of attack by hostile actors. This intensifying global challenge is particularly acute in major
economic centers such as Toronto. Electric utilities are targets for security attacks because of the critical
role they play in enabling essential services (e.g. hospitals, public transit, water treatment systems,

communications and traffic management) and the databases of sensitive information they possess.4°

Toronto Hydro needs to prepare itself to assist customers in taking advantage of technological innovation

and advancements while also protecting itself and its customers from the risks they introduce.

2.3.2 Workforce Challenges

Toronto Hydro relies on its highly-skilled and dedicated workforce to deliver safe, reliable and efficient
electricity services to its customers. This workforce consists of approximately 70 distinct roles including:
dispatchers that run a 24/7 year-round control center to enable power to be restored as quickly as possible
during unplanned events; 4! skilled trades that inspect, maintain and replace assets to remediate critical
deficiencies; engineers and other technical experts that diligently plan, design, manage and optimize the
grid’s performance; information technology experts that keep critical systems reliable for operations and
secure against intensifying cyber threats; 42 and customer service and other professionals with expertise in
areas such finance, human resources, law and regulation that deliver positive customer experience and

ensure the company operates in a compliant, safe and environmentally responsible manner.*3

Since 2015, Toronto Hydro has served the needs of a growing city, evolving customer and policy demands,

and an aging system while addressing intensifying challenges identified above, with a staffing complement



that is essentially flat from 2015 to 2024. Over this period, as Toronto Hydro’s replenished a large wave of
retirements, it also right-sized its workforce through continuous improvements in productivity, including
harmonizing key jobs to create a more agile compliment of staff, and automating manual processes to
increase employee output levels.#* As shown below, compared to its Ontario peers, Toronto Hydro’s

workforce reflects the utility’s past efforts to increase resource throughput and utilization.*°

Figure 6: FTE per GWh of Load Served
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As the utility takes least-regrets actions to expand and modernize the grid to be ready and equipped for a
once-in-a century transformation of the energy system, it similarly needs to invest in resources with new and
enhanced skill sets to get the work done safely and cost-effectively. Just as it takes years to build new
transformer stations or convert an area of the city served by legacy infrastructure to modern standards,
human capital investments require long lead times, with the average employee undergoing multiple years of
training and development to acquire the specialized skills and experience necessary to become a fully
competent contributor. Due to the long lead time required for investment in both grid and human capital,
Toronto Hydro must begin work today to be prepared to handle increased demand and consumption, bi-
directional power flows, increased societal reliance on electricity, and enhanced customer expectations that

naturally flow from these evolutions.

After nearly a decade of managing with a headcount plan that is essentially flat from 2015 to 2024, it is no
longer possible for Toronto Hydro to meet its obligations without additional resources. Workforce levels need
to grow by approximately 25 percent over the coming years for the utility to have the required resourcing
capacity and capabilities to sustain foundations of a safe and reliable grid and meet the imperatives of an
urban city and customers who are increasingly relying on electricity to expand, digitize and decarbonize their

footprint.46



As a result of past achievements in right-sizing its workforce and establishing dynamic partnerships with
colleges and universities for direct recruiting and collaborative curriculum building, Toronto Hydro is ready to
bring on the additional talent needed to meet the challenges of the next decade and prepare the grid and its

operations to serve Toronto’s growth and net zero objectives.

3. BUSINESS PLANNING & CUSTOMER ENGAGEMENT

While the preceding discussion sets the operating context for the current challenges facing Toronto Hydro,
the utility recognizes that customers and stakeholders expect it to prepare a responsible multi-year plan that
balances the need to confront those challenges with price and service quality outcomes. Accordingly,
Toronto Hydro has a robust customer engagement program and planning process that ensures customer

feedback is incorporated into its investment priorities, plans and projects.

Customer engagement is deeply embedded in the utility’s planning process, ensuring that customer
feedback informs Toronto Hydro’s multi-year investment priorities and draws alignment with needs and
expectations. The utility starts with an assessment of customer needs and preferences. Toronto Hydro then
develops an initial capital plan that targets certain short and long-term performance goals for the system.
From this point, an iterative planning process, including additional customer engagement, refines pacing and

other assumptions until the right balance between price and service quality outcomes is met.*’

The following sections discuss the stages of that engagement and planning process in further detail.

3.1 Assessing Customer Needs and Priorities
Toronto Hydro began the planning process by engaging its customers with a survey to understand their
needs and preferences for the 2025-2029 period. The feedback from customers centered around the

following core themes:

e Price and Reliability — Price and reliability continue to be top customer priorities, with reliability
having become more important to residential customers over the last five years. Customers
prioritize reducing the length of outages, with a particular focus on outages related to adverse
weather. Key Account customers are more sensitive to power interruptions and prioritize reducing

the total number of outages, including momentary interruptions.

e New Technology — Almost equally to price and reliability, customers expect the utility to invest in
new technology that will reduce costs and make the system better in the future, as long as the costs

and benefits are clear.

e System Capacity — Finally, customers expect Toronto Hydro to invest proactively in system

capacity to ensure that high growth areas do not experience a decrease in service levels. It is



worthy of note that the majority of Key Account customers surveyed have goals to reduce their net
GHG emissions to zero, and expect Toronto Hydro to support them in meeting their climate
objectives by ensuring that the system has capacity for growth and by providing them advisory

services to support their decarbonization-through-electrification journey.4®

These core themes then formed the basis of the planning work to come.

3.2 Integrated Planning

Toronto Hydro began integrating planning by adopting four strategic priorities for the plan, informed by
customer feedback: (a) sustainment and stewardship (maintain the foundations of a safe and reliable grid);
(b) modernization (adopt new technology to improve system performance and reduce costs); (c) growth and
electrification (connect and serve growing demand for electricity); and (d) general plant (decarbonize and
keep the business running efficiently). For each of these strategic priorities, Toronto Hydro set performance
objectives aligned with customer feedback that provide value for customers and are meaningful to its

operations, including to:

e invest enough in the sustainment of asset health and other leading indicators of asset risk to maintain

reliability performance;

e prioritize investments in technology to modernize the grid and develop advanced operational

capabilities to make the system better for the future; and

e invest proactively in system capacity to ensure that the grid is able to support future growth without

compromising other outcomes like safety and reliability.

Through an iterative process that spanned over a year, Toronto Hydro system planners and experts worked
diligently to identify the minimum investments necessary to meet these objectives and balance near-and
long-term service quality performance with price impacts for customers.#® Achieving this important balance
entailed both top-down direction with respect to price constraints and budget limits, and bottom-up analysis

of system requirements and performance levels.

In this process, Toronto Hydro employed the principle of least regrets investment. Through the use of a new
tool — the Future Energy Scenarios model — the utility modelled the grid impacts of a range of possible future
peak demand scenarios based on the interaction between different policy, technology and consumer
behaviour assumptions. Looking at these scenarios, Toronto Hydro was able to test whether the plan: (a)
maintains reasonable rates without jeopardizing longer-term system performance outcomes; (b) provides
value to customers regardless of what particular technologies are adopted to decarbonize key sectors of the
economy; and (c) is able to accommodate a range of possible energy transition scenarios in the next decade

so that the local grid can facilitate any path that customers or policymakers choose.%°



Toronto Hydro also retained external experts to conduct assessments of its current performance, including
performing studies on how Toronto Hydro compares to other peers on total cost productivity, reliability
performance, compensation and benefits, unit costs, and information technology cost and maturity. The
results, which are filed with this application, show that Toronto Hydro’s cost performance is comparable to,
and in many cases fares better than, its peers when key considerations, such as the density and congestion

of its urban operating environment, are considered.5!

3.3 Plan Validation and Finalization

In the spring of 2023, Toronto Hydro went back to customers for feedback on its draft plan to ensure that the
utility met the right balance between price and progress towards outcomes that customers value. Through
the use of a comprehensive online survey, more than 33,000 customers (representing roughly 4.3 percent
of the total customer base) reviewed the draft plan and provided valuable input. Toronto Hydro was pleased
to see such a high level of engagement by its customers. Nearly three times more people completed the

workbook compared to the similar study conducted in the lead up to the last major rate application.

To help customers understand the investment priorities and express their preferences, Toronto Hydro broke

down the draft plan into seven choices:

e Modernization — investments to build a smarter, more efficient and resilient grid for the future.

e Growth —investments to increase the grid’s capacity to serve customers’ growing electricity needs.
e Sustainment: Reliability — investments to manage reliability risk due to equipment failure.

e Sustainment: Stewardship — investments in the paced upkeep of equipment at or near end of life.
e Sustainment: Standardization — investments to standardize outdated equipment.

e General Plant — investments in fleet, facilities and IT infrastructure to run the business efficiently

e Decarbonization — investments to reduce GHG emissions from Toronto Hydro’s operations by

electrifying fleet and facilities assets.

For each investment choice, customers were provided with the option of spending more or less for faster or
slower progress towards key outcomes such as reliability, system health, customer service, efficiency and
environment. This approach made it more accessible for customers to understand the key priorities of the
plan and express trade-offs between price and other key outcomes. The feedback provided Toronto Hydro
valuable insights into customer preferences, which was applied to refine and finalize the 2025-2029

Investment Plan.52

Table 2 below presents the rate impacts of the finalized 2025-2029 Investment Plan. For a typical residential
customer, the proposal results in an average monthly distribution rate increase of $3.44 per month, per year,
starting in 2025 through 2029. These rate impacts were considered by customers of all rate classes through

the online survey, 84 percent of which on average supported the draft plan and its associated rate impacts.



Further, 18 percent of these customers supported a plan that does even more to advance key outcomes.

These results validate that Toronto Hydro’s 2025-2029 Investment Plan strikes the right balance between

price and progress towards outcomes that customers value.>3

Table 4. Summary of 2025-2029 Proposed Distribution Rate Change®

1,000-4,999 kw

2027 Monthly
Average

Residential $3.24 $3.40 $3.72 $3.97 $2.86 $3.44
Competitive
Sector Multi-Unit -$1.27 $1.84 $2.18 $2.27 $1.64 $1.33
Residential
General Service
<50 kW $14.18 $9.24 $9.61 $10.67 $7.29 $10.20
General Service
50-999 kW $235.35 $166.42 $175.01 $192.67 $150.45 $183.98
General Service $1,093.46 | $1,466.61 | $1,516.65 | $1,599.65 | $1,381.30 | $1,591.53

Scattered Load

Monthly

Average
Large Use $10,124.44 | $5.874.70 | $8,564.26 | $9,530.78 | $7,560.71 | $8.330.98
Street Lighting $15,917.30 | $12,277.10 | $20,691.10 | $12,135.60 | $15.226.00 | $15,249.42
Unmetered $2.96 $2.41 $2.49 $3.11 $2.01 $2.60

4. CAPITAL INVESTMENT PRIORITIES

Toronto Hydro considered the material challenges outlined above, the feedback received from customers,

and the principle of least regrets investment to establish the following four strategic investment priorities for

its capital plan:

e Sustainment and Stewardship: Risk-based investments in the renewal of aging, deteriorating and

obsolete distribution equipment to maintain the foundations of a safe and reliable gird.

e Modernization: Developing advanced technological and operational capabilities that enhance

value and make the system better and more efficient over time.

e Growth & City Electrification: Necessary investments to connect customers (including Distributed

Energy Resources (“DERs”) and build the capacity to serve a growing and electrified local economy.

e General Plant: Investments in vehicles, work centers and information technology (IT) infrastructure

to keep the business running and reduce Toronto Hydro’s greenhouse gas emissions.




These investment priorities are driven by critical needs that, if not adequately addressed, could impair
Toronto Hydro’s ability to deliver the outcomes that customers value. In some cases, these risks will
materialize in the near term, such as lack of capacity to support urban intensification and economic
development. However, in many cases, the risks will materialize in the medium to long term as the grid
becomes more heavily utilized and more susceptible to longer and more frequent outages that are complex

and costly to resolve. Toronto Hydro must invest in following priorities to manage these risks.

4.1 Sustainment & Stewardship

Sustainment investments to renew aging and deteriorating infrastructure and standardize outdated
equipment continue to be the largest part of the 2025-2029 Investment Plan. These investments must be
made to maintain system performance, mitigate reliability, safety and environmental risks, and enhance the
grid’s capability to serve electrified technologies such as electric vehicles, solar panels, energy storage

batteries, and electric heat pumps and boilers.

Past investments in the grid and operations have resulted in improvements in reliability, safety and
environmental outcomes: the average duration of outages customers experience now compared to a decade
ago was reduced by 26 percent over the last decade; the injury rate for employees has decreased by 60
percent; oil spills have been avoided; and the utility is on track to eliminate at-risk PCB transformers from its
system by 2025. 56 57 Investing in the performance and long-term stewardship of an aging, deteriorated and
more highly-utilized system remains an urgent priority for the utility, alongside getting the grid ready to serve

Toronto’s growing electricity needs.

System health is a leading indicator of a safe and reliable grid. Allowing system health metrics — age and
condition — to deteriorate would lead to the gradual but steady degradation of system performance. As an
example, underground cables are the largest contributor to defective equipment outages and continue to
present significant demographic challenges in the coming years, with approximately 73 percent of direct
buried cables in the horseshoe area expected to be past their serviceable life by the end 2022.58 Proactive
investment in the replacement of these assets is a key part of sustaining the short and long-term performance
of the grid.

Recognizing that customers are generally satisfied with current levels of reliability, and expect the utility to
invest in new technology for the future,5 Toronto Hydro right-sized the sustainment objectives of the
Investment Plan to maintain (rather than improve) the overall health of the grid over the 2025-2029 period.®°
Maintaining system health metrics is necessary to sustain grid performance and prevent the accumulation
of a backlog of equipment at risk of failure, or otherwise needing to be upgraded. Renewal investment
backlogs are problematic not only because they greatly heighten system reliability risk; they also result in

rate instability for customers, as well as high-inefficiencies in work execution. Such inefficiencies stem in part



from performing more work reactively — which is typically higher cost — and in part because planned work
becomes more expensive due to surges in material and labour needs that could otherwise be smoothed out

through paced proactive investment. 6!

Keeping pace on renewal is also important for hardening the grid against more frequent extreme weather
events, and standardizing outdated equipment that poses barriers to electrification. For example, legacy 4
kilovolt stations and feeder equipment, restricts the connection of large electrified loads and distributed
energy resources. To prepare the grid for electrification these assets must be gradually converted to new
standards, and that work is being done in a paced way through sustainment investments that also deliver

safety, reliability and environmental outcomes. %2

The table below provides a summary of Toronto Hydro’s sustainment capital programs:

Table 5: Sustainment Capital Programs

Capital Program/Segment Investment ($M)
Area Conversions®? $237
Underground Renewal — Horseshoe® $476
Underground Renewal — Downtown®® $165
Network System Renewal® $123
Overhead Renewal®’ $273
Stations Renewal®® $218
Reactive and Corrective Capital®® $328
Sustainment Capital $1,820

4.2 Growth and City Electrification

The obligation to serve customers who want to connect to the grid is at the heart of Toronto Hydro’s mandate
as an electricity distributor. What accompanies that core obligation is the responsibility to make reasonable
investments to prepare for future growth. This responsibility is more important than ever, as customers,
communities and governments at all levels are actively embarking on an unprecedented transformation of

the energy system to mitigate the worst impacts of climate change.

It is clear from studies that have been done locally, provincially and internationally that decarbonization-
through-electrification imperatives are expected to drive demand for electricity in the next two decades.
Experts indicate that demand could increase up to 2 to 3 times depending on the range of technologies and

policy tools that are adopted.”™



The particular drivers of demand are subject to dynamic forces of technological advancement, public policy
imperatives and consumer behaviour. As an example, the decarbonization of existing housing and industrial
buildings remains a policy puzzle, and a number of options are being considered to find suitable paths.” To
manage this uncertainty and the cost-consequences for customers, the utility must be measured-but-
proactive in its investment plan (as both asset and human capital investments are long lead-time), and must
be deliberate in sustaining and modernizing its grid and operations to ensure that it is ready to serve and

enable customer choice in all scenarios.

As outlined above, Toronto Hydro has embraced this uncertainty by prioritizing investments that can provide
value under all scenarios under the “least regrets” approach. This enables the utility to meet emerging
challenges without having to wait for all unknown variables to stabilize. Based on its least regrets investment
philosophy, the 2025-2029 Investment Plan accommodates an increase of 23 percent in system peak
demand, which includes electrification of transportation (EVs) across residential, industrial and commercial
sectors, as well as major transit projects like the Ontario Line and Scarborough Subway Extension, and

redevelopment plans for the Downsview, The Port Lands and Green Mile communities.”?

The 2025-2029 Investment Plan anticipates a material increase to the customer connection portfolio
(consistent with the trend observed in recent years) and expands stations capacity to alleviate future load
constraints due to growth resulting from EV uptake, digitalization of the economy (e.g. data centers and
digital transformations of existing sectors), and city growth and redevelopment (e.g. urban densification and
transit expansion). The 2025-2029 Investment Plan also optimizes near-term system capacity through active
management measures such as load transfers and balancing, equipment upgrades, and the targeted use of
non-wires solutions — both demand-side measures that leverage customer DERs as well as grid-side

technologies such as renewable enabling energy storage systems.”?

By the end of this decade, DER capacity is expected to increase by approximately 67 percent.” Getting
these resources safely connected to the grid is necessary to enable greater choice and support customers
in achieving their electrification objectives (e.g. ESG, net zero, environmental conscientiousness,
home/business resiliency). Moreover, integrating these resources into the system is critical to right-sizing
system expansion investments, and developing a grid that is more resilient in the future as a result of greater
levels of local power supply. To accommodate increasing volumes of connections in this area, the 2025-
2029 Investment Plan ensures control and monitoring capabilities for all distributed generation and
addresses constraints on restricted feeders through traditional investments such as station bus-ties and

alternative technologies such as energy storage.”

While there is certainty that fundamental change is ahead, there are still degrees of uncertainty about how

that change will unfold. For example, government incentives or market evolution could further accelerate



customer adoption of electric vehicles or other fuel switching technologies. Similarly, provincial procurement
programs could create expanded role for DERs in the deployment of coordinated infrastructure solutions to
meet Ontario’s energy needs.”® As a result of such external factors, the pacing and level of certain demand-
driven expenditures and revenues can change and materially deviate from the forecast. To that end, Toronto
Hydro proposes a flexibility mechanism (known as a variance account) to reconcile differences between
forecasted and actual demand-driven costs and revenues. During a time of unprecedented change and
transformation in the economy and energy system, it is key to protect both ratepayers and the utility from

structural unknowns that could have a material impact on the plan.””

The table below outlines the programs that enable growth and city electrification:

Table 6: City Growth and Electrification Capital Programs

Capital Program Investment ($M)

Customer Connections’® $476
Externally Initiated Plant Relocations & Expansions’® $76
Load Demand® $236
Generation Protection, Monitoring, and Control® $35
Non-Wires Solutions® $23
Stations Expansion®? $173
Growth Capital $1,020

4.3 Grid Modernization

Toronto Hydro’s grid modernization strategy focuses on accelerating the deployment pace of digital field and
operational technologies that can deliver future benefits to customers. These benefits include better outage
restoration capabilities to improve grid resilience, and enhanced operational flexibility to manage a more
heavily utilized system with increasing bi-directional power flows. Grid modernization investments, once fully
implemented and integrated in the next decade, are expected to yield a material step-change improvement
in reliability and operational efficiency, to help offset the added reliability and cost pressures associated with

electrification.84

The modernization plan lays the groundwork for grid automation (commonly known as the self-healing grid)
in the horseshoe area of the system starting in 2030 to provide the enhanced levels of reliability and resilience
that customers will expect as they electrify their homes and business at a lower cost compared to traditional
alternatives. To improve resiliency against major disruptions (e.g. extreme weather; loss of supply) for

vulnerable parts of the system, the modernization plan also includes investment in: (a) the targeted



undergrounding of equipment to harden vulnerable areas of the overhead system against more frequent and
extreme weather events, and (b) enhanced configuration options for the downtown network which serves

critical loads such as major hospitals and financial institutions.

Toronto Hydro’s journey towards an intelligent self-healing grid is being implemented through an Advanced
Distribution Management System (ADMS), a multi-faceted software platform with advanced capabilities and
connected applications that integrate analytics, real-time data and control algorithms to optimize distribution
network operation. The system provides a holistic view of the grid and encompasses advanced applications
such as Outage Management System (OMS), Fault Location Isolation and Service Restoration (FLISR),
Volt/Var Optimization, which allow swift detection and response to outages and grid disturbances, and enable
reliable and efficient management of DERs by optimizing voltage levels and reactive power flows throughout

the distribution system. 8

Through operational technology such as sensors, switches and software, Toronto Hydro can better monitor,
predict and control the flow of electricity across the system. These capabilities enable the utility to reduce
the number and length of outages customers experience, and also pave the way for a more interactive, bi-
directional grid that enables customers to choose various technologies to produce, store and sell power back
to the grid.8¢ In addition, Toronto Hydro plans to invest in overhead and underground line sensors and other
condition monitoring and control equipment that provide the utility real-time information about critical assets

in the field, and enable more cost-effective system planning and operational decisions.8”

Modernization investments also create a foundation for the kinds of advanced, real-time and predictive
analysis that would be fundamental to Toronto Hydro’s evolution toward Distribution System Operator (DSO)
model, if and when such a model is either imposed or offered to distributors in an effort to further enable
energy transition outcomes. In such a model, Toronto Hydro would be expected to safely and reliably
coordinate, dispatch, and optimize thousands of behind-the-meter generators and flexible loads in order to
help maximize the value created by the local energy system for customer, including maximizing the
penetration and utilization of non-emitting energy sources. While the policy environment surrounding the role
of DERs in the energy transition remains unsettled, the grid modernization capabilities advanced by the
2025-2029 Investment Plan create the foundation for this possible future while also delivering many other

tangible benefits to customers irrespective of the DSO policy framework.88

The table below outlines Toronto Hydro’s modernization capital programs:



Table 7: Modernization Capital Programs

Capital Program/Segment Investment ($M)

System Enhancement8? $151
Network Condition Monitoring and Control®® $6
Metering®! $248
Overhead Resiliency®? $86
Stations Control and Monitoring®3 $65
IT Cyber Security & Software Enhancements® $95
Modernization Capital $651

In addition, to the modernization capital investments summarized above, Toronto Hydro proposed to
establish a $16 million 2025-2029 Innovation Fund to support the design and execution of pilot projects
focused testing of innovative technologies, advanced capabilities, and alternative strategies that enable
electrification grid readiness and facilitate DER integration. The Innovation Fund supports utility investment
in innovation work that is more early stage, exploratory and developmental in nature, where the outcomes
are less certain, but the potential benefits for the system and customers could be significant. While the
benefits of individual projects may not be immediate or certain, and some initiatives may prove to be more
or less fruitful than others, this type of work is nevertheless critical to achieving real innovation during a time

of transformation in the energy sector. %

4.4 General Plant

Toronto Hydro needs to maintain facilities, fleet and information technology (IT) assets and infrastructure to
enable efficient business operations. To get maximum value out of its work centers, stations buildings,
physical security systems, and fleet, the utility monitors and manages asset age and condition with a view to

optimizing total lifecycle costs.

In addition to four work centers that provide the necessary conditions for employees to work effectively,
Toronto Hydro manages a broad portfolio of approximately 185 stations which house and protect critical
equipment such as cables and transformers. Like electrical equipment, facilities assets that are in poor
condition pose an increased risk of failure putting key outcomes such as safety, reliability, customer service
and productivity at risk. For example, if a station building has a leaking roof or foundation that allows water
to infiltrate, there could be permanent damage to distribution equipment leading to lengthy and costly power

interruptions and posing hazards to workers and the public.%



Investments in the renewal and maintenance of facilities assets enable the utility to deliver its services in a
safe, reliable, and sustainable manner. In addition to these table stakes, Toronto Hydro must also address
emerging needs to provide greater resilience against physical threats such as vandalism and natural threats
such as extreme weather. The utility plans to address these needs through targeted investments in renewing
stations buildings and work centres (e.g. exterior cladding, windows, and roofs where critical equipment is

housed), and physical security systems (e.g. network-based cameras and access card readers).

Toronto Hydro crews also need safe and reliable vehicles to execute a wide-range of system capital and
operations and maintenance work programs. Toronto Hydro’s fleet investments include heavy duty and light
duty vehicles and equipment (e.qg. forklifts and trailers). These vehicles transport employees and materials
to and from job sites, perform distribution work onsite, and serve as working space for field employees. Fleet
vehicles must be available to support these operations in a safe and efficient manner. Toronto Hydro’s fleet
investments aim to optimize vehicle operating costs, minimize fleet downtime due to repairs, increase vehicle

efficiency and safety, and importantly reduce emissions.®”

Toronto Hydro is committed to reducing its direct GHG emissions (referred to as Scope 1 emissions) in order
to mitigate the impacts of climate change and reach “net zero” by 2040. The utility intends to reduce the
emissions produced by its fleet by gradually increasing the complement of electric and hybrid vehicles.
Similarly, Toronto Hydro has a paced plan to reduce its buildings emissions by decreasing its natural gas
consumption using a combination of energy efficiency measures and fuel switching projects to replace

natural gas fueled heaters with electric heating systems.%8

Finally, General Plant includes investments in information and operational technology (IT/OT) assets that
support a number of business applications and systems which are essential to conducting day-to-day
operations such as managing field crews, responding to outages and enabling customer self-serve tools.
When these systems are not available, customers service levels decrease, power outages and operational
disruptions take longer to fix, and safety of the public and employees is put at risk. Toronto Hydro must invest
in upkeeping its IT/OT assets to ensure they remain highly reliable and available for conducting critical

operations.%®

The table below outlines Toronto Hydro’s general plant capital programs:

Table 8: General Plant Capital Programs

Capital Program/Segment Investment ($M)

Enterprise Data Centrel% $72

Facilities Management and Security*0! $145




Capital Program/Segment Investment ($M)

Fleet and Equipment Services0? $44
Information and Operational Technology©3 $206
General Plant Capital $467

5. OPERATING INVESTMENT PRIORITIES

The capital investment priorities outlined above are enabled by a suite of operational programs that work
together with the capital programs to achieve the key objectives of the 2025-2029 Investment Plan and
deliver the outcomes that customers value. This part of the plan is comprised of 19 operational programs
summarized in Table 9 below that, among many other things, support the execution of an expanded capital
program, address a wide-range of legal and regulatory requirements, enable the delivery of timely and

satisfactory customer services, and maintain the grid in good working order.

These programs are executed by high-skilled and knowledgeable Toronto Hydro employees and effective
third-party resources. As mentioned previously, after nearly a decade of managing operations with a
headcount plan that is essentially flat from 2015 to 2024, the utility needs to expand its workforce capacity
by approximately 25 percent to sustain foundations of a safe and reliable grid and meet the imperatives of
an urban city and customers who are increasingly relying on electricity to expand, digitize and decarbonize
their footprint.104

The execution of increased volumes of work is a key driver of the workforce requirements across a number
of functions and roles within the utility’s operations, as summarized below and further detailed in the
underlying evidence. The challenge of increasing volumes of work is further compounded by more complex
workloads. Priorities such as grid modernization, increased receipt and use of data, pursuit of non-wires
solutions to defer or displace the need for traditional infrastructure, intensifying cybersecurity threats, and
increased connection and management of DERs all add to the complexity of work completed by Toronto
Hydro’s devoted staff.

Higher volumes and more complex connection projects necessitate incremental resources in the system
planning and work execution functions, as well as back-end support functions such as finance and legal to
ensure that project costs are properly accounted, review connection agreements, maintain compliance with

regulatory requirements, and resolve customer inquiries in a timely manner.

As traditional energy consumer models evolve to a paradigm where customers are plugging in electrified

technologies and are more actively participating in energy management through the use of DERs, Toronto



Hydro’s customer-interfacing operations must also follow suit to address emerging needs and requirements,
such as: connecting electric vehicles, heat pumps and DERs of varying size and scale; accessing energy

data and analytics; and new channels of digital customer information, communication and interaction.105

In addition to attracting and retaining the minimum resources necessary to carry out the work and deliver
customer outcomes in next rate period and beyond, the OM&A plan addresses other key operational

requirements, including:

¢ integrating cloud computing and non-wires solutions into operations;

e protecting customers’ data and the grid against intensifying cybersecurity threats driven by rapid
technology advancements and changing geopolitical dynamics;

« complying with new or expanded legal and regulatory requirements, including customer service,
safety and environmental obligations;

¢ maintaining safe, reliable and effective operations across a multitude of key utility functions,
including Emergency Response, Supply Chain, Fleet, Facilities and Information Technology (“IT”);

e addressing a variety of externally-driven costs, including insurance premiums, bad debt expenses
and regulatory costs; and

e keeping up with asset maintenance requirements to ensure the grid remains safe and reliable for

customers.

The table below provides a summary of Toronto Hydro’s OM&A programs.

Table 9: OM&A Programs

OMG&A Programs Costs ($M)
Preventative and Predictive Overhead Line Maintenance 46.8
Preventative and Predictive Underground Line Maintenance 34.6
Preventative and Predictive Station Maintenance 40.7
Corrective Maintenance 156.8
Emergency Response 136.0
Disaster Preparedness Management Program 10.1
Control Centre Operations 47.3
Customer Operations 68.2
Asset and Program Management 83.2
Work Program Execution 88.6
Fleet and Equipment Services 49.0
Supply Chain Services 122.5




OM&A Programs Costs ($M)

Facilities Management 145.1
Customer Care 263.2
Human Resources, Environment and Safety 121.6
Finance 138.7
Information Technology 344.6
Public, Legal and Regulatory Affairs 160.2
Charitable Donations and LEAP 8.5

Common Costs and Adjustments (4.2)

Allocations and Recoveries (205.2)
Total Operational Plan 1,856.3

5.1 Operational Priorities

The utility’s operations programs enable critical grid and customer service functions, such as: responding to
emergency events and managing planned outages; planning, designing and executing work programs to
keep the grid safe and reliable; procuring the necessary materials and services to get work done; and

leveraging technology solutions such as non-wires and cloud-based software to displace capital investments.

Responding to emergency events and managing planned outages

The Control Centre Operations program facilitates the safe and reliable operation of the utility’s distribution
grid through real-time system control and monitoring activities on a 24/7 year-round basis. 1% This program
coordinates system switching and restoration work through the utility’s control center to mitigate the effects
of power outages and enable safe equipment to be de-energized for capital and maintenance work

execution.

In the event of an emergency, the utility has a 24/7 Emergency Response program which carries out activities
such as dispatching specialized field crews to respond and restore power after severe weather-related
events, or other emergencies reported by Toronto EMS or members of the public. 1°” This program works
together with the Disaster Preparedness Management program to ensure that Toronto Hydro is well-
prepared to respond to and recover from larger-scale incidents, such as the recent COVID-19 pandemic, at
both the distribution system and corporate levels. Leveraging its pandemic readiness plans and robust
incident management framework, Toronto Hydro was able to rapidly adapt its operations when the COVID-
19 pandemic suddenly hit, in order to continue to serve customers reliably while protecting the safety of its

employees, third-party resources and the public. 108



Planning, designing and executing capital and maintenance work projects

Toronto Hydro’s Asset and Program Management function supports the planning and designing of capital
and maintenance work projects. Through this program, Toronto Hydro monitors and analyzes the
performance of the distribution system, asset condition and system capacity, and identifies system needs.
This analysis forms the basis of Toronto Hydro’s capital and maintenance plans, and contributes to individual

projects that together enable the utility to achieve its investment objectives.10°

Toronto Hydro’s Finance program oversees the development of the utility’s annual and long-term budgets
and financial projections. This includes providing regular reports and analysis to maintain compliance with
external reporting and audit requirements. By providing these reports, Toronto Hydro is able to track and
monitor the execution of its capital plan in accordance with professional standards. The team also
collaborates with operational groups to develop, implement and optimize internal controls and processes to
maintain the integrity of financial data and improve operational efficiency. These services are essential to
Toronto Hydro’s ability to comply with legal and regulatory obligations, to produce accurate financial

statements, and to successfully deliver the utility’s capital work plans. 110

The oversight, administrative training and other functions performed in the process of executing Toronto
Hydro’s capital and maintenance work programs are performed by the Work Program Execution program.
This program includes administration, planning and execution for the portion of Toronto Hydro’s capital and
maintenance programs completed by third-party resources. It also includes administrative and support costs
for work completed by internal labour — including training costs for employees and apprentices as part of the
utility’s trade school.111

Through its Community Relations functions, Toronto Hydro has comprehensive processes and protocols for
communicating information to customers concerning planned capital work, in order to provide a better

understanding of the capital program and to help prepare customers for work at or near their property.112

Procuring the necessary materials and services to complete work projects

The Supply Chain Services program undertakes procurement and warehousing activities that support the
execution of Toronto Hydro’s capital and operating programs. This includes facilitating the timely and cost-
effective acquisition of services, materials and equipment, maintaining sufficient inventory to ensure

uninterrupted work execution, and managing material handling costs. 113

Procurement activities are supported by the Legal Services function, which provides commercial law advice
relating to the purchase of goods and services and other transactions with external vendors.'* Legal
Services assists with review, negotiation and drafting of commercial contracts, including purchase

agreements, agreements for professional services, master contractual arrangements for long-term vendors,



and other bespoke agreements as may be required to give effect to the utility’s intentions in the applicable
commercial transaction.

Leveraging technology solutions to address system needs

Technological advancements offer new digital tools and smart grid solutions to address system needs and
deliver cost-effective customer services. Taking advantage of these opportunities requires investment in both
capital assets (hard infrastructure like sensors, switches and reclosers, and intangibles like software
systems) and in resources (human capital) with new and enhanced skill sets to install and integrate field
technology (and analyze the valuable data it provides) into day-to-day operations and system planning
functions.

For example, under the Asset and Program Management program, Toronto Hydro staff facilitates the
development, integration and implementation of the Grid Modernization Strategy and associated roadmaps.
This strategy includes advanced asset analytics that depend on cloud-enabled software solutions and grid
readiness activities that leverage technology such as DER management systems to enable non-wires

solutions and optimize existing grid capacity. 11°

Non-wires solutions refer to operating practices, activities or technologies that enable the utility to defer the
need for specific distribution capital projects (at a lower total cost to ratepayers) by reducing system
constraints at times of maximum demand in specific grid areas. Typically, these solutions leverage the use
of DERs, often in partnership with utility customers or enabling third-parties. Local Demand Response
(established in 2015) is the utility’s mature non-wires solutions program to alleviate capacity constraints in
high-growth areas of the grid by identifying opportunities where flexible demand response capacity can be

procured from customers and third-parties to address system needs cost-effectively.116

Further, Toronto Hydro is adopting cloud-based software solutions to address business needs and
requirements, such as implementing advanced digital tools needed to enable the utility’s Grid Modernization
Strategy. These subscription-based services provide access to software applications and other IT systems
through an internet connection and shared cloud computing framework. As IT vendors move towards offering

more (or exclusively) cloud-based solutions, Toronto Hydro must keep pace with these industry trends.1?

5.2 Maintenance Priorities

The utility’s maintenance programs enable upkeep of distribution and general plant assets by: inspecting
and maintaining distribution equipment on routine cycles; remediating asset deficiencies and safety risks;
maintaining general plant equipment in good working order; and protecting the grid against intensifying cyber

threats.



Inspecting and maintaining distribution equipment on routine cycles

Toronto Hydro’'s preventative and predictive maintenance programs perform critical work to sustain the
integrity of overhead line, underground system, stations and metering infrastructure. This includes inspection
and maintenance of equipment for signs of potential failure. These programs are focused on preserving and
maximizing the performance of assets over their expected useful life while mitigating a number of key risks.
These programs are also designed to minimize overall asset lifecycle costs, maintain safety outcomes for
Toronto Hydro work crews and the public, and ensure environmental stewardship and compliance with legal

and regulatory obligations.*8

Remediating asset deficiencies and safety risks

Through its Corrective Maintenance Program, the utility undertakes actions to address deficiencies or
substandard conditions across the entire distribution system. This includes signs of potential failure or other
risks identified through activities undertaken as part of the Preventative and Predictive Maintenance
programs in the course of responding to emergencies. Corrective Maintenance activities are generally higher
priority, cover short planning horizons (given the risks that deficiencies and substandard conditions can pose
if left unaddressed), and involve repairing and restoring assets to their normal operating conditions through
maintenance or refurbishment. Toronto Hydro’s primary objective in this program is to uphold safety,
environmental integrity and reliability by correcting or repairing deficiencies or substandard conditions on the

distribution system.119

Maintaining general plant equipment in good working order

Toronto Hydro relies on its fleet,120 facilities,?! and IT assets to keep the business running efficiently so the
utility can perform its work and deliver customers services safely and reliably.1??2 Through its Fleet and
Equipment Services Program,'2® Facilities Management Program!?# and IT program,!?> the utility aims to
ensure that its vehicle, facilities and IT assets are maintained in good working order. The Fleet and
Equipment Services Program ensures that the utility’s fleet of 456 vehicles and other work equipment operate
safely and reliably at the lowest overall lifecycle cost. The Facilities Management program provides
workspace and property management services that enable Toronto Hydro’s employees and dedicated third-
party resources to perform their work in optimally configured, safe and structurally sound surroundings. For
IT hardware and software assets, the IT program maintains the reliability and availability of critical IT systems

and infrastructure that the utility relies on to carry out its daily operations.

Protecting the grid against intensifying cyber threats

IT infrastructure and systems must be kept secure to mitigate the risks of cyber-attacks that can disrupt
distribution operations, compromise sensitive data, or result in other types of customer interruptions.
Cybersecurity controls and software applications are periodically refreshed and enhanced to protect IT

systems that support core operations, mitigate emerging digital threats and vulnerabilities, and minimize the



risks of system failure.'26 These investments take the form of asset maintenance, licensing and subscription

fees, and resources with the specialized skills needed to support and maintain IT infrastructure security.

5.3 Administrative Priorities

The utility’'s administrative programs enable the execution of critical grid functions and timely customer
service functions, including: connecting customers to the grid in a timely and efficient manner; providing
quality customer service and satisfaction; maintaining proactive compliance with legal and regulatory

requirements; and ensuring a safe and productive workforce and environmentally responsible operations.

Connecting customers to the grid in a timely and efficient manner

The Customer Operations program ensures that customers are able to obtain timely connections to the grid
and provides a consistent and efficient customer experience in that regard. This work includes handling
customer requests and communications relating to connection and service upgrade requests, and managing
these projects from intake through to completion via a single point of contact to offer customers an effective

experience.1?’

The Public, Legal and Regulatory Affairs program facilitates third-party coordination with public infrastructure
agencies and partners, and enables capital projects and relocation projects to move forward efficiently. In
particular, for customers connections requiring expansion, the Legal Services team drafts, reviews and
negotiates connection agreements to maintain compliance with the Distribution System Code and support
effective connection processes. The Legal Services function also works closely with the construction, asset
management, stations and facilities operational units to address the requirements of the utility and its
counterparties related to property access, occupancy, and equipment maintenance and repair. New access
and occupancy rights are obtained where necessary, in particular for new infrastructure builds or

connections. 128

Through Asset and Program Management, Toronto Hydro ensures that the grid has sufficient capacity to
accommodate customers’ growing demand for electricity and the capability to connect to DERs in Toronto
Hydro’s service area.'?® In addition, the Standards and Policy function develops the utility’'s design and
construction standards, manages the utility’s Conditions of Service, and supports the offer to connect

process.

Providing quality customer service and satisfaction

Toronto Hydro’s customer service programs respond directly to the needs of the utility’s large and diverse
customer base. The Customer Care program oversees the utility’s mobile and digital self-service portal
known as the Customer Self Service (CSS) portal, which offers customers 24/7 online access to their

account, including the ability to download bills, switch electricity price plans and chat with a customer care



representative.’3° In addition, the program manages a Contact Centre that handles approximately 343,000

telephone calls and 70,000 written (paper mail, fax and email) inquiries per year.13!

Toronto Hydro’s Key Accounts function engages with larger business and institutional customers, such as
priority loads (such as hospitals and financial institutions), essential public services and developers. The Key
Accounts team manages relationships with these customers and acts as a single point of contact to serve
the distinct needs of Key Account customers, including facilitating planning and coordination for major capital

and maintenance projects and addressing reliability and power quality issues and concerns.132

Toronto Hydro’s Media and Public Relations team communicates with customers and other stakeholders
through a number of different channels (including the utility’s website and social media channels) to ensure
that customers receive timely information about programs, services and operations, including power

outages.133

Maintaining proactive compliance with legal and requlatory requirements

The Public, Legal and Regulatory Affairs program addresses Toronto Hydro’s extensive legal and regulatory
requirements. The objective of this program is to maintain proactive compliance with these oblications
through expert management of the ongoing and evolving external demands and expectations of the legal,
regulatory and public policy environment within which Toronto Hydro operates.3* Similarly, the Finance
Program provides robust governance and controls over financial processes to maintain compliance with

applicable statutory and regulatory financial reporting requirements.135

The Human Resources and Safety Program facilitates Toronto Hydro’s compliance with applicable legislative
and regulatory requirements such as the Utility Work Protection Code, Electrical Utility Safety Rules, and
Occupational Health & Safety Act and Regulations (“OHSA”).136 In addition, the Environmental, Health, &
Safety Management System (“‘EHSMS”) mitigates risks and achieves the company’s objectives relating to

health, safety and environmental performance.3”

Finally, Toronto Hydro’s Customer Care program ensures ongoing functionality and compliance with
legislative and regulatory requirements of the meter-to-cash process through a system of robust internal
controls and procedures that are reviewed on an annual basis. These safeguards enable the utility to identify

any billing errors or irregularities in a timely manner and promptly take corrective actions.38

Ensuring a safe and productive workforce and environmentally responsible operations

Toronto Hydro’s Human Resources, Environment and Safety (‘HRE&S”) program provides broad human
resource management services to the utility. This includes managing the employee lifecycle through the
processes of recruitment, compensation and benefits, onboarding, performance management, training and

leadership development, labour relations, and employee communications and engagement. All of these



activities are carried out within a culture of preserving employee wellness, health and safety, and ensuring

environmental sustainability.13°

6. PERFORMANCE ACCOUNTABILITY AND REPORTING

Toronto Hydro holds itself accountable to customers through its performance and transparent reporting of
the outcomes that matter most. Over the last decade, the utility improved its performance on a number of
key service quality measures, including customer first contact resolution, telephone calls answered on time,
new residential and small business services completed on time, and billing accuracy.4? At the same time,

Toronto Hydro achieved the following notable improvements in cost-efficiency:

e the reduction of square footage per employee by 40% through a facilities consolidation strategy that
is expected to return more than $200 million to customers by the end of this decade, resulting in an
annual credit of approximately $132 on the average residential customer’s bill from 2016 to 2029;

e the reduction of its fleet by 163 vehicles (since 2017), resulting in avoided total lifecycle vehicles
costs of $26 million (a net 27% reduction);4!

e increasing the number of customers on eBills by nearly 500% (since 2013), reducing paper that
stacks up taller than the CN Tower, and avoiding mailing and postages costs of $4.4 million as of
the end of 202214?; and

¢ the delivery of over 30 distinct productivity initiatives which yield material benefits for customers,

including over $23 million in costs the utility expects to avoid or reduce by the end of 2024.143

The 2025-2029 Investment Plan maintains Toronto Hydro’s strong record of performance against 29 service
quality measures tracked by the Ontario Energy Board — the independent regulator that sets electricity
distribution rates for customers and oversees the utility’s performance. The plan also extends accountability
to emerging areas of importance for customers through 12 custom metrics that measure results, such as
strengthening the utility’s defense against physical and cyber-attacks, reducing the company’s GHG
emissions, providing customer satisfaction in key interactions with the utility, and procuring flexible system
capacity to address distribution system needs more cost-effectively and develop DER integration capabilities
for the future.

Overall to track its effectiveness in achieving the plan’s objectives and continuing to deliver high service
quality value to customers, Toronto Hydro intends to measure its results through a performance outcomes
framework that reports on 41 distinct measures annually.144

In addition to reporting performance on these measures through its public website and regulatory filings,

Toronto Hydro intends to link its 2025-2029 Custom Scorecard to an innovative performance incentive



mechanism that holds the utility financially accountable for delivering results across four key areas of focus:
(1) System Reliability and Resilience; (2) Customer Service and Experience; (3) Environment, Safety and

Governance; and (4) Efficiency and Productivity.

Inspired by similar mechanisms being used in other leading jurisdictions such as New York and the U.K, the
PIM provides customers an upfront rate reduction benefit of approximately $65 million that the utility can
earn back by achieving set objectives. This proposal is part of Toronto Hydro’s ongoing commitment to
transparency and accountability for outcomes that provide value to customers and stakeholders now and

into the future.145

Table 10: 2025-2029 Custom Scorecard Measures

Performance Measures

Outage Duration

System Reliability &

Resilience Outage Frequency

System Security Enhancements

New Services Connected on Time

Customer Service &
Experience

Customer Satisfaction (Post Transactional)

Customer Escalations Resolution

Total Recordable Injury Frequency (TRIF)

Emissions Reductions

ISO Compliance and Certification

Efficiency Achievements

Efficiency & Financial

Performance Grid Automation Readiness

System Capacity (Non-Wires)
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Our 2025-2029 Investment Plan

As the local electricity distributor for the city of Toronto, Toronto Hydro is responsible for
delivering electricity to more than 3 million people across Canada’s largest city. We’ve owned
and operated the poles, wires and other equipment that have powered homes and businesses
safely and reliably for more than a century. But the way we power our city is evolving.

PREPARING OUR NEXT FIVE-YEAR PLAN

As Toronto continues to grow, digitize and electrify, we've developed a five-year investment plan
for 2025 to 2029 to get the grid ready to serve the city’s evolving electricity needs. Our plan

will help ensure that our grid and operations will continue to be safe, reliable and environmentally
responsible as we power our customers through this decade and beyond.

OUR ROLE IN THE ELECTRICITY SYSTEM
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INVESTMENT NEEDS AND CHALLENGES

Our 2025-2029 investment plan is focused on responding to the needs and challenges of delivering safe,
reliable and clean electricity in Toronto, including:

Powering a mature and growing urban city:
We serve Canada’s largest and North America’s
second fastest growing city (by population). We
also operate in a dense urban environment, which
makes it more complicated and more expensive
for us to plan and build infrastructure. As Toronto
continues to grow, we need to prepare the grid to
; & ok power new condo towers, residential communities
B B ST 55T ' ! : and businesses.

= ddrun gy

FACT: Toronto has 238 cranes in operation* —
more than any other city in North America.
* As of Q12023.

Fixing and replacing equipment in poor
condition: A large percentage of our grid

was installed in the 1950s and 60s. We need to
continue monitoring the condition of our grid and
replace equipment most at risk to keep it safe
and reliable for customers.

FACT: 40% of power outages are caused by
defective equipment.

Keeping up with how customers use
electricity: Customers are increasingly adopting
electrified technologies like electric vehicles and
heat pumps for their day-to-day energy needs,
and using new technologies like solar panels and
battery storage to manage their energy usage. We
need to upgrade our equipment and modernize
our grid to keep up with these changes.

FACT: Did you know that when an EV is charging,
it can use as much electricity as two
average homes?

Responding to extreme weather and cyber
security threats: Extreme weather events such as
high heat, high winds, flooding and ice storms are
becoming more common due to climate change. In
addition, cybercrime is on the rise across Canada.
We need to invest in making our grid and operations
more resilient against these emerging threats.

FACT: Between 2018 and 2022, Toronto Hydro
experienced seven major event days,*
impacting a total of 624,000 customers.

* A major event day is a day when an unforseeable, unpredictable,
unpreventable or unavoidable event occurs that disrupts normal
business operations, potentially affecting our services for a
substantial number of customers.
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OUR STRATEGIC PRIORITIES

In order to help ensure the delivery of safe, reliable
and clean electricity now and into the future, we need
to focus on four strategic priorities:

1. Modernization: Develop advanced technological
capabilities to make the system and our operations
more reliable, resilient and efficient over time.

2. Growth: Connect customers on time and get
the grid ready to serve the city’s growing need
for electricity.

$5.9 billion

between 2025-2029

3. Sustainment: Upkeep and renew aging,
deteriorating and outdated equipment to maintain c
reliability, reduce safety risks and enhance our grid’s e
capacity to serve customers. %

Sropyg,

4. General plant: Keep our business running efficiently
with safe and reliable vehicles, work centres and IT
equipment, and reduce our emissions.

HOW CUSTOMER FEEDBACK SHAPED OUR PLAN

Customer engagement is an essential part of our investment planning and rate application process.
Before we prepared our plan, we asked our customers for feedback about their needs and priorities
for electricity services.

Customer engagement process Customer feedback

The feedback from customers centred around

1. Identify customer needs, three core areas:

preferences and priorities. « Price and reliability

e New technology to reduce costs and improve the system
e System capacity to serve high-growth areas
2. Use customer feedback to
guide development of
draft plan.

Our draft plan was developed with these needs and
priorities in mind and put back to customers through

an interactive online survey.

Survey Support for our

3. Collect customer R participation draft plan*

feedback on draft plan.

Residential 32,187 80%

Small business 695 77%
4. Use customer feedback

to finalize plan. Commerical and
industrial

264 82%

Key accounts 52 96%

5. Submit plan to the Ontario
Energy Board (OEB). Total 84%

*Includes customers who supported a plan that does even more to
improve services.
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RATE IMPACTS

To fund our proposed investment plan, we're seeking approval from the Ontario Energy Board
(OEB) for 2025-2029 distribution rates and charges (Toronto Hydro’s portion of the bill). The OEB
and various consumer groups will review and test our plan in a rigorous, transparent public process
known as a rate application.

Under our proposed plan, the average distribution charges for a typical residential customer (who
uses 750 kWh per month) would increase by $3.44 per month, annually from 2025 to 2029.

Proposed bill impacts

Typical Monthly Average annual
Rate class usage bill impacts change (per month)

750 Distribution charges | $45.93 $49.33 $53.05 $57.02 $59.88

Residential . $3.44
$ change $3.24 $3.40 $3.72 $3.97 $2.86
Residential Distribution charges | $34.22 $36.06 $38.24 $40.51 $42.15
. 300
suite-metered Kwh $1.33
service* $ change -$1.27 $1.84 $2.18 $2.27 $1.64
Small business Distribution charges | $132.67 $141.91 $151.52 $162.19 | $169.48
. 2,000

(General service e $10.20
< 50 kW) $ change $14.18 $9.24 $9.61 $10.67 $7.29

* Refers to customers in the Competitive Sector Multi-Unit Residential Service rate class.

ACCOUNTABILITY TO CUSTOMERS

Our 2025-2029 investment plan is focused on delivering results that matter to customers and
stakeholders. To help ensure we achieve these outcomes, we’ll be holding ourselves financially accountable
through a performance management framework that tracks and reports our performance on 12 distinct
measures across four areas:

L0
i

System reliability Customer service
and resilience
e Outage duration

o Efficiency and Environment
' ”’ and experience S financial performance @ and safety
e

e New services e Efficiency achievements e Total Recordabl
e Outage frequency connected on time e Grid automation Injury Frequency (TRIF)
e System security e Customer satisfaction readiness e Emissions reductions
enhancements e Customer escalations e System capacity ¢ |SO compliance and
resolution (non-wires) certification

OUR PRODUCTIVITY AND PERFORMANCE

Toronto Hydro strives to provide value for money for customers through continuous improvements in
productivity and performance.

We connect new residential and small

We've generated — business customers to the grid on
$2.2 billion 5|/ time more thar

in savings for our customers since 99 A) of the time.

the company was formed in 1999,

through activities such as improved We completed a facilities consolidation
asset management, efficient material strategy that reduced our square footage
handling and workforce optimization. per employee by approximately 40% and

is expected to return more than

We resolve 92% A $200 mi"ion

of customer issues to customers by the end of this decade.
on first contact.
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This schedule provides a summary of Toronto Hydro’s 2025-2029 Custom Rate Application,

in accordance with section 2.1.2 of the Filing Requirements.!

1. BILL IMPACTS

Table 1 below provides a summary of the proposed change in the monthly total bill impacts

for typical customers in all rate classes.? Total bill impacts for all classes are below the 10

percent threshold, therefore mitigation measures are not required.

Table 1: 2025-2029 Total Bill Impacts — Proposed Change in Monthly Bill

Change 2025 2026 2027 2028 2029
$/30 days $3.14 $1.78 $2.99 $3.83 $2.77
Residential
% 2.3% 1.2% 2.1% 2.6% 1.8%
Competitive Sector $/30 days -$128 $142 $161 SZO4 $155
Multi-Unit Residential % -1.7% 1.9% 2.2% 2.7% 2.0%
General Service <50 $/30 days $13.54 $3.75 $7.18 $10.77 $7.24
kW % 3.6% 1.0% 1.8% 2.7% 1.8%
General Service 50- | $/30days | $343.25 | -$162.20 $160.20 $229.97 $166.12
999 kW % 2.4% -1.1% 1.1% 1.6% 1.1%
General Service $/30days | $2,992.96 | -$2,381.59 | $1,317.64 | $1,819.76 | $1,678.05
1,000-4,999 kW % 2.0% -1.5% 0.9% 1.2% 1.1%
$/30 days $5,422.63 -$4,119.39 $8,114.71 $11,115.90 | $9,886.16
Large Use
% 0.8% -0.6% 1.2% 1.6% 1.4%
$/30 days $20,191.24 | $11,783.92 | $24,316.70 | $14,556.32 | $19,124.80
Street Lighting
% 6.4% 3.5% 7.0% 3.9% 4.9%
Unmetered Scattered | $/30days $3.31 $1.83 $2.00 $3.34 $1.98
Load % 5.2% 2.7% 2.9% 4.7% 2.7%

1 OEB Filing Requirements for Electricity Distribution Rate Applications, Chapter 2 (December 15, 2022).
2 Includes all rate riders and holding commodity rates and regulatory charges constant.

/C
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Table 2 below provides the proposed monthly distribution bill impacts per sub-total A of
Tariff Schedule and Bill Impacts spreadsheet model for: (i) a typical residential customer

using 750 kWh per month and for (ii) a General Service < 50kW customer using 2,000 kWh

per month on time-of-use pricing, as well as other customers in all rate classes.
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Table 2: Proposed Distribution Bill Impacts (Per Sub-Total A of Tariff Schedule)
Change in Bill 2025 Proposed | 2026 Proposed | 2027 Proposed | 2028 Proposed | 2029 Proposed
$/30 days $3.55 $3.65 $2.95 $4.19 $2.73
Residential
% 8.3% 7.9% 5.9% 7.9% 4.8%
Competitive Sector Multi- $/30 days -$1.12 $2.06 $1.59 $2.42 $1.53
Unit Residential % -3.2% 6.0% 4.4% 6.4% 3.8%
$/30 days $14.88 $9.12 $7.09 $11.04 $7.15
G | Service <50 kW
eneral service % 12.6% 6.8% 5.0% 7.4% 4.5%
$/30 days $282.19 $178.37 $141.77 $203.51 $147.01
I i - kw
General Service 50-999 % 15.6% 8.5% 6.2% 8.4% 5.6%
General Service 1,000-4,999 |  $/30 days $2,475.87 $1,444.22 $1,166.05 $1,610.41 $1,485.00
kw % 16.6% 8.3% 6.2% 8.1% 6.9%
$/30 days $11,942.15 $5,937.24 $7,181.16 $9,837.08 $8,748.81
L U
arge Lse % 15.5% 6.7% 7.6% 9.6% 7.8%
$/30 days $17,626.20 $14,315.70 $21,519.20 $12,881.70 $16,924.60
Street Lighting
% 12.2% 8.8% 12.2% 6.5% 8.0%
$/30 days $3.59 $2.58 $1.98 $3.30 $1.96
u tered Scattered Load
nmetered scattered toa % 11.5% 7.4% 5.3% 8.4% 4.6%

/C
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1 2. REVENUE REQUIREMENT
2 Table 3 below summarizes Toronto Hydro’s 2025 forecasted revenue requirement.
3
4 Table 3: 2025 Forecast Revenue Requirement ($ Millions)
. 2025 Test Year
Revenue Requirement Component .
(April 2, 2024)
OM&A Expenses (incl. property taxes) 343.0
Amortization/Depreciation 2904
Income Taxes (grossed up) 28.9 L /C
Deemed Interest Expense 142.9
Return on Deemed Equity 220.9
Service Revenue Requirement 1,026.0
Revenue Offsets (48.2)
Base Revenue Requirement 977.8

6 Table 4 below summarizes the service revenue requirement variances between the last OEB-
7 approved year (2020) and the proposed 2025 test year. For more information about Toronto

8  Hydro’s revenue requirement, please see Exhibit 6, Tab 1.

10  Table 4: 2020 versus 2025 Service Revenue Requirement ($ Millions)

2020 2025 Variance Variance
Approved Forecast (S) (%)

OM&A 266.7 343.0 76.3 28.6%
Depreciation 263.7 290.4 26.7 10.1%
Deemed Interest Expense 98.5 142.9 44 .4 45.1% - c
Return on Equity 153.9 220.9 67.0 43.5%
PILs 9.7 28.9 19.2 197.9%
Total Service Revenue Requirement 792.5 1,026.0 233.6 29.5%

11 The main drivers for the proposed increase in the 2025 service revenue requirement are:
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1 (i) additions to rate base from capital investments undertaken in the current 2020-
2 2024 rate period (driving increases in depreciation, deemed interest expense,
3 and return on equity) as summarized in Exhibit 2A, Tab 2, Schedule 1 and detailed
4 in the Distribution System Plan at Exhibit 2B, and
5 (ii) an increase in OM&A expenses as summarized in Exhibit 4, Tab 1, Schedule 1 and
6 detailed in the programmatic evidence at Exhibit 4, Tab 2.
7

8  Tables 5 and 6 below summarize the 2020-2024 and the 2025-2029 revenue requirement.

10  Table 5: 2020-2024 Revenue Requirement ($ Millions)

2020 2021 2022 2023 2024 2020-2024
Actual Actual Actual Actual Bridge Total

OM&A Expenses (incl.

288.1 277.5 280.4 290.0 320.5 1,456.5
property taxes)

Amortization/Depreciation 261.0 274.7 287.0 259.9 276.6 1,359.1

Income Taxes (grossed up) (3.0) (3.1) 9.2 13.0 10.8 26.9
Deemed Interest Expense 99.0 102.1 107.2 1131 121.4 542.7
Return on Deemed Equity 107.1 132.4 146.0 140.8 189.4 715.7

Service Revenue
752.2 783.5 829.8 816.8 918.6 4,100.9

Requirement

Revenue Offsets (39.3) (40.0) (47.4) 23.4 (46.9) (150.2)

Base Revenue
712.9 743.5 782.3 840.3 871.7 3,950.7

Requirement

11

12 Table 6: 2025-2029 Revenue Requirement ($ Millions)

2025 2026 2027 2028 2029 2025-2029
Forecast | Forecast | Forecast | Forecast | Forecast Total

OM&A Expenses (incl.

343.0 358.0 370.1 385.5 399.6 1,856.2
property taxes)

Amortization/Depreciation 290.4 303.9 322.7 344.0 356.9 1,618.0

Income Taxes (grossed up) 28.9 31.1 20.7 56.5 48.3 185.4

e
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2025 2026 2027 2028 2029 2025-2029
Forecast | Forecast | Forecast | Forecast | Forecast Total
Deemed Interest Expense 142.9 152.1 162.4 173.5 183.9 814.7
Return on Deemed Equity 220.9 235.1 251.0 268.1 284.2 1,259.2
Service Revenue
. 1,026.0 | 1,080.2 1,126.9 1,227.6 | 1,272.8 5,733.5
Requirement
Revenue Offsets (48.2) (49.2) (50.2) (51.2) (52.2) (251.0)
Base Revenue
. 977.8 1,031.0 1,076.7 1,176.4 | 1,220.6 5,482.5
Requirement

As described in Exhibit 1B, Tab 2, Schedule 1, section 3.2.1, Toronto Hydro's rate framework

proposes a proactive 0.6 percent performance incentive factor that further reduces

revenues by over $65 million over the rate term, providing customers an additional upfront

rate reduction.

3. LOAD FORECAST SUMMARY

Table 7 below summarizes Toronto Hydro’s customer and load growth changes from 2018

to 2029. Please see Exhibit 3, Tab 1 for more information about the utility’s customer and

load forecast.

Table 7: Customer and Load Growth Changes for 2018-2029

Total Total Normalized Total Total Normalized Total Customer
Year Normalized GWh Normalized MVA Count
GWh (% Change) MVA (% Change) Customers Change (%)
2018 | Actual 24,691.6 39,813.3 770,333
2019 | Actual 24,421.7 -1.1% 39,115.3 -1.8% 777,369 0.9%
2020 | Actual 23,664.4 -3.1% 36,801.2 -5.9% 781,374 0.5%
2021 | Actual 23,564.8 -0.4% 36,624.9 -0.5% 786,258 0.6%
2022 | Actual 23,981.0 1.8% 37,635.2 2.8% 790,699 0.6%
2023 | Actual 23,908.0 -0.3% 37,425.9 -0.6% 793,465 0.3%
2024 | Bridge 23,603.5 -1.3% 36,735.8 -1.8% 796,787 0.4%
2025 | Forecast| 23,412.8 -0.8% 36,167.8 -1.5% 800,430 0.5%

e
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Total Total Normalized Total Total Normalized e Customer
Year Normalized GWh Normalized MVA Count
Customers

GWh (% Change) MVA (% Change) Change (%)
2026 | Forecast | 23,433.6 0.1% 35,949.7 -0.6% 803,655 0.4%
2027 | Forecast | 23,431.4 0.0% 35,648.1 -0.8% 806,407 0.3%
2028 | Forecast | 23,525.0 0.4% 35,489.2 -0.4% 808,736 0.3%
2029 | Forecast | 23,393.8 -0.6% 34,964.1 -1.5% 811,363 0.3%

Notes:

1. Total Normalized GWh are purchased GWh (before losses) and are weather normalized to the Test Year heating and
cooling degree day assumptions.
2. Total Normalized MVA are weather normalized MVA.
3. Total Distribution Revenue is weather normalized and includes an adjustment for the Transformer Allowance.
4. Total Customers are an annual average and exclude street lighting devices and unmetered load connections.

4. RATE BASE AND DISTRIBUTION SYSTEM PLAN

4.1 Distribution System Plan

Toronto Hydro forecasts $2,841.1 million in net capital expenditures over the current 2020-

2024 period, which is approximately five percent higher than the $2,710.7 million 2020-2024

Distribution System Plan approved by the OEB fur the purposes of setting rates in the last

application. In the 2025-2029 Distribution System Plan (the “DSP”), the utility forecasts net

capital expenditures of $3,928.7 million, which is $1,087.5 million or 38 percent higher than

the 2020-2024 Distribution System Plan that the utility expects to deliver. Table 8 below

summarizes the capital expenditures by investment category for the 2025-2029 rate period.

Investments in System Access and System Service to expand and modernize the utility’s grid

are the biggest drivers of the 2025-2029 DSP (on a percentage basis). For more information

about the utility’s capital expenditures over the current and the future rate period please

refer to Exhibit 2B, Section E4.

/C
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Table 8: Capital Investment Expenditures by Categories ($ Millions)
Total 2020-2024 Total 2025-2029
Category Var. (S) Var. (%)
Forecast Forecast

System Access 653.6 1,052.5 398.9 61%
System Renewal 1,456.6 1,970.3 513.7 35%
System Service 226.0 301.7 75.8 34%
General Plant 419.0 562.5 143.4 34%
Other 85.9 41.7 (44.2) (51%)
Total 2,841.1 3,928.7 1,087.5 38%

4.2 Rate Base

Table 9 below summarizes Toronto Hydro’s 2020 approved and 2020 actual rate base, and

presents the utility’s forecasted rate base for the current 2020-2024 period. Table 10

presents the rate base for the 2025 to 2029 period.

The requested rate base for the 2025 test year is $5,899.1 million, representing an increase

of approximately $1,384.3 million, or 30.7 percent from the 2020 rate base of $4,514.8

million approved by the OEB in the utility’s last rebasing application.

Rate base variances are primarily driven by changes in Property Plant & Equipment (“PP&E”)

and Net Book Value (“NBV”) due to in-service additions derived from the utility’s actual and

forecasted capital investments per the DSP. These changes are discussed in Exhibit 2A, Tab

1, Schedule 1. Other major drivers of rate variances, namely depreciation and working

capital allowance (“WCA”), are discussed in Exhibit 2A, Tab 2, Schedule 1, and Exhibit 2A,

Tab 3, Schedule 1, respectively.

/C
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Table 9: 2020-2024 Rate Base Summary ($ Millions)
Ap:rli:Ie d Actuals Bridge
2020 2020 2021 2022 2023 2024
Opening PP&E NBV 4,229.4 4,233.2 | 4,419.2 | 4,628.1 4,893.9 5,227.4
In-Service Additions 527.4 447.9 485.2 554.4 594.7 619.8
Depreciation (265.4) | (262.0) | (276.2) | (288.7) | (261.2) (277.8)
Closing PP&E NBV 4,491.3 4,419.2 | 4,628.1 | 4,893.9 5,227.4 5,569.4
Monthly Avg PP&E NBV 4,298.6 | 4,284.3 | 4,457.7 | 4,686.3 4,960.0 5,327.0
Working Capital
Allowance 216.2 249.8 217.2 220.7 216.8 230.0
Rate Base 4,514.8 | 4,534.1 | 4,674.9 | 4,907.0 5,176.8 5,557.0
Table 10: 2025-2029 Rate Base Summary ($ Millions)
Forecast
2025 2026 2027 2028 2029
Opening PP&E NBV 5,569.4 5,931.4 6,325.7 6,796.1 7,219.9
In-Service Additions 653.8 699.9 795.1 770.1 860.1
Depreciation (291.8) (305.7) (324.8) (346.2) (359.5)
Closing PP&E NBV 5,931.4 6,325.7 6,796.1 7,219.9 7,720.4
Monthly Avg PP&E NBV 5,667.5 6,042.1 6,460.6 6,912.2 | 7,334.3
Working Capital Allowance 231.6 237.2 242.6 249.8 255.7
Rate Base 5,899.1 6,279.3 6,703.2 7,162.0 | 7,590.1

/C
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5. OPERATIONS, MAINTENANCE AND ADMINISTRATION (“OM&A”) EXPENSE
Toronto Hydro forecasted OM&A expenses for the future 2025-2029 rate period are $1,856
million, representing an increase of $395.6 million or 27 percent from the actual and

forecasted OM&A expensed of $1,461 million in the current 2020-2024 rate period.

Table 11 below provides a summary of the overall drivers and cost trends for operating
expenditures over the current and future rate period. For more information please refer to

Exhibit 4, Tab 1 and the supporting evidence at Tabs 2 through 5 of this Exhibit.

/C
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Programs Actual Bridge Forecast

2020 2021 2022 2023 2024 2025 2026 2027 2028 2029
Reporting Basis MIFRS | MIFRS | MIFRS | MIFRS | MIFRS | MIFRS | MIFRS | MIFRS | MIFRS | MIFRS
Opening Balance 266.7° | 288.1 277.5 280.4 294.2 320.5 343.0 358.0 370.2 385.5
Distribution Operations 41 (1.4) 1.8 (0.2) 13.2 15.4 7.4 6.0 6.6 7.0
Customer Care 17.2 (16.4) - 4.1 5.0 0.2 3.0 0.9 1.9 1.7
Human Resources, Environment and Safety - 2.1 (0.9) 1.4 3.2 1.3 0.6 1.0 1.1 1.0
Information Technology - 2.6 2.9 2.4 1.7 5.7 2.5 2.9 3.0 3.4
Common Corporate Costs - (0.1) (0.7) 1.3 (1.2) - - 0.1 - -
Facilities Management - 1.7 (1.0) 14 1.5 - 0.5 0.5 0.7 0.7
Other Various 0.1 0.9 0.8 34 2.9 (0.1) 1.0 0.8 2.0 0.3
Closing Balance 288.1 | 277.5 | 280.4 | 294.2 | 320.5 | 343.0 | 358.0 | 370.2 | 385.5 | 399.6

Note: Toronto Hydro confirms that no costs for dedicated conservation and demand management (“CDM”) staff to support IESO programs funded ‘

under the 2021-2024 CDM Framework are included in the revenue requirement.

3|n EB-2018-0165, the OEB approved a 2020 OM&A budget of $272.2 million and directed Toronto Hydro to amend the presentation of shared services within Other Revenue,
under USoA Accounts 4375 and 4380 for revenues and expenses of non-rate regulated utility operations. Normalized for this change, the 2020 OEB-approved OM&A budget was

$266.7 million.

,/C
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Toronto Hydro proposes a 2025-2029 LEAP funding allocation of 0.15 percent of its service
revenue requirement, resulting in a total LEAP amount of $8.6 million. Please refer to Exhibit

4, Tab 2, Schedule 19 for more information.

6. COST OF CAPITAL

Table 12 below outlines the proposed capital structure and cost of capital parameters in
accordance with the OEB’s cost of capital parameters. The 2025 return on equity forecast,
which was derived in accordance with the OEB’s Cost of Capital Report (EB-2009-0084)
methodology, was applied to determine the 2025-2029 revenue requirement presented in
Exhibit 6, Tab 1. Toronto Hydro intends to update the return on equity forecast during the
Draft Rate Order (“DRQ”) process to align with the return on equity approved by the OEB in

the final quarter of 2024. For more information please refer to Exhibit 5, Tab 1.

Table 12: Proposed Capital Structure and Cost of Capital Parameters

Capital Structure Cost Rate

Debt

Long-term Debt 56.00% $3,304,672,000 3.95%

Short-term Debt 4.00% $236,048,000 5.25%
Total Debt 60.0% $3,540,720,000 4.04%
Equity

Common Equity 40.00% $2,360,480,000 9.36%

Preferred Shares 0.00% S-
Total Equity 40.0% $2,360,480,000 9.36%
Total / WACC $5,901,200,000 6.17%

/C

/C
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7. COST ALLOCATION AND RATE DESIGN

7.1 Cost Allocation

Toronto Hydro’s revenue requirement, as detailed in Exhibit 6, is allocated to rate classes in
order to calculate distribution rates for the 2025 rebasing year. This is performed using the
OEB’s latest cost allocation model, including the OEB’s policy related to the Street Lighting

class* and subject to the adjustments noted in the Cost Allocation evidence.®

Consistent with the methodology relied upon in the utility’s last two custom rate application
(EB-2014-0116 and EB-2018-0165), Toronto Hydro completed a cost allocation study for
2025 test year, and extended the results to allocate the 2026 to 2029 revenue requirement

to rate classes.

Table 13 below shows the revenue to cost ratios calculated prior to and after the proposed
test year rate design in comparison with the OEB’s “target ranges” (all ratios exclude
revenues and costs related to transformer ownership allowance). The proposed revenue to
cost ratios for all Toronto Hydro rate classes are within the OEB’s guideline ranges. For more

information about cost allocation, please refer to Exhibit 7, Tab 1.

Table 13: Revenue/Cost Ratios (%)

2020 OEB 2025 OEB’s Guideline
Rate Class

Approved Model Proposed Ranges
Residential 100.0% 102.7% 100.0% 85-115
Competitive Sector Multi-Unit

. . 100.0% 112.5% 100.0% n/a

Residential
General Service <50kW 93.7% 98.0% 99.5% 80-120

J

4 Ontario Energy Board, Issuance of New Cost Allocation Policy for Street Lighting Rate Class (June 12, 2015), “online”,
https://www.oeb.ca/oeb/_Documents/EB-2012-0383/LTR_CostAllocation_Streetlighting_20150612.pdf
5 Exhibit 7, Tab 1, Schedule 1.

/C
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2020 OEB 2025 OEB’s Guideline
Rate Class

Approved Model Proposed Ranges
General Service 50-999kW 105.6% 95.8% 99.0% 80-120
General Service 1000-4999kW 94.8% 92.9% 98.3% 80-120
Large Use 93.6% 98.2% 99.6% 85-115
Street Lighting 111.3% 116.4% 116.4% 80-120
Unmetered Scattered Load 120.0% 121.0% 120.0% 80-120

7.2 Rate Design

In this application, Toronto Hydro requests approval of new base distribution rates and new
rate riders effective January 1, 2025. Toronto Hydro calculated the rebased distribution rates
for 2025 using the OEB’s standard revenue requirement methodology as set out in the Filing

Requirements.®

For the 2026-2029 rate period, Toronto Hydro calculated distribution rates using a Custom
Revenue Cap Index (“CRCI”).” For each of these years, base revenue requirements will be
brought forward for final approval in Toronto Hydro’s annual rate update applications,
inclusive of actual inflation factors applicable to those years. In each annual rate update
application, Toronto Hydro will propose new distribution rates based on the escalated base
revenue requirement resulting from application of the CRCI, in accordance with the OEB’s

Decision in this proceeding.

Toronto Hydro proposes that for the years 2026 to 2029, the final approved base revenue
requirements be allocated to each rate class based on the same allocations to rate classes
established in this proceeding for 2025. Toronto Hydro will hold constant the fixed/variable

revenue split for each rate class determined in 2025 for the purpose of designing rates from

6 OEB Filing Requirements for Electricity Distribution Rate Applications, Chapter 2 (December 15, 2022), section 2.8.
7 See Exhibit 1B, Tab 2, Schedule 1 for more information on the CRCI.
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2026 to 2029. Subsequently, the utility will calculate rates in each year relying on Toronto

Hydro’s five-year customer and load forecast as approved in this application.

Please see Exhibit 1B, Tab 4, Schedule 1 for more information about the proposed CRCI, and

Exhibit 8, Tab 1 fore more information about rate design.

7.3 Specific Service Charges

For this application, Toronto Hydro proposes to leave its specific service charges unchanged,
with the exception of the wireline pole attachment charge, which Toronto Hydro will update
at the draft rate order stage and annually in accordance with the latest OEB rate orders.
Please refer to Exhibit 8, Tab 2, Schedule 1 for more information about specific service

charges.

8. DEFERRAL AND VARIANCE ACCOUNTS (“DVA”)

The total net DVA balance proposed for clearance is $113.3 million (credit/refund) to
customers beginning January 1, 2025. Tables 14 and 15 provide a summary of Group 1 and
Group 2 DVA balances, respectively. With the exception of the Lost Revenue Adjustment
Mechanism Variance Account (“LRAMVA”),% the amounts proposed for clearance include the
balances as reflected in the audited financial statements for the fiscal year ended December
31, 2023. The amounts also include the forecasted principal activity and carrying costs

calculated to December 2024.

8 Toronto Hydro notes that the balances in the LRAMVA were not reported in RRR or AFS filings because, as the OEB
Decision noted in EB-2022-0065, the utility did not have sufficient information at the time those filings to estimate the
balances in the account.

'/C
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L. Carrying
Principal Proposed for To Be
Charge Balances as of i . .
Accounts Balance as of Disposition Continued
Balance as of Dec 31, 2023
Dec 31, 2023 (Yes/No) (Yes/No)
Dec 31, 2023

Group 1 Accounts

Various Retail Settlement Variance Account (“RSVA”)° 163.0 10.8 173.8 Yes Yes
1550 Low Voltage Variance Account 0.8 0.1 0.9 Yes Yes
1580 Wholesale Market Service Charge 28.0 3.3 31.3 Yes Yes
1580 WMS — Sub-account CBR Class A - - - Yes Yes
1580 WMS — Sub-account CBR Class B 0.8 (0.2) 0.6 Yes Yes
1584 Retail Transmission Network Charge 56.0 3.4 59.4 Yes Yes
1586 Retail Transmission Connection Charge 38.0 1.7 39.7 Yes Yes
1588 Power (excluding Global Adjustment) 35.3 1.8 37.0 Yes Yes
1589 Global Adjustment 7.6 0.9 8.5 Yes Yes
1551 Smart Meter Entity Charge (3.6) (0.1) (3.7) Yes Yes

Disposition and Recovery/Refund of Regulator
1595 P v/ gulatory (37.0) (14.2) (51.1) No Yes
Balances (“RARA”)
Total Balance 126.0 (3.4) 122.6

9 Includes Account 1588 — Power (RSVApower) and Account 1589 Global Adjustment (RSVAGA)
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L. Carrying Forecasted Forecasted
Principal Balances | . . ) Balances | Proposed for To Be
Charge Principal Balance Carrying Charge . . X
Accounts Balance as as of Dec as of Dec 31,| Disposition | Continued
Balance as of Dec as of Dec 31, Balance as of
of Dec 31, 2023 31, 2023 2024 (Yes/No) (Yes/No)
31, 2023 2024 Dec 31 2024
Group 2 Accounts

Capital-Related Revenue Requirement

1508 , - - - - - - No No
(“CRRRVA”)10

1508 Customer Choice Initiative Costs 0.3 - 0.3 0.6 - 0.6 Yes No

1508 | Excess Expansion Deposits (7.8) (0.5) (8.3) (7.8) (1.1) (8.7) Yes Yes
Externally Driven Capital Variance

1508 . , 5.2 (0.1) 5.1 8.3 0.3 8.6 Yes No11
Account (“EDCVA”)

1508 | Gain on Sale of Properties?? (1.1) (0.0) (1.2) (1.9) (0.2) (2.1) Yes Yes

1508 | Impact for USGAAP Deferral Account (9.7) - (9.7) (9.7) - (9.7) No Yes
Pension & OPEB Forecast Accrual

1522 | versus Actual Cash Payment - - - - - - No Yes
Differential Carrying Charges

1592 | PILs and Tax Variances — CCA Changes!3 (1.6) (0.1) (1.7) (1.6) (0.2) (1.8) Yes Yes
THESL Wireless Attachment Costs &

1508 (2.4) (0.2) (2.6) (3.3) (0.3) (3.6) Yes Yes!4
Revenues
Wireline Pole Attachment Revenue

1508 X 2.7 0.1 2.8 4.0 0.3 4.3 Yes No
Variance

10 Balance relates to 2015-2019 activity which was approved for clearance in 2020 CIR.
11 Toronto Hydro proposes to track the types of variances that are currently captured in the EDCVA in the new the Demand Related Variance Account (“DRVA”). Please refer to

section 9.2

for further details.

12 As noted in 3-SEC-85(b), the amount was corrected from pre-filed evidence (November 17, 2023) and now includes proceeds from the sale of utility vehicles.
13 Balance relates to 2015-2019 activity which was approved for clearance in 2020 CIR.
14 Toronto Hydro requests this account to be converted from a deferral account to a variance account, which would track variances from the utility’s forecast of relevant

revenues and costs that is incorporated in Other Revenue. This modified approach passes through the benefit of the associated revenues to ratepayers up front, rather than
deferring disposition to the next rebasing. See 3-VECC-55 for a breakdown of forecasted wireless attachment revenues in 2025-2029

/C
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L. Carrying Forecasted Forecasted
Principal Balances | . . ) Balances | Proposed for To Be
Charge Principal Balance Carrying Charge . . X
Accounts Balance as as of Dec as of Dec 31,| Disposition | Continued
Balance as of Dec as of Dec 31, Balance as of
of Dec 31, 2023 31, 2023 2024 (Yes/No) (Yes/No)
31, 2023 2024 Dec 31 2024

Renewable Generation Connection
Funding Adder Deferral Account —

1533 oo i (4.7) - (4.7) (7.3) - (7.3) Yes Yes
Provincial Rate Protection Payment
Variances

1508 | Local Initiatives Program Costs - - - - - - No Yes
Lost Revenue Adjustment Mechanism

1568 . - - - - - - Yes Yes
Variance Account (“LRAMVA”)
Operating Centres Consolidation

1508 . 1.8 0.2 2.0 1.8 0.3 2.1 Yes Yes
Program (“OCCP”)%5
Gains on Sale of Properties related to

1508 | the Operating Centres Consolidation (23.8) (0.9) (24.7) (23.8) (2.2) (26.0) Yes Yes
Program (“OCCP”)16

1508 | Useful Life Changes (61.3) (1.4) (62.7) (129.2) (6.4) (135.6) Yes No
Ultra-Low Overnight (“ULO”)

1508 ) (0.6) - (0.6) 0.1 - 0.1 Yes No
Implementation Costs

1508 | Green Button Initiative Costs - - - (0.4) - (0.4) Yes No
50/60 Eglinton Proceeds of Sale

1508 7.3 0.3 7.6 7.3 0.7 8.0 Yes Yes
Deferral Account 16 17 (73) (03) (7.:6) (73) (07) (80)
Carillion Insolvency Payments

1508 . 0.3 - 0.3 0.3 - 0.3 No Yes
Receivable Account

15 This entry relates to a residual balance in relation to the Operating Centres Consolidation Program of $2.0 million (debit) in the updated Group 2 account continuity schedule
and that is comprised of a $1.7 million overpayment to ratepayers and $0.3 million in related carrying charges. Please refer to interrogatory response 9-Staff-336 for more
information supporting the amounts recorded in this account.
16 The proposed claim amount per the continuity schedule has been grossed-up to include the tax savings proposed to be returned to ratepayers

17 Toronto Hydro seeks approval to create of this deferral account to capture and dispose additional proceeds received from the sale of 50/60 Eglinton. Please refer to Exhibit 9,
Tab 1, Schedule 1 at section 9.4 for more information.
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L. Carrying Forecasted Forecasted
Principal Balances | . . ) Balances | Proposed for To Be
Charge Principal Balance Carrying Charge ] . .
Accounts Balance as as of Dec as of Dec 31,| Disposition | Continued
Balance as of Dec as of Dec 31, Balance as of
of Dec 31, 2023 31, 2023 2024 (Yes/No) (Yes/No)
31, 2023 2024 Dec 31 2024
Getting Ontario Connected Act
1508 . 0.9 - 0.9 2.5 0.1 2.6 Yes Yes
Variance Account18
Cloud Computing Incremental
1511 . 0.5 - 0.5 4.0 0.1 4.1 Yes No20
Implementation Costs®®
Total Balance (108.8) (3.0) (111.8) (170.8) (9.7) (180.5)

18 Please see interrogatory response 4-Staff-296(e) for supporting details for the amounts booked in this account.

19 This account was added as part of the April 2, 2024 evidence update in accordance with OEB Letter re Accounting Order (003-2023) for the Establishment of a Deferral
Account to Record Incremental Cloud Computing Arrangement Implementation Costs (November 2, 2023).

20 For the reasons described in the response to interrogatory 2B-Staff-263(b), Toronto Hydro does not propose to continue this account.
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Toronto Hydro proposes to allocate the DVA balances to the customer classes based on the
methodologies described in the OEB’s Deferral and Variance Account Review (“EDDVAR”).%!
For accounts where the EDDVAR report indicated allocation was to be determined on a case-
by-case basis, Toronto Hydro has proposed an allocator. The allocation between customer

classes is set out in Table 15 below.

21 EB-2008-0046, Ontario Energy Board Deferral and Variance Account Review Initiative.
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Allocators

Total | Residential | CSMUR | GS< | GS-50- GS > Large Street uUsL USL
(%) (%) (%) 50kw | 999 kW | 1,000 to User Lighting | (Connections) | (Customer)
(%) (%) 4,999 | =>5,000 (%) (%) (%)
kW (%) kW (%)

Distribution Revenue (2022) 100.0 38.9 4.8 15.5 26.1 8.3 3.9 2.0 0.5 0.0
Revenue Offsets (2025) 100.0 35.6 4.3 14.6 17.4 4.8 1.8 21.1 0.3 0.0
LRAMVA 100.0 -0.5 0.0 -21.9 59.0 12.9 50.6 0.0 0.0 0.0
Distribution Revenue GS>50 kW (2022) | 100.0 0.0 0.0 0.0 64.0 20.3 9.6 5.0 1.1 0.0
# of RPP Customers (2022) 100.0 78.8 11.9 8.8 0.4 0.0 0.0 0.0 0.1 0.0

L /C
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1 Toronto Hydro proposes various recovery periods for specified DVA accounts, beginning

2 January 2025, in order to minimize the bill impacts to all affected customers set out in Table

3 16 below.

4

5  Table 16: Proposed Rate Rider Allocators and Recovery Periods

Proposed
. Recovery | Rate Rider | Rate Rider
Rate Riders Allocators Period Start Year End Year
(Years)
PILs and Tax Variance Distribution Revenue (2022) 1.00 2025 2025
Wireline Pole Attachments Rev Revenue Offsets (2025) 1.00 2027 2027
Gain on Property Sale Distribution Revenue (2022) 1.00 2027 2027
Impact for USGAAP (Actuarial Distribution Revenue (2022) 1.00 2025 2025
loss on OPEB)
Customer Choice Initiative # of RPP Customers (2022) 1.00 2027 2027
External Driven Capital Distribution Revenue (2022) 1.00 2026 2026
SlZirat'onS Center Consolidation | 1.+ ipution Revenue (2022) 1.00 2025 2025
. . Distribution Revenue GS>50
Excess Expansion Deposits KW (2022) 5.00 2025 2029
Change in Useful Life o
of Assets (2025-2026) Distribution Revenue (2022) 2.00 2025 2026
Lost Revenue Adjustment
Mechanism (LRAMVA) LRAMVA 5.00 2025 2029
Innovation Fund Distribution Revenue (2022) 1.00 2029 2029
Ultra-Low Overnight Rate Costs # of RPP Customers (2022) 1.00 2025 2025
Green Button Initiative Costs Distribution Revenue (2022) 4.00 2025 2028
Wireless pole attachments Rev Revenue Offsets (2025) 3.00 2026 2028
50/60 Eglinton Proceeds of Distribution Revenue (2022) 4.00 2026 2029
Sale Deferral Account
- T

(Czh;;g; (')”2 :)Sef”' ife of Assets | pictribution Revenue (2022) 4.00 2026 2029
Change in Useful Life of Assets o
(2025-2027) Distribution Revenue (2022) 5.00 2025 2029

6

7 Toronto Hydro seeks approval for the following four new Deferral and Variance Accounts:

8 (1) the 50/60 Eglinton Proceeds of Sale Deferral Account, (2) the Performance Incentive

/C
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Mechanism Deferral Account, (3) Demand Related Variance Account, and (4) the Innovation

Fund Variance Account.

Toronto Hydro requests discontinuation of the following accounts:

Account 1508 - subaccount - Capital-Related Revenue Requirement (“CRRRVA”)
Account 1508 - subaccount - Customer Choice Initiative Costs

Account 1508 - Subaccount - Externally Driven Capital Variance Account (“EDCVA”)
Account 1508 - subaccount - Wireline Pole Attachment Revenue Variance

Account 1508 - subaccount - Useful Life Changes

Account 1508 - subaccount - Ultra-Low Overnight Rate Costs

Account 1508 - subaccount - Green Button Initiative Costs

For more information about Toronto Hydro’s DVA accounts and amounts proposed for

clearance, please refer to Exhibit 9, Tab 1.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Toronto Hydro-Electric System Limited
EB-2023-0195

Exhibit 1B

Tab 2

Schedule 1

UPDATED: April 2, 2024

Page 1 of 47

RATE FRAMEWORK

This schedule outlines Toronto Hydro’s 2025-2029 custom incentive rate-setting framework:
an evolved rate framework (rooted in the Renewed Regulatory Framework (the “RRF”), the
Rate Handbook (the “Handbook”), and performance-based regulation principles) that
enables the utility to deliver customer outcomes in the context of an energy transition driven

by imperatives to electrify key sectors of economy (2025-2029 Custom Rate Framework).

Toronto Hydro followed a principled approach in developing the 2025-2029 Custom Rate
Framework. In this approach the utility was guided by the following principles:
e deliver customer outcomes and advance public policy objectives;
e maintain rate stability and funding predictability to enable effective multi-year utility
and customer planning and decision making,
e provide flexibility to execute multi-year plans in increasingly dynamic circumstances;
e protect customers and the utility from structural forecasting risks in times of
uncertainty; and

e balance the interests of customers, the utility and its shareholder.

Toronto Hydro’s framework is informed by enhanced performance-based regulation (“PBR”)
approaches employed in other leading jurisdictions that are undergoing an energy
transition. To that end, Toronto Hydro retained a third-party expert (Scott Madden) to
review the 2025-2029 Custom Rate Framework against a set of elements that were derived
from a jurisdictional scan. A copy of this evidence is attached as Appendices A and B to this

schedule to assist the OEB in evaluating the proposed framework.
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The current custom rate framework, which was established in the 2015-2019 Rate
Application (EB-2014-0116), provided stability and flexibility as Toronto Hydro grappled with

the significant challenge of renewing a rapidly deteriorating distribution system.

The 2025-2029 Custom Rate Framework detailed in this schedule is structurally consistent
with the rate framework approved by the OEB in past applications, with purposeful

evolutions to achieve the objectives summarized below.

1. Provide multi-year funding certainty and flexibility for Toronto Hydro to:
(i) continue to sustain a reliable grid and safe and effective operations; and
(ii) address current and emerging (externally-driven) needs and challenges that
the utility faces in delivering its services and preparing the grid for the energy
transition.
2. Establish an appropriate balance between customer benefit and risk to the utility and
its shareholder to:
(i) protect consumers with respect to price and service quality outcomes in the
next rate period and beyond, as consumers increase their reliance on the
Toronto Hydro’s grid for day-to-day energy needs; and
(i) maintain the utility’s financial integrity with sufficient funding to deliver
capital and operations programs to achieve outcomes that customers need

and value now, and in an electrified future.

The following elements, as further described in this schedule, make up the comprehensive
2025-2029 Custom Rate Framework:

e A cost of service rebasing in 2025, the first year of a five-year rate term.
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A Custom Revenue Cap Index (“CRCI”), applied in years two through five (i.e. 2026 to
2029), to set rates for each year based on: (i) the expected growth in revenue that is
required to fund the utility’s investment plan, taking into account (ii) inflation minus
productivity (“I-X”) escalators and (iii) expected annual growth in billing
determinants in each rate class per the five-year load forecast.

The CRCI includes a Revenue Growth Factor (“RGF”) to fund Toronto Hydro's
incremental capital and operational investment needs in the outer years of the rate
period (i.e. 2026-2029) so that the utility can make necessary investments in the grid
and its operations to deliver outcomes that customers need and value.

Base Revenues are adjusted annually by inflation and incentive factors (I-X):

lIIII

o The inflation factor (“1”) is aligned with standard OEB methodology
o The incentive factor (“X”) includes a 0.15 percent efficiency-factor supported
by empirical total cost benchmarking evidence, and a pro-active 0.6 percent
performance factor that balances risk and reward by providing:
= customers a significant upfront rate reduction benefit of
approximately $65 million over the 2025-2029 rate term; and
= Toronto Hydro the opportunity to earn back this revenue in the next
rate period through an innovative Performance Incentive Mechanism
(“PIM”) if the utility achieves set objectives.
The PIM shifts cost and performance risk to the utility, ensuring greater
accountability to customers for outcomes, while maintaining the utility’s financial
integrity by providing Toronto Hydro the opportunity (not the guarantee) to make its
full rate of return by delivering performance outcomes in the areas of: (i) reliability

and resilience, (ii) customer service and experience, (iii) environment, safety and

governance, and (iv) efficiency and financial performance. These performance

/C
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outcomes are measured through twelve custom metrics with set targets on the
utility’s 2025-2029 Custom Scorecard.

e An Innovation Fund to further the OEB’s objectives set out in the Framework for
Energy Innovation (“FEI”), and enable Toronto Hydro to overcome practical
challenges of pursuing innovation during the 2025-2029 rate period, including:

o a prudence standard of review that requires a higher level of certainty in
proving beneficial outcomes,

o a rate term that generally requires investment plans to be developed far in
advance, and

o a revenue requirement approach that requires spending to be classified
either as a capital or operating expense, with limited flexibility during the rate
period to trade-off between these types of expenditures.

e A Demand-Related Variance Account (“DRVA”) to protect ratepayers, the utility and
its shareholder, from structural unknowns in forecasted costs and revenues related
to demand growth in a time of unprecedented change and transformation in the

economy and energy system.

For ease of reference, Table 1 below compares the key elements of the current 2020-2024

Custom Rate Framework and the proposed 2025-2029 Custom Rate Framework.
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1 Table 1: Comparison of Current and Proposed Custom Rate Frameworks

2020-2024 Custom Rate Framework

2025-2029 Custom Rate Framework

Year 1 Standard COS rebasing Standard COS rebasing
Year 2 Custom Price Cap Index (“CPCI”): Custom Revenue Cap Index (“CRCI”):
ln=X + Cn—Scap * (I + Xcap) - 8 ln— X + RGF,
OME&A One-year plan escalated by inflation Five-year plan funded through the
less productivity (I-X) Revenue Growth Factor (“RGF”)
Capital Five-year plan funded through a Five-year plan funded through the
capital factor (“C-Factor”) Revenue Growth Factor (“RGF”)
Inflation OEB Inflation Factor OEB Inflation Factor
X-Factor 0.6 percent reduction on non-capital 0.75 percent reduction on all revenue
related revenue requirement, and 0.9 | requirement with the opportunity to
percent reduction on capital related earn-back up to 0.6 percent of the X-
revenue requirement, resulting in a factor through a Performance
blended X-factor of 0.81-0.82 percent | Incentive Mechanism (“PIM”) by
over the rate term achieving results measured through
custom metrics with set targets on the
utility’s 2025-2029 Custom Scorecard
Growth Growth factor added to CPCI derived CRCI sets rates annually based on

from five-year load and customer
forecast

projected growth in billing
determinants in each rate class

Deferral and
Variance
Accounts
(DVAs)

Capital-Related Revenue Requirement
Variance Account?

Demand-Related Variance Account

Performance Incentive Mechanism
Deferral Account

Externally Driven Capital Variance
Account?

Innovation Fund Variance Account

Getting Ontario Connected Act
Variance Account?

Earning Sharing Mechanism

Earning Sharing Mechanism

Property Sales

Property Sales?

1 Toronto Hydro proposes to discontinue these accounts. For more information about these accounts, please see Exhibit
9, Tab 1, Schedule 1 at sections 4.2 and section 5.3.
2 For more information about these accounts, please see Exhibit 9, Tab 1, Schedule 1 at sections 4.4 and 4.16.
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Toronto Hydro’s proposal evolves the existing custom rate-setting approach in a manner

that is consistent with the RRF and aligned with the OEB’s guidance in the 2016 Rate

Handbook. Specifically:

The custom index is derived from five-year forecasts and includes financial incentives
for continuous improvement, including efficiency targets.

The proposed X-Factor is higher than the OEB-approved X-Factor under standard
Price Cap Incentive Regulation.

The framework is supported by empirical evidence of the utility’s productivity, as well
as internal and external benchmarking.

Annual updates are limited to updating the inflation factor.

The inflation factor adjusts Toronto Hydro’s rates and revenues annually to reflect
the prevailing economic conditions, ensuring the utility has necessary funding to
execute its multi-year investment plans.

The framework includes a comprehensive scorecard with performance metrics that
are aligned with the outcomes identified in the Application.

The framework includes an Earning Sharing Mechanism (“ESM”) to protect
customers in the event of utility overearning in excess of 100 basis points of its OEB-

approved regulated rate of return.

The sections that follow provide context and further explanation for the evolutions that

Toronto Hydro proposes in the 2025-2029 Custom Rate Framework to address the needs

and challenges that the utility faces, while maintaining its financial integrity and protecting

customers with respect to service quality, reliability, and price outcomes both in the near-

and longer-term.
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1. THE PLANNING IMPERATIVES

Over the 2025-2029 rate period, Toronto Hydro’s operations and capital investment needs

are growing by approximately 37.5 percent due to a number of distinct and interrelated

drivers. In particular:

Responding to the extraordinary inflationary pressures experienced over the 2020-
2024 rate period, wherein the Non-Residential Construction Index in the Toronto
Census Metropolitan Area rose 37.7 percent from Q1 2020 through Q2 2023.3
Toronto Hydro’s asset base continues to age and deteriorate requiring significant
sustained investment to maintain system health during the next rate period and
beyond — especially since the importance of a safe and reliable grid is only increasing
as customers rely on electricity for more of their daily energy needs.*
Asset maintenance requirements are increasing due to (i) evolving legal and
regulatory requirements, (ii) a growing level of corrective maintenance issues that
need to be rectified, and (iii) increased volumes of assets that the utility must inspect
and maintain.’
Investment is required to prepare Toronto Hydro's grid and operations for the energy
transition to ensure customers will not be underserved or unserved when demand
materializes, including investments to expand and modernize the distribution system
and increase operational capacity and capabilities to:®

o serve customers’ growing and changing electricity needs,

o execute higher volumes of capital and operational work,

o meet rising customer expectations with respect to service levels,’

3 Exhibit 1B, Tab 3, Schedule 3.

4 Exhibit 2B, Sections D2.2, E2.2, E2.4.2, E4.2.2, and E6.

5 Exhibit 2B, Section D3.1.1.3; Exhibit 4, Tab 2, Schedules 3 and 4.

6 For more information please refer to Exhibit 2B, Sections D4 and D5 and Exhibit 4, Tab 1, Schedule 1.
7 For more information please refer to Exhibit 1B, Tab 5, Schedule 1.
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o plan and execute more complex work in a dense, mature and urban operating
environment,® and

o leverage technology and pursue innovation to modernize utility operations,
increase operational efficiency, optimize the use of new and existing assets,
and support the integration of distributed energy resources (“DERs”).?

e Technological changes are shifting certain types of investments such as demand-side
non-wires solutions and cloud-based software solutions from capital to operational
program expenditures.

e Environmental, social and governance (“ESG”) imperatives are driving key account
customers to pursue zero plans that will require investment in grid expansion and
modernization, as well as services to support these customers in their

decarbonization-through-electrification journey.

In addition to addressing grid and operational needs and laying the foundation for the
unfolding energy transition in a paced manner, Toronto Hydro’s 2025-2029 investment plan
aims to deliver key objectives with respect to four key areas of performance: (i) reliability
and resilience, (ii) customer service and experience, (iii) environment, safety and
governance, and (iv) efficiency and financial performance outcomes. These outcomes are
measured through custom metrics with set targets on the utility’s 2025-2029 Custom

Scorecard which is filed at Exhibit 1B, Tab 3, Schedule 1.

The investment priorities and associated outcomes are aligned with customers’ needs and
preferences, as demonstrated by the results of Toronto Hydro’s two-phased customer

engagement process detailed in Exhibit 1B, Tab 5, Schedule 1 whereby:

8 For more information about these challenges please refer to Exhibit 1B, Tab 3, Schedule 3, section 1 at page 2.
9 For more information about please refer to the Grid Modernization Strategy at Exhibit 2B, Section E5.
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e over 33,000 customers reviewed Toronto Hydro’s draft plan, and
e an average of 84 percent of the customers surveyed supported the rate increase

associated with the draft plan, or one that does even more to advance outcomes.

Toronto Hydro is the steward of a mature, diverse and complex distribution system serving
a dense urban territory powering Canada’s largest, and North America’s second fastest
growing city. The last two custom rate applications, and Toronto Hydro’s 2012-2014
Incremental Capital Module (“ICM”) application, were marked by the need for significant
multi-year capital funding in excess of what can be funded through base rates under the

OEB’s Price Cap Incentive Rate-Setting Mechanism (“IRM”) approach.

Past rate applications predominately focused on addressing significant system renewal
needs and keeping up with the City’s growth and densification. These investments delivered
reliability improvements and many other service quality benefits to customers, as detailed

in Exhibit 1B, Tab 3, Schedule 2.

Despite these achievements, Toronto Hydro continues to face asset condition and
demographic pressures across all parts its system, which necessitate continued proactive
investments over the next rate period to maintain a safe and reliable grid for customers.1°
At the same time, an energy transition is gradually unfolding across key sectors of the
economy with residents, businesses and institutions adopting electrified technologies such
as electric vehicles (“EVs”), heat pumps, solar panels and energy storage systems. Toronto

Hydro must sustain, expand and modernize the grid to be ready and equipped to serve

customers’ growing demand for safe and reliable electricity during this transition.

10 For more information please refer to Exhibit 2B, Section E2.2.2.1.
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While the pace and nature of electrification required to decarbonize the economy remains
unsettled, there is broad societal and public consensus that an energy transition is required
to mitigate the existential and economic impacts of climate change. In order to continue to
serve the needs of the customers in an electrified future, Toronto Hydro is oriented around
taking responsible, least-regret and paced actions in the 2025-2029 rate period to prepare
the local grid and its operations for a fundamental shift in how customers rely on electricity

in the decades to come.

To gain insight into the challenge posed by the energy transition, Toronto Hydro
commissioned an industry leading consumer-choice modelling Future Energy Scenarios
study to assess the impacts of different energy transition scenarios on Toronto Hydro’s
distribution system.!! The Future Energy Scenarios study reveals that over time, a significant
increase in peak demand across all scenarios is expected to occur, including the least
ambitious steady progression scenario that falls short of meeting Net Zero 2050 objectives.
This outlook is consistent with other leading studies, such as the Independent Electricity
System Operator’s (“IESO”) Pathways to Decarbonization (“P2D”) report, which estimates
that in a high-growth scenario, in less than 30 years, Ontario could need more than double

its electricity generating capacity.*?13

11 Exhibit 2B, Section D4, Appendix A and Appendix B.

2Toronto Hydro’s own Future Energy Scenarios forecast a doubling in Toronto’s electricity demand by the year 2050
across multiple scenarios (for more information please refer to Exhibit 2B — Section D4, Appendix A). The IESO’s Pathways
to Decarbonization report forecasts that demand could more than double by 2050 (https://www.ieso.ca/en/Learn/The-
Evolving-Grid/Pathways-to-Decarbonization)

13 Enbridge’s Pathways to Net Zero forecasts an increase in demand of over three times in its electrification scenario
(https://www.enbridgegas.com/en/sustainability/pathway-to-net-zero). In the US, utilities such as National Grid
(https://www.nationalgridus.com/media/pdfs/our-company/massachusetts-grid-modernization/future-grid-full-plan-
sept2023.pdf),Eversource(https://www.mass.gov/doc/gmacesmp-
drafteversource/download? gl=1%2Ako8zfs%2A ga%2ANzUwNDISMDE3L{E2NTASODEYM|Q.%2A ga SW2TVH2WBY%2
AMTY5MzkyMDE20S4zNi4xLiE20TM5MiM1NzQuMCAwLjA.), and Unitil (https://unitil.com/ma-esmp/en) all published
modernization plans forecasting demand increases of over 2 times by 2050. ISO New England also completed a study
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The Future Energy Scenarios reveal that system peak demand could grow significantly, or
more moderately, depending on technology, policy and consumer choices that will be made
in the future. Toronto Hydro must both ensure that the grid is ready ahead of when demand
increases (to avoid under-served or unserved customers), and also be reasonably cautious
in building new capacity for the future. Building too much too soon could result in stranded
assets and high rate impacts for customers, and building too late would result in the grid not

being available to meet customer needs and expectations related to electrification.

To manage this uncertainty and the cost-consequences for customers, the utility must be:
(i) measured-but-proactive in its investment plan (as both asset and human capital
investments have long lead-times), (ii) deliberate in sustaining and modernizing its grid and
operations to ensure that it is ready to serve and enable customer choice in a range of
electrification scenarios, and (iii) oriented around a base of least-regret investment choices
(i.e. investments that are required under most or all of the possible futures outlined in the
Future Energy Scenarios study). Striking this important balance is at the heart of the 2025-
2029 investment plan and the proposed Custom Rate Framework. In this regard, Toronto
Hydro’s Plan is aligned with the expanded priorities and expectations articulated by the
Minister of Energy in the 2022 Letter of Direction to the OEB, and the recent Powering

Ontario’s Growth report.}41>

which forecasts a doubling in system peak by 2050 (https://www.iso-ne.com/static-

assets/documents/100004/a05 2023 10 19 pspc 2050 study pac.pdf). National Grid ESO (Great Britain’s system
operator), also forecasts in an increase of about 2 times across many of it’s future energy scenarios
(https://www.nationalgrideso.com/document/283101/download). Electricity North West, Distribution Future Electricity
Scenarios (December 2022) online: <https://www.enwl.co.uk/globalassets/get-connected/network-
information/dfes/current/distribution-future-electricity-scenarios-2022.pdf>; National Grid ESO, Future Energy Scenarios
(July 2023) online: <https://www.nationalgrideso.com/document/283101/download>.

14 Ministry of Energy, Letter of Direction from the Minister of Energy to the Chair of the OEB (October 21, 2022) online:
<https://www.oeb.ca/sites/default/files/letter-of-direction-from-the-Minister-of-Energy-20221021.pdf>.

15 Ministry of Energy, Powering Ontario’s Growth: Ontario’s Plan for a Clean Energy Future (July 10, 2023) online:
<https://www.ontario.ca/page/powering-ontarios-growth>.
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2. THE FUNDING NEED

As illustrated in Figure 1 below, the continuation of a custom-rate setting approach is
necessary for Toronto Hydro as funding derived from the OEB’s standard Price Cap and
IRM framework is insufficient to fund the plan’s imperatives of system stewardship, growth
and electrification, and modernization. Furthermore, Toronto Hydro’s ability to deliver its
investment plan and advance the public policy objectives and customer benefits is
dependent on a rate-setting approach that builds on, and necessarily evolves the current

approved custom-rate setting approach.

Base Revenue Requirement
1,250
5,469
1,200

1,150 5,307
1,100

1,050

S Millions

5,000
1,000

950

900
2025 2026 2027 2028 2029

) (025-2029 Investment Plan IRM e CIR 1.0

Figure 1: Cumulative 2025-2029 Base Revenue Requirement

Left unmitigated, the funding gaps depicted in Figure 1 above between IRM (the orange line),
the existing custom rate-setting approach (the green line) and Toronto Hydro’s 2025-2029
investment plan (the blue line) would result in hundreds of millions of dollars of
underinvestment in Toronto Hydro’s grid and operations. In these scenarios, system
performance and customer outcomes would be adversely affected and energy transition

objectives would be compromised or unmet. For the reasons detailed in the paragraphs that
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follow, Toronto Hydro submits that these scenarios do not serve the public interest or align

with the OEB’s statutory objectives.!®

Under a standard IRM scenario, Toronto Hydro’s 2025-2029 capital investment plan would
be underfunded by approximately 35 percent or $1.5 billion. Adoption of a plan constrained
by this funding envelope would force the utility into a sustainment plan that would be almost
entirely reactive in nature, resulting in roughly an 8 percent deterioration in system
reliability by the end of the rate period, along with increases in safety and environmental
risks and reactive replacement costs due to increasing numbers of asset failures.?” Such
deterioration in system performance would: (i) put Toronto Hydro out of alignment with
good utility practice, (ii) delay or prohibit the advancement of energy transition objectives
that must be met over the 2025-2029 rate period in preparation for increasing peak demand
and transition in the next decade, and (iii) harm ratepayers’ interest with respect to long-

term service quality and affordability outcomes.

While the gap between what standard IRM can fund and the revenue that the utility needs
to execute its 2025-2029 investment plan is best addressed by a custom rate-setting
approach, the needs of Toronto Hydro’s 2025-2029 investment plan remain unmet under
the current custom framework. Specifically, under the current framework, Toronto Hydro’s
2025-2029 investment plan would be underfunded by approximately $450 million (i.e.
approximately $360 million in capital expenditures and $90 million in OM&A expenses) due
to a 0.9 percent stretch-factor on capital-related revenue requirement, and an approach to

funding OM&A where operational budgets are rebased in the first year of the rate period

16 Section 1(1) of the Ontario Energy Board Act, 1998, SO 1998, c. 15, Sched. B.
17 For more information please review the SAIDI custom metric in Exhibit 1B, Tab 3, Schedule 1.
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and then adjusted annually by a rate that is less than inflation. Table 2 presents the return

on equity (“ROE”) implications of the existing framework.

Table 2: ROE Implications of the Existing Custom Framework ($ Millions)
2025 2026 | 2027 2028 | 2029

2025-2029 Investment Plan Revenue Requirement
(A)

2025-2029 funding under the existing custom
framework (B)

Variance (A) — (B) - 16 30 50 66
ROE Impact (basis points) * - 59.6 | 110.8 | 183.5 | 245.6

*Estimated where $27 million per year equals approximately 100 basis points.

972 1,027 | 1,074 | 1,176 | 1,219

972 1,011 | 1,044 | 1,126 | 1,153

Since 2012, Toronto Hydro has been operating under high stretch factors and has achieved
significant productivity gains by harvesting operational efficiencies such as fleet and facilities
consolidation, job harmonization and process automation that have delivered significant
benefits to customers. While the utility remains committed to productivity and efficiency
and intends to continue on a path of achievement in this area, Toronto Hydro has already
targeted and adjusted the most significant areas for productivity improvements. The various
benchmarking studies filed in this application show that Toronto Hydro is a good cost
performer relative to its peers, and in many cases exceeds the performance of its peers when
the appropriate operating conditions (e.g. dense urban environment) are taken into

consideration.®

After more than a decade of living under a top-down constrained funding model serving a
growing urban service territory that poses significant operational challenges and material

cost drivers, Toronto Hydro cannot eliminate the funding gap identified above through

18 For more information about productivity and benchmarking, please refer to Exhibit 1B, Tab 3, Schedule 3.
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productivity efforts such as absolute cost reductions or reprioritizing capital and operational
work. While deferral of work may have been a viable strategy in past periods, it is not in the
current circumstances where the utility must tackle both persisting and new challenges and
requirements, and prepare the grid and its operations for a major transformation in how

customers use electricity.

A choice to defer work planned within the 2025-2029 Distribution System Plan found at
Exhibit 2B does not serve the interests of ratepayers. For example, a deferral of work
contained within the Grid Modernization Strategy at Exhibit 2B, Section D5 would mean that
customers can expect a deterioration in reliability performance over the next rate period,
higher customer interruption costs and much higher costs in the next decade as the system
becomes more heavily utilized by customers. Similarly, investments to increase grid capacity
to connect new or expanded loads in a timely and efficient manner, and enable customers
to adopt DERs could be compromised — jeopardizing customer choice and impeding progress

towards energy transition goals.

Similarly, deferring investment in OM&A to manage within the funding provided by the
current framework, would lead to attrition of up to 200 employees by the end of the rate
period, putting Toronto Hydro’s staffing complement at precariously low level, and setting
the utility back with respect to a multitude of outcomes and risks which are summarized in

section 2.1 below and further detailed in Exhibit 4, Tab 1, Schedule 1.

The funding challenges depicted above are already being felt in the current rate period given
the capital and operational needs that the utility is managing, and notwithstanding the
productivity achieved through various initiatives detailed in Exhibit 1B, Tab 3, Schedule 3.

For example, from 2020 to 2022, Toronto Hydro’s achieved regulatory ROE averaged at 6.81
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percent, which is 1.71 percent lower than its deemed ROE of 8.52 percent. The funding
deficiency in the current rate period is due to multiple factors including the load-related
impacts of COVID-19,% and the need to invest in prudent operational expenditures (above
what base rates can fund under the current framework) in order to: (i) to implement the
2020-2024 workforce plan and (ii) address various incremental requirements summarized in
the OM&A Overview schedule at Exhibit 4, Tab 1, Schedule 1 and detailed throughout the

programmatic evidence in Exhibit 4, Tab 2.

Toronto Hydro proposes a number of evolutions to the existing custom-rate setting
approach that are purposefully designed to address the funding challenges described above,
re-balance utility and ratepayers’ risk and reward, and critically — continue to pursue
outcomes that matter to customers including achieving efficiency gains. To that end, the
Performance Incentive Mechanism (“PIM”) and the Custom Revenue Cap Index (“CRCI”)

outlined in section 3 are key elements of the proposed Custom Rate Framework.

2.1 Operational Funding Needs

The paradigm of a single rebased OM&A year subject to a growth rate that is less than
inflation over the rate term (i.e. an I-X approach) is incompatible with Toronto Hydro’s
evolving operational needs, as the utility must expand and modernize the grid and its
operations to facilitate the energy transition that customers and stakeholders expect. The
key drivers behind the operational need in the current period are summarized in Exhibit 4,

Tab 1, Schedule 1, and throughout the programmatic evidence at Exhibit 4, Tab 2.

19 For more information please see Exhibit 3, Tab 1, Schedule 1 and Exhibit 1B, Tab 3, Schedule 3 at section 2.1.
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After a decade of realizing sustained operational efficiencies to be able to manage its
operations with a workforce complement that is essentially flat from 2015 to 2024, it is no
longer possible nor prudent for Toronto Hydro to meet its obligations without hiring
additional resources. From 2024 through to 2029, Toronto Hydro’s workforce must grow by
roughly 25 percent to support the execution of an expanded capital program as detailed in
Exhibit 2B, while also addressing the policy, technology and customer imperatives of a
changing energy landscape. Greater volumes of capital work require more skilled trades
working in the field and operating the distribution system, as well as staff executing a broad
range of support functions, such as corporate services professionals administering the
utility’s financial processes and accounting records, and legal and regulatory professionals
negotiating contracts (e.g. offers to connect) and maintaining compliance with legal and
regulatory requirements in the face of increasing volumes and complexity of work outlined
in the plan. Furthermore, as traditional energy consumer models evolve to a paradigm
where customers are using more electricity and actively participating in energy management
through new technologies such as DERs, Toronto Hydro’s customer-interfacing operations
must also follow suit. Customer-related utility functions need to be expanded and enhanced
to successfully address emerging customer needs and requirements such as: connecting EVs,
heat pumps and DERs of varying size and scale; accessing energy data and analytics and new

channels of digital customer communication and interaction.

It is not possible for the utility to meet these requirements, and in particular its workforce
needs, with the operational funding levels provided by the current framework. As noted in
the OM&A Overview evidence at Exhibit 4, Tab 1, Schedule 1, managing workforce-related
costs downwards to live within a standard IRM funding paradigm would put Toronto Hydro’s
staffing complement at a precariously low pre-2015 level. Since the utility already has a

demonstrably lean workforce compared to other distributors in the province (as evidenced
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by benchmarking) such a reduction would compromise the utility’s performance with
respect to a multitude of outcomes and risks, including safety, customer service and

efficiency.

Under a constrained operational plan, the utility would also face a reduced absorption rate
of the Certified and Skilled Trades such as Distribution System Technologists (“DSTs”) that
are critical to the execution of Toronto’s capital and operations programs. DSTs operate,
install, commission, construct, repair, maintain, and decommissions all types of protective
relay and control systems, distribution automation equipment, and SCADA systems that are
integral to implementing key components of the utility’s Grid Modernization Strategy
outlined in Exhibit 2B, Section D5. Other consequences of not having the operational funding
that is necessary to attract and retain the level of resourcing outlined in Toronto Hydro’s
workforce plan, include:
o Less efficient and effective system and capacity planning compromising:

o (i) the execution of the 2025-2029 Distribution System Plan (“DSP”) and the
development of future DSPs,

o (ii) the optimization of investments to meet future load growth and
connection capacity, including the identification of non-wires solutions
opportunities,

o (iii) the integrity of regional planning and coordination efforts, and

o (iii) the implementation of grid modernization and innovation initiatives that
can provide long-term value and significant future benefits to customers;

e Safety, reliability, and poor customer service outcomes if distribution system records
and data updates cannot be maintained and synchronized with equipment or system

configuration changes;
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Lack of skill sets necessary to support evolution of control centre operations,
including to undertake the data modelling and system analysis required to enable
the self-healing grid and other distribution automation functions;

Insufficient cyber security capacity and expertise to manage the widespread threat
of advanced cyber attacks against critical infrastructure;

Insufficient staffing levels and skill sets to meet customers service expectations,
including knowledge management expertise to ensure accurate and timely
responses to increasingly complex customer inquiries, as well as, data analytics to
deploy and fully optimize automated quality management powered by artificial
intelligence and machine learning technologies;

Reduced governance and oversight of financial planning activities that can limit the
organization’s ability to maintain financial integrity outcomes;

Ineffective or unfavourable negotiation of contract terms, resulting in substandard
performance by contracted parties or foregone recourse to appropriate remedies,
reducing the value to ratepayers;

Non-compliance or incorrect implementation of new requirements, policies or
programs resulting in increased customer complaints, potentially compromising the
advancement of public policy objectives;

Increased frequency of inaccurate or delayed information resulting in customer
confusion and dissatisfaction; and

A reduced ability to successfully recruit and develop the skilled and specialized
resources that Toronto Hydro requires to execute its current and future investment

plans.

The operational consequences highlighted compromise Toronto Hydro’s ability to execute

the 2025-2029 investment plan, deliver the performance results detailed in Exhibit 1B, Tab
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3, Schedule 1, and advance energy transition objectives that are important to its customers
and stakeholders. For these reasons, Toronto Hydro 2025-2029 Custom Rate Framework
includes a mechanism (the Revenue Growth Factor further described in section 3.1.3.1
below) to fund operational investments over the rate period that exceed what can be funded

under a standard IRM approach.

3. 2025-2029 CUSTOM RATE FRAMEWORK

This section describes the elements of Toronto Hydro’s proposed 2025-2029 Custom Rate
Framework. The information is organized to first describe the components of the rate
formula known as the Custom Revenue Cap Index (the “CRCI”), followed by the non-CRClI

elements of the Custom Rate Framework.

3.1 Custom Revenue Cap Index (“CRCI”)

3.1.1 Revenue Cap Approach

In the last two custom rate applications (EB-2014-0116 and EB-2018-0165) Toronto Hydro
proposed, and the OEB approved, a rate-setting approach centered around a modified price-
cap rate model. This approach established rates in the rebasing year (2015 and 2020,
respectively) after which established rates were escalated annually by an index known as
the Custom Price Cap Index (“CPCI”). On completion of the rebasing year, no further
consideration was given to customer billing determinants (i.e. customer count, kWh and

kVa) or changes in these determinants over the rate plan.

In EB-2014-0116, where the current custom framework was first proposed and adjudicated,
a growth adjustment was added to Toronto Hydro’s CPCl to ensure that capital costs were
not over-collected. This took the form a 0.3 percent factor — termed the growth-factor or “g-

factor” — derived from the top-line of the utility’s five-year customer and load forecast. A g-
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factor of 0.2 percent was carried forward for inclusion in the utility’s current rate framework

based on 2020-2024 load and customer forecast.2°

The g-factor translates billing determinant growth across customer count, kWh, and kVa in
all rate classes into a simplistic top-line figure that is applied formulaically to base rates. In
doing so, it lacks specific consideration of the details embedded in the five-year customer
and load forecast. In particular, it does not recognize different patterns of growth amongst

the rate classes and their billing determinants.

The g-factor was adopted in 2015 at a time where the growth in billing determinants was
more stable and linear. However, in the current period and looking ahead to the end of the
decade, growth in demand is becoming more dynamic due to a multitude of factors (e.g. a
more volatile housing market and supply mix, shifting immigration policies, and
electrification-related policies, technology and consumer preferences). A more nuanced
mechanism is suitable to capture billing determinant growth within this changing and more
dynamic environment to ensure that rates for each of the customer classes continue to be

just and reasonable.

Toronto Hydro proposes a shift in its rate-setting approach from price-cap to a revenue-cap
model. Rather than escalate rates themselves each year, and use a simplistic g-factor to
account for expected billing determinant growth, Toronto Hydro proposes to escalate
revenue requirement each year, and design rates for each revenue requirement on the basis
of forecasted customer and load growth over the rate term. This approach captures

expected billing determinant growth in a more precise manner, considering shifting

20 EB-2014-0116, Decision and Order (December 29, 2015) at pages 28-29 and EB-2018-0165, Decision and Order
(December 19, 2019) at pages 41-42.
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customer make-up and changes to energy usage patterns as amongst kWh and kVa in a

period of energy transition.

It is also worth noting that Toronto Hydro’s proposal is a true revenue cap as the utility
proposes a sub-account within its Demand-Related Variance Account (“DRVA”) to record
revenue differences as a result of variances in weather normalized billing determinants at

the rate class level. The DRVA is further described in section 3.2.3 of this schedule.

3.1.2 Year 1: Standard Rebasing

The first year of the proposed rate application is a cost of service rebasing year, consistent
with the OEB’s standard IRM approach. The rebasing is derived from Toronto Hydro’s 2025
forecasted revenue requirement based on its capital and operational plans for the year, as
further detailed in its Distribution System Plan (“DSP”) at Exhibit 2B and the OM&A evidence
in Exhibit 4. The revenue requirement resulting from these projections is presented in Exhibit

6, Tab 1.

With the 2025 revenue requirement established, Toronto Hydro used the OEB’s cost
allocation model to allocate the revenue requirement to its rate classes, maintaining
revenue-to-cost ratios for each class within the guidelines set out in the OEB’s 2011 Review
of Electricity Cost Allocation Policy.?! For more information about Toronto Hydro’s Cost

Allocation and Rate Design, please refer to Exhibits 7 and 8, respectively.

21 EB-2010-0219, EB-2012-0383 and OEB letter issued June 12, 2015 Issuance of New Cost Allocation Policy for Street
Lighting Rate Class.
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3.1.3 Years 2-5: Custom Index

In year two through five of the rate period (i.e. 2026 to 2029), rates are set by the
implementation of the Custom Revenue Cap Index (“CRCI”). The CRCI produces a percentage
factor by which base revenue requirement must be escalated from one year to the next

during the rate term in order to fund Toronto Hydro’s investment plan.

The CRCI formula to be applied in years 2 through 5 (2026 to 2029) is: CRCI = I, — X + RGF,
Where,

e |=anInflation-factor to be updated annually as per the OEB’s standard methodology. /C

e X =an X-Factor of 0.75 percent which consists of (i) a O percent productivity-factor,
plus (i) a 0.15 percent efficiency-factor, supported by total cost benchmarking, plus
(iii) a proactive 0.6 percent performance factor that enables the PIM.

e RGF = a Revenue Growth Factor which represents the amount by which base revenue
requirement must increase each year to fund the utility’s proposed investment plan,
and is adjusted as outlined in Table 3 to remove a forecast of the inflation factor so
that the base revenue requirement can be escalated by the actual inflation-factor
through a mechanistic annual rate update process.

e n=therate yearin question.

The following sections describe the components of the CRCI.

1. Revenue Growth Factor

The OEB’s decision in EB-2014-0116 marked the establishment of a new mechanism to
account for multi-year capital needs in excess of what base rates can fund under standard
IRM — this mechanism is known as the Capital or “C-factor”. The C-factor is an attrition relief

mechanism that implements additional rate escalations each year, beyond those provided
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for through base rates escalated at inflation less productivity, to account for the utility’s
growing capital-related revenue requirement as a result of implementing the multi-year
capital investment plan known as the DSP. Over the last two custom rate applications, the
C-factor provided a means to fund multi-year capital investment plans beyond what could

be achieved under a standard IRM approach.

As noted in this schedule and detailed in Exhibit 4, Toronto Hydro’s operational funding
needs are growing due to a number of distinct and interrelated factors, including the need
to hire and retain more resources to deliver a larger and more complex work program, which
is necessary to sustain, expand, and modernize the grid, and deliver key outcomes that
customers and stakeholders value. To address the emerging need for multi-year operational
funding in excess of what can be achieved under standard IRM, Toronto Hydro proposes a
Revenue Growth Factor (“RGF”). The RGF, similar to the existing C-factor, enables year-over-
year rate increases to fund incremental revenue requirement related to both capital and
OM&A investments. As further described below, the RGF escalates revenue requirement
annually by a factor that accounts for the difference between one year’s revenue

requirement and the next.

In Exhibit 6, Toronto Hydro submitted the revenue requirement resulting from its capital and
OM&A programs and other revenue forecasts over the 2025 to 2029 rate period. To
calculate the RGF, the difference between each subsequent year’s revenue requirement is
determined as a percentage by which revenue requirement must escalate to fund the

investment plan for the upcoming year.

The forecasted capital and OM&A expenditures presented in Exhibits 2B and 4, and the

resulting revenue requirement presented in Exhibit 6, include inflationary assumptions with
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respect to the underlying cost inputs (i.e. labour, materials, and other costs). To allow
updates of the annual inflation factor in rates without double-counting the impact of
inflation, Toronto Hydro adjusted the RGF by removing a 2 percent forecasted annual
inflation factor for the 2026 to 2029 period, thereby presenting the RGF as an increase in

revenue requirement on an inflation-adjusted basis for rate-setting purposes.

Table 3 below outlines the proposed RGF values for years two through five (2026-2029)

before and after the inflation adjustment.

Table 3: 2026-2029 Revenue Growth Factor ($ Millions)

2025 2026 2027 2028 2029
Base Revenue Requirement (BRR) 972 1,027 1,074 1,176 1,219
Difference - 55 47 101 44
RGF before Inflation Adjustment - 5.61% 4.62% 9.43% 3.71%
Forecast Inflation Factor (%) - (2.00%) (2.00%) (2.00%) (2.00%)
RGF after Inflation Adjustment - 3.61% 2.62% 7.43% 1.71%

The RGF value for each year, as determined and approved by the OEB in this application, is
applied to the prior year base revenue requirement to set rates from 2026 to 2029 through
the implementation of the CRCl in annual rate applications. Aside from achieving the
objective of providing funding certainty and stability in rates which is necessary to enable
effective multi-year planning and operations, the RGF offers the added benefit of simplicity
relative to the current C-factor since the entire revenue requirement is being escalated by

the same inflation and productivity factors as further detailed below.
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2. Inflation Factor

An annual inflation adjustment based on objective economic factors is an important element
of establishing just and reasonable rates under standard OEB policy.?? This element is even
more important in light of the current volatility in national and global inflation, which may

or may not subside over the 2025 to 2029 rate period.

Toronto Hydro’s proposed approach to account for inflation in annual rate setting is
consistent with standard OEB policy. The utility proposes to use the OEB’s |-factor in its CRCI.
As the value for the I-factor is updated annually per the OEB’s standard methodology,
Toronto Hydro will incorporate the updated value in its CRCI appropriately adjust base

distribution rates for the following year.

3. X-Factor
Toronto Hydro proposes an X-Factor of 0.75 percent which consists of:
e 0 percent productivity-factor consistent with OEB policy, plus
e 0.15 percent efficiency-factor supported by empirical evidence, plus

e 0.6 percent proactive performance incentive mechanism factor.

The study prepared by Clearspring Energy Advisors at Exhibit 1B, Tab 3, Schedule 3, Appendix
A supports an efficiency-factor of 0.15 percent based on empirical total cost benchmarking
against relevant peers accounting for known and accepted operational differences between

utilities which require adjustment.?® By the end of the rate period (i.e. in 2029) the 0.15

22 EB-2010-0379, Rate Setting Parameters and Benchmarking under the Renewed Regulatory Framework for Ontario’s
Electricity Distributors (updated December 4, 2013).

23 |n the 2020-2024 Rate Application (EB-2018-0165), OEB Staff’s expert Pacific Energy Group (PEG) accepted the
appropriateness of a variable that accounts for urban congestion. The OEB Panel presiding over that case echoed the
comment in the Decision and Order (December 19, 2019) at page 29. Similarly, in Hydro One’s 2023 Joint Rate

e




10

11

12

13

14

15

16

17

18

19

Toronto Hydro-Electric System Limited
EB-2023-0195

Exhibit 1B

Tab 2

Schedule 1

UPDATED: April 2, 2024

Page 27 of 47

percent efficiency-factor yields an approximate annual revenue reduction of $6.9 million

relative to Toronto Hydro’s forecasted revenue requirement set out in Exhibit 6.

This revenue reduction represents the annual value of the efficiency benefits that customers
would reasonably expect to receive through the utility’s productivity efforts over the rate
term. As is customary within IRM, Toronto Hydro takes the risk of this efficiency gain upfront
giving customers the benefit of the rate reduction during the rate period — a benefit that
amounts to approximately $16.4 million over the entire rate period by adding up the values

in the last row of Table 5 below.

Table 5: Efficiency Factor (0.15%) Revenue Reduction ($ Millions)

2025 2026 2027 2028 2029
Revenue Requirement based on 972.4 1,027.0 1,074.4 1,175.7 1,219.2
the 2025-2029 Investment Plan
Revenue Collected after 0.15% 972.4 1,025.5 1,071.3 1,170.9 1,212.2
Efficiency Factor
Revenue Reduced by 0.15% 1.5 3.1 5.0 6.9
Efficiency Factor i

Note: There could be minor differences due to rounding.

Furthermore, as part of the 2025-2029 Custom Scorecard outlined in Exhibit 1B, Tab 3,

Schedule 1, the utility set a goal through the Efficiency Achievements metric to sustain these

benefits for customers into the next rate period by achieving quantified efficiency gains of

at least $6.9 million per year by 2029. These gains can be achieved through cost avoidances,

reductions or other efficiency gains that result in a lower revenue requirement at the next

rebasing, than would otherwise be put forward if the efficiency gains were not achieved.

Application (EB-2021-0110), PEG through an OEB-ordered conferral process with Clearspring Energy Advisors accepted

the inclusion of a substation variable within the custom total cost benchmarking study.
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In addition to the efficiency-factor, Toronto Hydro’s rate framework proposes a proactive
0.6 percent performance incentive factor that further reduces revenues by approximately
$65 million over the rate term, providing customers an additional upfront rate reduction.
This proposal (i) demonstrates Toronto Hydro’s commitment to be held financially
accountable to customers for key outcomes of the proposed investment plan, and (ii) gives
effect to an innovative Performance Incentive Mechanism (“PIM”) that provides the utility
the opportunity to earn-back the foregone revenue, if it delivers the target performance
results on the Custom Scorecard. The PIM proposal is further detailed in the section 3.2.1

below.

3.2 Key Custom Elements (Non-CRClI)

The following sections discuss three key elements of the 2025-2029 Custom Rate Framework
that enable an evolved approach to custom incentive rate-setting: (1) the Performance
Incentive Mechanism (“PIM”); (2) the Innovation Fund; and (3) the Demand Related Variance
Account (“DRVA”). Together with the CRCI rate formula described above in section 3.1, and
the existing Earning Sharing Mechanism (“ESM”), Off-Ramp and Z-Factor mechanisms
summarized below in section 3.3, these elements form a balanced custom rate framework
that is integral to the utility being able to function effectively within the operating context
that it faces — a transition that is expanding the role of electricity within the energy system,
and customers, communities and stakeholders who expect the utility to enable this future-

state in a paced and deliberate manner.

3.2.1 Performance Incentive Mechanism (PIM)
As noted above, the PIM is a key enhancement and regulatory innovation within Toronto
Hydro’s 2025-2029 Custom Rate Framework. This section describes the mechanics of the

PIM in further detail.
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The custom total cost benchmarking study performed by Clearspring Energy Advisors
supports an efficiency-factor of 0.15 percent. This reflects Toronto Hydro’s productivity
achievement and ordinarily should be used for purposes of setting rates. However, instead
of the empirically-derived efficiency-factor of 0.15 percent, Toronto Hydro proposes the
adoption of a higher factor of 0.75 percent that is composed of the 0.15 percent efficiency-
factor and a proactive performance incentive of 0.6 percent. The former drives continuous
improvement in efficiency consistent with benchmarking expectations, and the latter
functions as an incentive mechanism to achieve outcomes and deliver customer benefits

associated with the 2025-2029 investment plan.

Any combination between the empirical efficiency-factor and the performance incentive
that make-up the total X-factor should be capped at 0.75 percent in order to maintain
balance between the utility risk and customer reward derived from the PIM. The balance is
assessed by the cost of the incentive to be paid by customers over the 2030-2034 rate period
relative to the value of the direct benefits to ratepayers over that period derived from
meeting the targets proposed in the 2025-2029 Custom Scorecard. This analysis is presented
in Exhibit 1B, Tab 3, Schedule 1 at section 3.

Toronto Hydro carries the risk of achieving the performance outcomes since, if the targets
are not achieved, Toronto Hydro cannot earn its approved return on equity (“ROE”). As such,
the PIM is an asymmetrical incentive to the benefit of customers in that it provides Toronto
Hydro with the opportunity (not the guarantee) to earn the approved ROE and make a fair
return for its shareholder. It is aligned with the RRF, and responsive to the OEB’s feedback

in Toronto Hydro’s 2020-2024 decision encouraging the utility to consider an alternative
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approach in the future that meets RRF requirements and improves the balance of risk

between customers and the utility.?

The PIM balances efficiency and other important performance outcomes within an incentive
mechanism that places greater accountability on the utility for delivering value for money
and benefits to ratepayers. In the event that some (or all) of the outcomes are not achieved,
the PIM is not met, which means that ratepayers keep some (or all) of the incentive that was
credited to them during the 2025-2029 rate period. This approach protects ratepayers and
shifts risk onto the utility to manage the funding challenge described in this schedule while
balancing grid performance and service quality outcomes that are important to customers

and stakeholders now and in the future.

The PIM is linked with the 2025-2029 Custom Scorecard detailed in Exhibit 1B, Tab 3,
Schedule 1. The scorecard includes weighted metrics and proposed targets which capture
key objectives and outcomes of Toronto Hydro’s plan, including but not limited to efficiency.
As it is tied to a comprehensive five-year plan, the Custom Scorecard is established on a five-
year basis, covering the entire 2025-2029 rate period. Though Toronto Hydro has proposed
a continuation of annual reporting against the scorecard, the targets on the scorecard are
set on a five-year basis, and do not include annual targets as Toronto Hydro’s application is
based on an integrated five-year investment plan and not five annual plans. This is important
since Toronto Hydro requires the flexibility to execute its multi-year plan and adapt to
externally-driven changes and more complex operating dynamics that it may face in that

regard.?®

24 EB-2018-0165, Decision and Order (December 19, 2019) at page 24.
25 For a summary of the operational and work execution challenges that the utility faces operating in a dense urban
environment please refer to Exhibit 1B, Tab 3, Schedule 3 at pages 3 to 9.
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The targets proposed in Exhibit 1B, Tab 3, Schedule 1 are carefully calibrated to Toronto
Hydro’s proposed plan, as outlined in this application. To the degree final approval of
Toronto Hydro’s 2025 to 2029 investment plan and rate-setting approach varies materially
from what the utility proposed in pre-filed evidence, the performance results identified in
the targets must be reviewed and recalibrated to align with the implications of the OEB’s
decision. Further, given the careful establishment of proposed targets, their relationship
with top-line capital and OM&A funding in rates is dynamic and multi-dimensional, which
means that a simple pro-ration of proposed targets would not yield appropriate outcomes.
For these reason, Toronto Hydro proposes to defer the finalization of the targets to a second
phase of this proceeding that can be run in parallel with the Draft Rate Order process. Putting
in place a dedicated process to consider updated targets, armed with full knowledge of
approved funding and other OEB Decision parameters, enables Toronto Hydro, intervenors
and the OEB to finalize PIM targets which appropriately balance incentives, risk,

achievability, and difficulty.

To implement the PIM, Toronto Hydro proposes a new deferral account — the Performance
Incentive Mechanism Deferral Account (PIM-DA) — to record the PIM earnings. This account
would be brought forward for review and disposition in the utility’s next rebasing
application, based on known (or forecasted) performance results for the 2025-2029 rate
period. Only if the set performance targets are achieved (or forecasted be achieved with a
high degree of confidence) by the end of the rate term would the incentive be recovered
from customers in the next decade. As such, Toronto Hydro confirms that that there would

be no rate recovery associated with the PIM in the 2025-2029 period.?®

26 please refer to Exhibit 9, Tab 1, Schedule 1, Appendix C for a Draft Accounting order for the PIM-DA.
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The earnings under the PIM, if targets are fully achieved, allow Toronto Hydro to earn its
foregone revenue associated with the proactive 0.6 percent reduction provided to
customers upfront through the X-factor. Earning this amount back is only sufficient to enable
the utility to achieve its approved ROE. In other words, the PIM is an asymmetrical
mechanism to the benefit of customers, as meeting the performance targets set out in 2025-

2029 Custom Scorecard does not give rise to the possibility of utility overearnings.

3.2.2 Innovation Fund

In alignment with the OEB’s statutory objective to facilitate innovation in the electricity
sector, Toronto Hydro proposes to establish an Innovation Fund to support the design and
execution of innovative pilot projects over the 2025-2029 rate period.?’ The pilot projects
undertaken through the Innovation Fund would be focused on testing new technologies,
advanced capabilities and alternative strategies that enable electrification grid readiness
and are responsive to the OEB’s expectations with respect to facilitating DER integration, as

expressed in the Framework for Energy Innovation (FEl) report.?®

The proposed Innovation Fund is an important part of Toronto Hydro’s 2025-2029 Custom
Rate Framework because it addresses needs that are not adequately met by existing funding
mechanisms which favour investment where the beneficial outcomes are proven or certain.
The Innovation Fund supports important utility work that is more early stage, exploratory
and developmental in nature, and as such where the outcomes are less certain, but the
potential benefits for the system and customers could be significant. While the benefits of

individual projects may not be immediate or certain, and some initiatives may prove to be

27 Please refer to Exhibit 1B, Tab 4, Schedule 2 for more information about the Innovation Fund proposal.
28 Ontario Energy Board, Framework for Energy Innovation: Setting a Path Forward for DER Integration (January 2023)
https://www.oeb.ca/sites/default/files/FEI-Report-20230130.pdf
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more or less fruitful than others, this type of work is nevertheless critical to achieving real

innovation during a time of unprecedented change and transformation in the energy sector.

The Innovation Fund would also assist Toronto Hydro in overcoming the challenges of
pursuing innovation in the context of a rate cycle that generally requires investment
planning to be carried out far in advance and that requires spending to be classified either
as a capital or operating expense. It provides Toronto Hydro with operational flexibility to
identify and pursue the research, development and piloting of new technologies, capabilities
and strategies throughout the rate period, and to determine the types of expenditures (i.e.
capital or operating) in real time based on project specific details. For these reasons, the
Innovation Fund would enable the utility to be more responsive to emerging needs and
technologies as they arise during the rate period, and to scope, design and implement pilot

projects and other exploratory initiatives more effectively.

Toronto Hydro carefully considered the amount of funding requested for this proposal.
Based on research, the utility decided to allocate 0.3 percent of the proposed revenue
requirement to the Innovation Fund, which amounts to approximately $16 million over the
2025-2029 rate period. This is the low end of a range found in research of comparable
ratepayer-funded initiatives aimed at facilitating innovation by utilities and regulatory
bodies in other jurisdictions, as well as general data on utility spending for research and

development activities.

Toronto Hydro proposes to collect the amount allocated to the Innovation Fund through a
rate rider (rather than through base rates) in order to provide transparency to ratepayers on
the bill and flexibility to the utility to determine how the funds should be allocated across

capital and operational expenditures on the basis of the selected pilot projects. Toronto
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Hydro proposes to establish a new variance account to record variances between the
amounts collected by the rate rider and the actual costs incurred to execute the selected

pilot projects as part of the Innovation Fund.

For more information about the Innovation Fund proposal, please refer to Exhibit 1B, Tab 4,
Schedule 2, which (i) outlines the Governance Framework to administer the proposed
Innovation Fund, (ii) discusses the areas of innovation targeted by the fund, and (iii)

describes various pilot project concepts that are being considered as part of this proposal.

3.2.3 Demand Related Variance Account (DRVA)

This application is being filed during a time of unprecedented change and transformation,
as customers, communities and governments at all levels are actively embarking on an
energy transition to mitigate the existential and economic impacts of climate change.
Decarbonization is expected to create new roles for electricity, including as an energy source
for transportation and building heating systems. While there is certainty that fundamental
change is ahead, there are degrees of uncertainty about how that change will unfold (e.g.
the pace and adoption of electrified technologies such as EVs and heat pumps; the role of
low-emission gas; and the scale of local vs. bulk electricity supply). To address this
uncertainty within its 2025-2029 Custom Rate Framework, Toronto Hydro proposes a
symmetrical variance account that protects both ratepayers and the utility from structural
unknowns in forecasted costs and revenues, during this time of change and evolution with

respect to the role of electricity in the energy system.

Subject to OEB approval, Account 1508 — Demand-Related Variance Account (DRVA) would
record: (i) the demand-driven revenue requirement impacts arising from variances in actual

versus forecast capital and operational expenditures for certain demand-based programs
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(the Expenditure Variance Sub-Account); and (ii) the revenue impacts arising from variances

in forecast versus actual billing determinants over the rate period (the Revenue Variances

Sub-Account). To that end, the account will consist of two subaccounts:

1.

The Expenditure Variances subaccount would record the symmetrical revenue
requirement impacts, including PILs, arising from the variance between 2025-2029
planned and actual expenditures related to the following capital and operations
programs: Customer Connections, Customer Operations, Stations Expansion, Load
Demand, Non-Wires Solutions, Generation Protection Monitoring and Control and
Externally-Initiated Plant Relocations and Expansions (collectively the “Demand-
Related Investments”).

The Revenue Variance subaccount would record the revenue impacts resulting from
weather-normalized variances in billing determinants (i.e. customer count, kWh and

KVA).

The DRVA satisfies the OEB’s eligibility criteria of causation, prudence and materiality.

Causation: The amounts to be captured in the DRVA are outside of the base upon
which the rates proposed in the current application are derived, as they relate to
variances driven by external factors (e.g. customer demand, public policy and
technology changes) that are clearly outside of the utility’s control.

Prudence: With respect to prudence, the incremental costs that would be captured
in the DRVA are presumptively prudent in that they are necessary to ensure that
Toronto Hydro is able meet its obligation to serve customers and provide non-
discriminatory access to the grid.

Materiality: While Toronto Hydro makes significant efforts to forecast cost and

revenues, as discussed below and throughout the evidence, the pacing and level of
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demand can deviate from the levels forecasted. ?° Given the breadth, scale and
potential variability of the demand drivers considered in the plan, Toronto Hydro
believes that the amounts recorded in the proposed account could be material and

over time, exceed the utility’s $1 million materiality threshold.

1. DRVA: Expenditure Variance Subaccount

The need for the Expenditure Variance Subaccount arises from Toronto Hydro’s statutory
obligation to serve and provide non-discriminatory access to the grid, together with the
compounding effect of potential variability in Demand-Related Investments due a multitude
of factors outside the utility’s control that can affect the pace and type of demand growth
over the period. These factors include:
e public policy changes mandating or encouraging customers to decarbonize-through-
electrification,
e customer adoption rates of electrified technologies such as EVs, heat pumps, solar
panels and energy storage systems, and
e technology market advancements providing customers and/or the utility access to
new or more cost-effective demand-management tools.
Demand-Related Investments are tied to factors that are external to Toronto Hydro causing
the need, pacing and prioritization of these investments to be externally-driven by third-
parties or other factors outside of Toronto Hydro’s control. For example, policy objectives
related to decarbonization-through-electrification could accelerate customer adoption of
EVs or other fuel switching technologies. Similarly, government policies or procurement
programs could create an expanded role for Distributed Energy Resources (“DERs”) in the

deployment of coordinated infrastructure solutions to facilitate electrification, or other

29 See Capacity Planning evidence in Exhibit 2B, Section D4 and the Load Forecast evidence in Exhibit 3, Tab 1.
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policy objectives. As a result of such external factors, the pacing and level of certain
expenditures can unexpectedly change and materially deviate from forecasted investment
levels ultimately approved for recovery in base rates. The utility risk is that, over the rate
period, these investment needs could be materially higher than the forecast embedded in
rates. The pace and magnitude of potential change due to the combination of organic
growth volatility observed in the current rate term, and the acceleration of an
unprecedented energy transition renders this risk outside of tolerance from a forecasting

perspective. 3°

Toronto Hydro faced a similar, albeit less pervasive risk, a decade ago related to externally-
driven plant relocations to enable major infrastructure projects including the development
of new and expanded transit lines across the Greater Toronto Area. To manage this risk in
the context of a multi-year plan, in the 2015-2029 rate application Toronto Hydro requested
(and the OEB approved) the Externally-Driven Capital variance account recognizing that “[a]s
these projects are completely outside Toronto Hydro’s control as to both need and timing,
they are appropriate for a variance account.”3! This account continued in the 2020-2024 rate
period. For the 2025-2029 period, Toronto Hydro proposes to consolidate this account into
the DRVA in order to improve regulatory efficiency by reduce the number of Group 2

accounts that the utility needs to manage.

30 For example, in the current rate period capital in-service additions related to System Access investments where
approximately $153 million (32.5 percent) greater than the amounts included in base rates in the 2020-2024 rate period
primarily due to increased expenditures in demand-driven programs such as Customer Connections (Exhibit 2B, Section
E5.1) and Load Demand (Exhibit 2B, Section E5.3). Toronto Hydro had to make additional investments in these programs
in order to fulfil its core obligation to connect new and expanded services to the grid, including a higher than anticipated
volume of system access requests for large projects (greater than 5 MVA demand) over this period.

31 EB-2014-0116, OEB Decision and Order (December 29, 2016) at page 50.
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In the current rate period, Toronto Hydro saw a significant increase in the volume and
complexity of load connections. From 2020 to 2022, high voltage connections (which often
require expansion work) increased by 27.6 percent, with a substantial increase in larger
commercial and multi-use projects requiring greater than 10 MVA of demand load per
project, as well data centers with larger loads (e.g. 30-50 MVA) than ever before. These
circumstances resulted in gross expenditures in the 2020-2024 Customer Connections
program that are expected to be approximately 1.75 times greater than initially planned in
order to meet these requirements and preserve other key outcomes of the 2020-2024 plan
(e.g. maintain reliability, remove transformers at risk of containing PCBs from the grid by

2025).

The trend in Customer Connections is expected to continue in the 2025-2029 rate period.
Projects in the City of Toronto’s development pipeline from 2017 through 2022 established
a new five-year record with over 717,327 residential units and 14,484,961 square meters of
non-residential gross floor area planned for completion in the next rate period, or shortly
thereafter. This pace could increase further as a result of Ontario’s More Homes Built Faster
Act, 2022 which is intended to expedite development approvals and encourage
development with tax incentives and funding mechanisms.3? This likewise impacts the
Customer Operations program which includes activities such as field work and support

functions to safely, efficiently, and promptly meet customer connections related requests.

In addition to the foregoing, the City is experiencing a shift to clean energy and electrification
through the adoption of technologies such as EV charging, electric heat pumps and water

heaters. Immediate growth areas being supported by Toronto Hydro’s distribution system

32 More Homes Built Faster Act, 2022, S.0. 2022, c. 21 - Bill 23; Ontario, Backgrounder More Homes Built Faster Act, 2022
(November 28, 2022) https://news.ontario.ca/en/backgrounder/1002525/more-homes-built-faster-act-2022.
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include EV charging for public streets, City fleet vehicles (including TTC), Toronto Parking
Authority parking lots, residential homes, commercial and residential developments.
Ongoing and other evolving areas include heating and cooling systems (i.e. heat pumps) and
complete home electrification at single-family residential home and residential complex

levels.

On August 24, 2023, for example, the OEB issued a Staff Bulletin on Residential Customer
Connections and Service Upgrades to provide guidance as a result of OEB staff receiving
guestions and complaints regarding residential customer connection practices pertaining to
cost responsibility.3® Within this bulletin, OEB staff noted that with the shift to electrification
currently underway in Ontario, an increasing number of prospective homeowners will likely
seek residences that can readily support electrical service that can accommodate the
demands of equipment such as EV chargers and heat pumps. Observing this change in
consumer preferences and attitudes, OEB staff highlighted the need for distributors to
ensure their distribution systems will support the increasing demand for residential
electrification. OEB staff expressed that “it is good practice for distributors to provide new
residential customers with capacity (both transformation and conductor) to accommodate a
200-amp service under their Basic Connection policy.”3* Toronto Hydro recognizes that
similar policy guidance may be forthcoming requiring quick response and effective
implementation to help enable decarbonization-through-electrification public policy

objectives.

33 OEB Staff Bulletin RE: Residential Customer Connections & Service Upgrades (August 24, 2023):
https://www.oeb.ca/sites/default/files/OEB-Staff-Bulletin-Residential-Customer-Connections-20230824.pdf
34 |bid at page 2.
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When faced with incremental distribution investment needs as a result of external drivers,
Toronto Hydro must typically defer necessary expenditures in other investment priority
areas, such as System Renewal, System Service and General Plant. Yet, to the extent Toronto
Hydro does not carry out the planned investments in these areas, there could be significant
reliability, safety or environmental risks that remain unmitigated, or customer needs and
outcomes that are unmet.3> The proposed Expenditure Variance Subaccount, if approved,
would enable Toronto Hydro to respond to unforeseeable increases in demand-related
investment needs without having to defer other priority work within the plan and put

customer outcomes at risk.

Although Toronto Hydro does not expect that demand-related investments would be lower
than forecast, it is possible that material changes in economic conditions, such as a
recession, could slow down the pace of forecasted demand, or that a change in geopolitical
dynamics affecting global supply chains could hinder the availability of electrified
technologies such as EVs and heat pumps. In circumstances where demand-related
investments are lower than planned, the subaccount would protect ratepayers by ensuring
that (i) they do not pay for demand-driven work that can be deferred, and (ii) funds are not

repurposed to manage variances in other aspects of the plan that are not driven by demand.

Unanticipated demand changes can impact the plan in different ways. The paragraphs that

follow explain the nature of the Demand Related Investments programs and provide context

35 For example, in the current rate period, Toronto Hydro decided to defer planned investments in Underground System
Renewal (Exhibit 2B, Section E6.2 and E6.3) and Overhead System Renewal (Exhibit 2B, Section E6.5) programs to
balanced capital funding pressures driven by the 0.9 percent capital stretch factor and by higher than forecasted
expenditures in Demand-Related Investments in Customer Connections (Exhibit 2B, Section E5.1), Load Demand (Exhibit
2B, Section E5.3) and Stations Expansion (Exhibit 2B, Section E7.2). For more details please refer to Exhibit 2B, Section
E4.1.2.
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with respect to the unanticipated demand changes and factors that can impact actual

expenditures in these programs.

a. Load Demand Program
The Load Demand program (Exhibit 2B, Section E5.3) alleviates emerging capacity
constraints to ensure that there is sufficient capacity available to connect customers to
Toronto Hydro’s distribution system in a timely and efficient manner. To satisfy connection
obligations, Toronto Hydro must maintain adequate capacity on its system to keep pace
with load growth and to ensure that its assets are not overloaded. The rapid influx of dense
load in the downtown core and horseshoe areas of the City pose a challenge to Toronto
Hydro’s ability to meet its service requirements. Over the 2025-2029 rate period, Toronto
Hydro expects multiple station buses to reach their rated capacity. The forecasted growth
in the distribution system is based on the System Peak Demand Forecast outlined in Exhibit
2B, Section D4. However, actual demand will vary by the actual realization of load in the
system. This can depend on the above noted factors, including emerging trends such as EV
uptake and pacing of heating electrification. To meet these requests in a timely and cost-
effective manner and maintain reliability and service quality for existing customers,
Toronto Hydro has to invest in infrastructure upgrades and load transfers to alleviate

localized capacity constraints.

b. Stations Expansion Program
The Stations Expansion program (Exhibit 2B, Section E7.4) is driven by capacity constraints
at the station or regional level, which can no longer be effectively managed by the Load
Demand program. Uncertainty regarding increased and continued densification, population
growth, and electrification could driver further need to relieve the station loading and

expand system capacity. Depending on policies implemented by different levels of
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government, changes in customer behaviour, and ongoing societal decarbonization efforts,
there are a wide range of potential impacts on Toronto Hydro’s distribution system. For
example, using the Future Energy Scenarios model, the impact of the high electrification/low
efficiency scenario (“NZ40 — Low”) projects a large increase in system load which would
translate into additional investment in the Stations Expansion Program in order to meet

system capacity needs in this scenario, as shown in Table 6 below.

Table 6: Incremental Stations Expansion Investment under NZ40-Low Scenario

Rate Period Additional Investments ($ Million)3®
2025-2029 44
2030-2034 186
2035-2039 527

c. Regional Planning Process
Another variable that could affect demand-related investments is the regional planning
process described in Exhibit 2B, Section B3. While the investments planned in the Stations
Expansion program are aligned to meet the needs identified in the most recent Needs
Assessment at the regional planning level, Toronto Hydro is currently in the middle of a
regional planning cycle that will not conclude until 2025. This process will draw from a
number of options to meet the electricity needs identified in Toronto, including conservation
and demand management (“CDM”), distributed generation, non-wires solutions, and
traditional wires-only solutions. Outputs of this process, or additional updates during the
rate term, could modify planned investments under the Stations Expansion program, or
other Demand Related Investment programs, resulting in the need to change or increase the

level of investment.

36 This is the additional investment needed incremental to the 2025-2029 investment proposed in this Program, and
incremental to the 2030-2034 expenditures forecasted for the Downsview TS and Scarborough TS expansion projects.
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d. Connection and Integration of Distributed Energy Resources (DER)

As of 2022, Toronto Hydro connected 2,424 DERs to its grid totaling 304.9 MW in capacity.
The utility forecasts DER connections (including energy storage) to reach an estimated 516.7
MW by the end of 2029.37 Policy, economic conditions and consumer preferences, could
facilitate growth in DERs beyond anticipated levels. These changes can be spurred by existing
or forthcoming government action at the global, national and local levels, such as the federal
clean electricity tax credit, or recent provincial regulatory changes enabling third-party

ownership of net-metered generation facilities.3®

The Generation Protection, Monitoring, and Control (Exhibit 2B, Section E5.5) program
enables Toronto Hydro to fulfill its regulatory obligations to connect DER projects to its grid
in a safe manner, and alleviate restrictions on the grid such as short circuit capacity
constraints to enable the connection of DERs. Depending on the system location and extent
of the unanticipated demand change, and the penetration of DER including renewable
electricity generation (“REG”) projects, Toronto Hydro could also explore additional Non-
Wires Solutions (“NWS”) investments in either demand-side Flexibility Services or grid-side
Renewable-Enabling Battery Energy Storage Systems (Exhibit 2B, Section E7.2) as

alternatives to conventional poles and wires solutions.

e. Customer Operations
Toronto Hydro receives a high volume of requests for connections and upgrades for

residential and commercial developments each year, which are address through the

37 Exhibit 2B, Section E3 at pp. 1-3.

38 Government of Canada, Budget 2023, Chapter 3: A Made-In-Canada Plan: Affordable Energy, Good Jobs, and a Growing
Clean Economy (March 28, 2023) online: <https://www.budget.canada.ca/2023/report-rapport/chap3-en.html#m17>.; O.
Reg. 386/22: Net Metering under Ontario Energy Board Act, 1998, S.0. 1998, c. 15, Sched. B
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Customer Operations program (Exhibit 4, Tab 2, Schedule 8). Toronto Hydro may be required
to undertake expansion and enhancement work to enable certain connections particular in
the dense downtown core or rapidly growing transit corridors. Over the past three years,
both the volume and average complexity of expansion work has remained high. Toronto
Hydro’s Key Account customers (i.e. the largest customers and those customers who have
critical loads like hospitals, financial institutions, essential public services and developers),
have unique needs in relation not only to complex connections and expansions, but also
other priorities like power quality, resilience, ESG objectives and behind-the-meter energy
solutions. A material increase in the volume or complexity of Customer Connections as
described above, yields a corresponding increase in the need for operational support to

address customer needs and expectations.

f.  Externally Initiated Plant Relocations and Expansions
The City is experiencing a period of significant infrastructure renewal, neighbourhood
revitalizations, commercial development and large transit expansions. The Externally
Initiated Plant Relocations and Expansion (Exhibit 2B, Section E5.2) program captures work
that the utility must undertake to relocate its infrastructure in response to third-party
relocation requests and to enable third-party construction projects to proceed in a timely
manner. Relocation requests by third parties are usually received from those required to
maintain, upgrade, expand and improve existing public infrastructure such as roads, bridges,
highways, transit systems, transmission stations and rail crossings. The timing, pace and
expenditures under this program are driven by third-party projects that are entirely outside
of Toronto Hydro’s control, which is why in the last two rate applications the utility

requested and the OEB approved the Externally-Driven Capital variance account.3® For the

39 EB-2014-0116, Decision and Order (December 29, 2016) at page 50 and EB-2018-0165, Decision and Order (December
19, 2019) at page 198.
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2025-2029 rate period, Toronto Hydro proposes to consolidate this account into the DRVA
in order to reduce the number of Group 2 accounts that the utility needs to manage and

improve regulatory efficiency.

2. Demand-Related Revenue Variance Subaccount

The same external factors (i.e. policy, technology and consumer behaviour) that drive
variances in expenditures can also yield variances in billing determinants (i.e. kVa, kWh and
customer count) relative to the load and customer forecast set out in Exhibit 3, Tab 1. Such
variances in billing determinants can result in lower or higher revenues than forecasted
when setting base rates for 2025-2029 that can pose a risk to both ratepayers and the utility.
This is a structural forecasting risk that emanates from entering a period of energy transition
that results in greater uncertainty and the potential for greater variability with respect to
how demand manifests in terms of revenues. To hold the utility and ratepayers harmless
from this risk, Toronto Hydro proposes the Revenue Variance subaccount to symmetrically
record revenue variances resulting from differences between forecasted and actual billing
determinants on a weather normalized basis. The revenue variances recorded in the
Revenue sub-account would be tracked at a rate class level so that they can be properly

disposed to the same rates classes at the next rebasing.

With this subaccount, Toronto Hydro’s CRCI becomes a true revenue cap model (subject to
weather-driven variances), rather than a revenue requirement cap, with the revenue
variance sub-account operating similar to a decoupling true-up mechanism.*® Whereas in
the past the merits of revenue decoupling were explored through the lens of declining use

and resulting earnings attrition due to energy efficiency, Toronto Hydro sees equal merit to

40 EB-2010-0060, Review of Distribution Revenue Decoupling Mechanisms, (March 19, 2010) at page iv:
<https://www.oeb.ca/oeb/ Documents/EB-2010-0060/Report Revenue Decoupling 20100322.pdf>.
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using revenue decoupling as a means to address energy transition forecasting challenges,
including but not limited to the role of energy efficiency measures. As the pace of change in
the 2025 to 2029 period remains subject to degrees of uncertainty, Toronto Hydro believes
this mechanism is an appropriate means to ensure that neither ratepayers nor the utility or
its shareholder are unduly burdened or rewarded by billing determinant variances during

this transitional time.

3.3 Other Aspects of the Framework

3.3.1 Earnings Sharing Mechanism (ESM)

In the 2020-2024 rate application (EB-2018-0165), the OEB approved an asymmetrical
earnings sharing mechanism (“ESM”) with a 100-basis point dead band on a cumulative five-
year basis.*! The approved ESM represented a transition from Toronto Hydro’s previous ESM
over the 2015 to 2019 period; transitioning away from a symmetrical ESM to an
asymmetrical ESM, and calculating ESM amounts based on ROE as opposed to a comparison

of Non-Capital Related Revenue Requirement variances.*?

Toronto Hydro proposes to continue the ESM as approved by the OEB in EB-2018-0165,
including the OEB’s finding that “certain adjustments will be required for a ROE-based ESM
calculation in order to account for out-of-period items and to ensure there is no double
counting.”*® Where such adjustments are required, Toronto Hydro intends to make them
when evaluating ESM entries (or non-entries) at the end of the next rate term. All of the
above is consistent with the methodology presented in Exhibit 9, Tab 1, Schedule 1 as it

relates to Toronto Hydro’s current ESM.

41 Supra note 26 at page 193.
42 |bid.
43 Ibid.



10

11

12

13

14

15

16

17

18

19

20

21

22

Toronto Hydro-Electric System Limited
EB-2023-0195

Exhibit 1B

Tab 2

Schedule 1

UPDATED: April 2, 2024

Page 47 of 47

With respect to the PIM Deferral Account (“PIM-DA”), under Toronto Hydro’s proposal there
is no interaction between the PIMDA and ESM. Earnings under the PIM (only if targets are
fully achieved) allow Toronto Hydro to earn the foregone revenue associated with the 0.6
percent portion of the X-factor that was proactively reduced from the utility’s revenue and
given to customers upfront as a rate reduction. Earning this amount back is only sufficient
to enable the utility to achieve its approved ROE. As such, it would not be suitable for the
2025-2029 ESM proposed in this application to include the PIM earnings associated with

earning back the 0.6 percent.

To the degree Toronto Hydro’s 2030 to 2034 rate-setting approach incorporates a
continuation of the ESM, or a similar ESM, Toronto Hydro expects ROE for the purpose of
determining any ESM amounts would be adjusted for out-of-period transactions, consistent
with the OEB’s standard practice for determining Regulated ROE.** Such adjustments would
include earnings associated with 2025-2029 PIM amounts, as these earnings relate to

investments made during the 2025 to 2029 rate period.

3.3.2 Off-ramps and Z-factor

Toronto Hydro proposes to continue to apply the OEB’s generic policy with respect to off-
ramps for the 2025-2029 rate term (as outlined in the Rate Handbook), and proposes that it
continue to be allowed to have Z-factor relief available based on the OEB’s generic criteria
for such relief (as set out in the Report of the Board on 3rd Generation Incentive

Regulation).*

44 Ontario Energy Board, Electricity Reporting and Record Keeping Requirements (March 8, 2023) at Section 2.1.5.6.

45 Ontario Energy Board, Handbook to Utility Rate Applications (October 2016) at page 28; see also Ontario Energy Board,
Report of the Board on 3rd Generation Incentive Regulation for Ontario’s Electricity Distributors (July 14, 2008) at pp. 35-
36 and Appendix A at pp. 4-6.
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INTRODUCTION

Please state your name and business address.
My name is Timothy S. Lyons. My business address is 3 Speen Street, Suite 150,
Framingham, Massachusetts 01701.
What is your current position?
| am a Partner at ScottMadden, Inc. (“ScottMadden”).
Please describe your work experience and educational background.
| have more than 30 years of experience in the energy industry. | started my career
in 1985 at Boston Gas Company, eventually becoming Director of Rates and
Revenue Analysis. In 1993, | moved to Providence Gas Company, eventually
becoming Vice President of Marketing and Regulatory Affairs. Starting in 2001, |
held management consulting positions in the energy industry first at KEMA and
then at Quantec, LLC. In 2005, | became Vice President of Sales and Marketing
at Vermont Gas Systems, Inc. before joining Sussex Economic Advisors, LLC
(“Sussex”) in 2013. Sussex was acquired by ScottMadden in 2016.

| hold a bachelor's degree from St. Anselm College, a master’s degree in
economics from The Pennsylvania State University, and a master's degree in
business administration from Babson College.

A summary of my qualifications is attached as Appendix A.
Are you sponsoring other appendices in connection with your testimony?
Yes. | am sponsoring Appendix B ‘Jurisdictional Review of Performance-Based

Regulation Mechanisms’.
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EXECUTIVE SUMMARY

What is the purpose of your testimony?

The purpose of my testimony is to present our review of Toronto Hydro’'s (the
‘Company”) proposed changes to its Custom Rate Framework (“‘Rate
Framework”). The testimony describes how the Company’s proposed changes
are appropriate in the context of how other electric utility ratemaking practices have
responded to developments in the energy industry.

The review relied on a jurisdictional scan of performance-based regulation
conducted by ScottMadden. The jurisdictional scan is attached as Appendix B of
this testimony.

What is the principal conclusion of ScottMadden’s review?

The principal conclusion presented in this testimony is that the Company’s
proposed changes to the Rate Framework are generally consistent with how other
electric utilities have responded to developments in the energy industry,
recognizing there are differences in service areas and jurisdictional requirements.

The energy industry is going through a period of significant change driven
by new technologies, policy goals, and consumer expectations. These changes
are driving significant utility investments and related costs to support an
increasingly decarbonized, decentralized, and digitalized electric grid while
maintaining safe and reliable service. For example, capital spending across the
electric industry has increased significantly over the past decade, with capital

spending increasing from $32.1 billion in 2011 to $70.4 billion in 2021, or a
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Compound Annual Growth Rate (“CAGR”) of 8.17 percent. Capital spending is
expected to continue to increase in the future."

Toronto Hydro has also projected significant investment needs in its five-
year plan. As discussed in Toronto Hydro’'s application, these investments are
informed by customer expectations and priorities, such as reliable service, support
for new technologies, and support for system capacity infrastructure.

Given these developments in the energy industry, many regulatory
jurisdictions have implemented changes to ratemaking frameworks and practices.
These changes are designed to incorporate expanded objectives and priorities,
such as clean energy goals, affordability, reliability, emission reduction, and utility
financial integrity. The changes also include revisions to rate setting mechanisms
(such as ‘I-X’ indexing mechanisms) to ensure adequate cost recovery, flexibility
in cost recovery to address uncertainties, performance incentives, and funding for
innovative projects.

Q. Please elaborate on how other electric utilities have modified ratemaking
practices in response to developments in the energy industry.

A. The changing energy industry has prompted various modifications to ratemaking
frameworks and practices. These changes are generally designed to provide cost
recovery flexibility and stability to help address challenges related to the changing
grid needs. Specifically, multi-year rate plans and performance-based regulation

(“PBR”) frameworks and practices have been modified as follows:

" EEI, Statistical Yearbook of the Electric Power Industry (Published August 2023). Investments reflect nominal dollars.
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1. Attrition Relief Mechanisms (“ARMs”) modified to reflect the scale and
timing of investments.

— For example, regulatory jurisdictions, such as the United Kingdom
(“UK”), Australia, Philippines, and Malaysia, utilize a “building blocks”
approach that reflects forecasted capital investments and operations,
maintenance, and administration (“OM&A”) expenditures within multi-
year ratemaking frameworks.2 This approach better aligns cost
recovery with the scale and timing of capital and OM&A needs.

2. Alternative Cost Recovery Mechanisms to reflect uncertainties including
technology adoption, policy developments, customer demands, and cost
forecasts.

— For example, the UK RIIO®* framework includes uncertainty
mechanisms that provide investment flexibility regarding the timing and
adoption of low-carbon technologies. The UK regulating agency Ofgem
recognized the importance of such mechanisms, stating:
“...[uncertainty mechanisms ensure that] if the uptake of EVs or HPs
[heat pumps] is faster than expected, then investment can track these
changes and flex quickly and efficiently in response”.

3. Performance incentive mechanisms (“PIMs”) to align utility priorities with

policy objectives.

2 London Economics International, Study of Retail Rates of Kansas Electric Public Utilities, January 8, 2020, at p.156
3 Revenues = Incentives + Innovation + Outputs
4 Ofgem, RIIO-ED2 Draft Determinations — Core Methodology Document, June 29, 2022, p. 32
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— For example, jurisdictions, such as Hawaii, New York, and UK have
PIMs in place. The Hawaii Public Utilities Commission (“HPUC”) noted
that PBR mechanisms offer a way to “restructure utility financial
incentives to achieve specific, identified desirable or beneficial
outcomes, such as meeting renewable energy targets, reducing
greenhouse gas emissions, or improving reliability and resilience.”s

4. Separate funding for innovative projects that provide lessons learned on
new technologies and cost-saving initiatives that support the energy
transition.

— For example, New York and UK jurisdictions have created separate
cost recovery mechanisms for utilities to fund innovative projects and
have developed processes to share lessons learned across the utilities.

Q. How is Toronto Hydro’s proposed changes to the Rate Framework
consistent with the changes in ratemaking frameworks and practices
discussed above?

A. Toronto Hydro is facing similar changes in the energy industry as other electric
utilities. The changes drive the scale and timing of Toronto Hydro’s investment
priorities that in turn drive an evolution of Toronto Hydro’s ratemaking framework
and practices, similar to other electric utilities.

Changes to the Company’s proposed Rate Framework and how these align

with other electric utilities are summarized in Figure 1 (below):

5 Docket No. 2018-0088, Order No. 35411 Proceeding to Investigate Performance-Based Regulation, Hawaii Public Utilities
Commission, April 18, 2018, p. 14
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Figure 1: Comparison of Toronto Hydro’s Proposed Changes

Proposed Rate Framework Comparison with Industry
Modifications Ratemaking Practices
1. Revenue Growth Factor m UK, Australia, and other jurisdictions utilize
— Reflects Company’s forecasted capital and “building blocks” approach that includes
OM&A needs forecasted capital and OM&A

m  New York electric utilities utilize a “stair-step”
approach to forecast capital and OM&A for
each year oftheir rate plan

m This approach helps ensure adequate cost
recovery for both capital and OM&A needs.

2. ModifiedInflation Factor m California utilizes utility-specific costindicesto
— Reflects Toronto Salary and Wage Index more accurately align costrecovery with costs
3. Demand-Related Variance Account m UK RIIO framework includes uncertainty
— Provides flexible investment recovery to mechanismsthat provide investment flexibility
address uncertainties based on the timing and adoption of low-

carbon technologies

4. Performance Incentives m Hawaii, New York, and UK have PIMs in place
— Aligns utility and customerinterests m These help align policy objectives and
Company incentives
m PIMs have beenrecognized as important to
achieve desired policy outcomes

5. Innovation Fund m New York and UK have created separate cost
— Provides funding for innovative projectsthat recovery mechanisms for utilities to fund
provide lessons learned fornew innovative projects and developedprocesses
technologies and initiatives to share lessons learned across utilities

The Figure summarizes how the Company’s proposed changes to the Rate
Framework align with the industry ratemaking practices.

First, Toronto Hydro proposes a revenue growth factor (“RGF”) that reflects
year-over-year increases in its forecasted revenue requirements. The RGF
captures the Company’s projected needs in both capital and OM&A expenditures.
Jurisdictions, such as UK and New York, have recognized the need to ensure
adequate cost recovery of both capital and OM&A costs by including forecasted
revenue requirements in their multi-year revenue requirements.

Second, Toronto Hydro proposes an updated inflation factor that better

reflects its labor costs. There is also recognition in jurisdictions, such as California,



Toronto Hydro Exhibit 1B
Page 7 of 19

that indexing factors (such as inflation) should closely align with the underlying cost
drivers.

Third, Toronto Hydro proposes a Demand-Related Variance Account
("DRVA”) intended to provide investment flexibility to address uncertainties related
to external drivers such as scale and pace of technology adoption, policy changes,
macro-economic drivers, and global events. These variance accounts are similar
to uncertainty mechanisms in place for UK utilities as part of the RIIO framework,
which provide investment flexibility to address uncertainties related to the pace of
electrification adoption.

Fourth, Toronto Hydro proposes performance incentives that better align
utility interests with public policy goals and customer expectations. These have
been recognized in the industry (such as in Hawaii, New York, and UK) as
important tools to achieve desired policy outcomes.

Finally, Toronto Hydro proposes a separate funding mechanism for
innovative projects. Innovative projects provide lessons learned on new
technologies and cost-saving initiatives that support the energy transition.
Jurisdictions, such as New York and UK, have created separate cost recovery
mechanisms for utilities to fund innovative projects and have developed processes
to share lessons learned across the utilities.

In conclusion, Toronto Hydro’s proposed Rate Framework aligns with
recent industry changes in ratemaking frameworks and practices that provide for

increased investment flexibility, stable cost recovery, performance incentives that
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align utility performance with customer priorities, and funding for innovative
projects.
How is the remainder of your testimony organized?
The remainder of this testimony is organized into the following sections:
Section Il — Discussion of Toronto Hydro’s proposed changes to the Rate
Framework
Section IV — Comparison of the proposed Rate Framework in context of
industry ratemaking practices

Section V — Summary and Conclusions
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OVERVIEW OF RATE FRAMEWORK

Please briefly describe Toronto Hydro.
Toronto Hydro is a wholly owned subsidiary of Toronto Hydro Corporation, whose
sole shareholder is the City of Toronto. The Company delivers electricity to
approximately 790,000 residential, commercial, and institutional customers.
Toronto Hydro serves the largest city in Canada and distributes approximately 18%
of the electricity consumed in Ontario. Toronto Hydro serves its customers using
approximately 30,000 kilometers of wire and cable, 180,000 poles, and over 200
stations and substations.
Please provide an overview of Toronto Hydro’s currently approved 2020-
2024 rate framework.
The Ontario Energy Board (“OEB”) approved Toronto Hydro’s Custom Incentive
Rate-Setting (“CIR”) framework to establish the Company’s distribution rates over
2020-2024 period. Distribution rates for 2020 were established on a cost-of-service
basis using a forecasted test year, whereas rates for 2021-2024 were established
using a Custom Price Cap Index (“CPCI”) formula.

The CPCI formula includes an inflation (“I”) factor, a productivity (“X”) factor,
a capital growth factor (“Cn”) offset for incremental funding from inflation and
productivity factor (“Scap™(1+X)”), and a growth (“g”) factor.

CPCI=1—-X+ Cn—Scap X (I + Xcap) — g

Capital investments in the Company’s approved plan are based on forecasts for
the plan term, adjusted for inflation and productivity stretch factors. The OM&A

expenses are forecasted for the first year (2020) and then adjusted for inflation
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and productivity factors over the course of the rate period. The inflation factor
represents OEB'’s two-factor Input Price Index (“IPI”) for electricity distributors,
which is a weighted average of labour (30%) and non-labor (70%) annual price
changes.
Is Toronto Hydro proposing modifications to the currently approved rate
framework?
Yes. Toronto Hydro proposes modifications that are intended to align the currently
approved rate framework with the Company’s evolving needs.
1. Introduce a Revenue Growth Factor (“RGF”) to reflect Company’s
forecasted capital and OM&A needs
2. Modify the Inflation Factor to reflect changes in Toronto-specific Salary and
Wages
3. Introduce a Demand-Related Variance Account to provide flexibility in
investments to address uncertainties
4. Introduce Performance Incentives to align customer priorities and policy
objectives
5. Introduce an Innovation Fund to provide a separate funding mechanism for
innovative projects
What is the purpose of the RGF?
The RGF more accurately reflects forecasted changes in capital and OM&A
expenses over the term of the plan. Toronto Hydro projects substantial capital and
OM&A expenses to sustain, expand, and modernize its network in alignment with

customer and policy objectives.
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The Company’s rationale for RGF is discussed in further detail in the Company’s
application.
What is the purpose of the modified inflation index?
The modified inflation index includes a custom labor index for Toronto Salary and
Wages that better reflects Toronto Hydro’s labor costs. The Company’s rationale
for the modified inflation factor is discussed in further detail in the Company’s
application.
What is the purpose of the DRVA?
The DRVA is a two-way variance account mechanism that reflects uncertainties
related to the energy transition, including the scale, pace, and location of
technology adoption, policy developments, demand patterns, and cost forecasts.
The DRVA is intended to ensure flexibility in cost recovery for demand-related
investments. These investments are intended to address customer demands,
which can vary depending on external factors.

The Company’s rationale for DRVA is discussed in further detail in the
Company’s application.
What is the purpose of the proposed performance incentives?
The proposed PIMs are intended to better align the Company’s operating
performance and its financial benefits. Specifically, the PIMs measure customer
priorities and policy objectives, such as system reliability and resilience, efficiency
and financial performance, customer service and experience, and environment,

safety, and governance.
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The Company’s rationale for performance incentives is discussed in further
detail in the Company’s application.
What is the purpose of the innovation fund?
The innovation fund provides funding for innovation projects that provide lessons
learned on new technologies and cost-saving initiatives that support energy
transition. Separate funding for these projects is necessary as there is inherent
uncertainty in the benefits, costs, and timing of these projects.

The Company’s rationale for the innovation fund is discussed in further
detail in the Company’s application.
Are the Company’s proposed changes to the Rate Framework generally
aligned with how electric utilities are evolving their ratemaking frameworks
and practices?
Yes. The Company’s proposed changes to the Rate Framework are generally
consistent with how other electric utilities have responded to developments in the
energy industry, recognizing that there are differences in service areas and
jurisdictional requirements. A comparison of the Company’s proposed changes to

industry ratemaking practices is discussed in the next section (below).
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COMPARISON WITH INDUSTRY RATEMAKING PRACTICES

As an initial matter, are the Company’s Rate Framework’s objectives
consistent with other ratemaking frameworks in the industry?
Yes. Ratemaking objectives have expanded within industry frameworks beyond
traditional requirements of providing safe, reliable, and affordable service to better
align with changing customer expectations and regulatory requirements.¢ Since
2018, U.S. jurisdictions have cited as many as 17 different policy goals for PBR
frameworks, with reliability, emissions reductions, and cost control among the most
commonly cited.” Common objectives, such as in Hawaii and UK, include a desire
to advance policy objectives using administratively efficient frameworks that
preserve utility financial integrity, provide flexibility, and protect customer
interests.s

The Company’s objectives in its Rate Framework are generally consistent

with other electric utility ratemaking objectives. These include:®

Deliver customer outcomes and advance public policy objectives.

— Balance the interests of customers and utilities/ shareholders.

— Ensure stability and predictability to facilitate effective multi-year
planning and decision making.

— Provide flexibility to execute multi-year plans in dynamic circumstances.

6 Rocky Mountain Institute, States Move Swiftly on Performance-Based Regulation to Achieve Policy Priorities, March 31, 2022, at:
https://rmi.org/states-move-swiftly-on-performance-based-regulation-to-achieve-policy-priorities

7 Ibid.

8 Docket No. 2018-0088, Decision and Order No.36326, Hawaii Public Utilities Commission, May 23, 2019, p. 6. Ofgem, RIIO-2

Framework Decision, at p.4

9 OEB File No. EB-2023-0195, Toronto Hydro Pre-Filing Stakeholder 2025-2029 Rate Application Engagement (October 4, 2023) at

20
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— Protect customers and the utility from forecasting risk in times of
uncertainty.

Specific changes to the Company’s proposed Rate Framework and how these
align with the industry ratemaking frameworks are discussed below.
A. Revenue Growth Factor
Is the proposed Revenue Growth Factor consistent with other electric utility
mechanisms?
Yes. The RGF, which includes forecasted capital and OM&A expenditures, is
generally consistent with 1) the ‘building blocks’ approach used in jurisdictions,
such as the UK, Australia, Philippines, and Malaysia, and 2) the ‘stair-step’
approach utilized by New York utilities.
What is the building blocks method?
The building blocks method includes establishing revenues based on forecasted
capital and OM&A expenditures for each year of the rate period. Forecasted costs
are assessed using historical performance metrics, unit cost comparison, and
industry-wide benchmarks." Once the forecasted capital and OM&A costs are
established, these form the basis for revenue requirements for the rate period.
The revenue requirements may be updated annually to account for performance
incentives, tax impacts, inflation, or other supplementary funding mechanisms.

What is the stair-step approach?

10 London Economics International, Study of Retail Rates of Kansas Electric Public Utilities, January 8, 2020, at p.157

" Ibid.
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A. The stair-step approach consists of predetermined increases in rates or revenues
based on cost forecasts. This approach is also referred to as a “multiple forward
test year approach”.2

New York utilities, such as Consolidated Edison, utilizes the stair-step
adjustment mechanism within their three-year gas and electricity distribution plans.
The revenue escalation within the rate plan is based on detailed capital and OM&A
forecasts for each of the three years. The detailed forecasts include sales, property
taxes, depreciation expenses, capital additions, OM&A expenses, and other
anticipated investments and expenditures.

Q. Why is it important to forecast both capital and OM&A costs?

A. Forecasting both capital and OM&A, as demonstrated in the building blocks
method, presents several advantages.

For example, the building blocks method provides greater alignment
between costs and revenue recovery.* An indexed approach to OM&A funding
during attrition years, for example, may result in inadequate OM&A funding relative
to costs incurred.

In addition, the building blocks approach allows for the implementation of a
clearly defined planning process for multi-year grid investment.’® The approach

considers both current and future system development when determining a price

path.1e

2 BNL, State Performance-Based Regulation Using Multiyear Rate Plans, July 31, 2017, at p.4.2

3 New York Public Service Commission (NYPSC), “Order Approving Electric and Gas Rate Plans,” Dockets 16-E-0060, 16-G-0061,
and 16-E-0196, January 25, 2017, p. 3-5

4 London Economics, Case Studies: Comparator Industry Design and Regulation, prepared for the Department of Energy of Nova
Scotia, at p.18

51d., at p.153

16 Australian Energy Market Commission, Perspectives on the building block approach, July 30, 2009, at p.5
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B. Modified Inflation Factor

Q. Is Toronto Hydro’s proposed change to the inflation factor consistent with
other electric utility ratemaking practices?

A. Yes. There is recognition in industry ratemaking practices to align index factors
(such as inflation) more accurately with underlying utility cost drivers.

For example, the California Public Utilities Commission (“CPUC”) allows for

utility-specific cost indices rather than a general inflation index such as Consumer
Price Index (“CPI”), noting that “[tlhe CPI reflects consumer retail price changes,
not the escalation in wholesale purchase of utility goods and services.”"”

C. Demand-related Variance Account

Q. Is the DRVA consistent with similar mechanisms employed by electric
utilities?
A. Yes. Similar to Toronto Hydro, electric distribution companies in the UK face

uncertainties relating to policy developments, demand patterns, cost forecasts,
and the scale, pace, and location of technology adoption.

Similar to the DRVA, the UK RIIO framework includes uncertainty
mechanisms that provide investment flexibility based on the timing and adoption
of low-carbon technologies.

For example, the volume-driven uncertainty mechanism employed in RIIO

ED-2 allows for adjustments in revenue allowances to accommodate changes in

7 PG&E 2023 GRC. Exhibit-11, at p. 1-16
'8 Also referred to as ‘Network Companies’.



Toronto Hydro Exhibit 1B
Page 17 of 19

volume (e.g., new connections, low carbon technology uptake).*®* The mechanism
allows utilities to be flexible to a range of potential scenarios.

The UK regulating agency Ofgem recognized the need for mechanisms that
provide investment flexibility to address uncertainty, stating that “ ...[uncertainty
mechanisms ensure that] if the uptake of EVs or HPs [heat pumps] is faster than
expected, then investment can track these changes and flex quickly and efficiently
in response”.

D. Performance Incentive Mechanism

Q. Are Toronto Hydro’s performance incentive mechanisms consistent with
similar mechanisms employed by other electric utilities?

A. Yes. Certain jurisdictions, such as Hawaii, New York, and the UK, have noted the
importance of performance incentives and have adopted mechanisms to support
earnings opportunities aligned with policy objectives and customer interests.

For example, Hawaii Public Utilities Commission noted that PBR
mechanisms offer a way to “restructure utility financial incentives to achieve
specific, identified desirable or beneficial outcomes, such as meeting renewable
energy targets, reducing greenhouse gas emissions, or improving reliability and
resilience”.2" In addition, the New York Public Service Commission (“NYPSC”)
stated that outcome-based incentives are “the most effective approach to address

the mismatch between traditional revenue methods and modern electric system

9 Ofgem, Handbook for Implementing the RIIO Model, October 4, 2010, at p.92

20 Ofgem, RIIO-ED2 Draft Determinations — Core Methodology Document, June 29, 2022, p. 32

21 Docket No. 2018-0088, Order No. 35411 Proceeding to Investigate Performance-Based Regulation, Hawaii PUC, filed April 18,
2018, p. 14
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needs”.22 Lastly, Ofgem emphasized the importance of performance incentives,
placing “strong emphasis on the need for [distributors] to develop suitable network
output measures and to commit to delivering against these measures”. 2

Do other electric utility performance incentive mechanisms address similar
objectives as Toronto Hydro’s proposed mechanisms?

Yes. Certain jurisdictions are using performance incentive mechanisms to drive
outcomes beyond traditional service obligations such as utilizing distributed energy
resources, ensuring resilience, and reducing greenhouse gas emissions.

For example, both Hawaii and UK have adopted a portfolio of incentives,
that include metrics related to reliability, customer service, system efficiency and
emissions reductions.

E. Innovation Fund

Is funding for innovation projects consistent with other electric utility
mechanisms?

Yes. Jurisdictions, such as UK and New York, have created separate cost recovery
mechanisms and funds for innovative projects and created processes to share
lessons learned across the utilities.2 These projects inform decisions regarding

developing new revenue streams, scaling new technologies, measuring customer

22 Case 14-M-0101, Order Adopting a Ratemaking and Utility Revenue Model Policy Framework, Reforming the Energy Vision

Proceeding, New York Public Service Commission, May 19, 2016, p. 62

23 Ofgem, Electricity Distribution Price Control Review Methodology and Initial Results Paper, May 8, 2009, p. 107
24 RMI, PIMs for Progress, at p.10
25 Docket No. 2018-0088, Decision and Order No. 37507 Instituting a Proceeding to Investigate a Performance-Based Regulation,

Hawaii Public Utilities Commission, p. 15; Ofgem, RIIO-ED2 Final Determinations Overview Document, p.22-23

26 Ofgem, Regulating Energy Network for the Future RPI-X@20 Emerging Thinking, January 20, 2010, at p.34; NY PSC, Memorandum

And Resolution On Demonstration Projects, December 12, 2014, at p.10



Toronto Hydro Exhibit 1B
Page 19 of 19

response to new programs and price strategies, and determining the most effective

implementation of distributed energy resources.?

V. SUMMARY AND CONCLUSION

Q. Please summarize your findings and conclusions?
Our principal conclusion is that the Company’s proposed changes to the Rate
Framework are generally consistent with how other electric utilities have
responded to developments in the energy industry (recognizing that there are
differences in service areas and jurisdictional requirements).

Q. Does this conclude your testimony?

A. Yes, it does.

27 New York PSC, Case 14-M-0101, Memorandum and Resolution on Demonstration Projects, December 12, 2014, at p.6-10
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Qualifications

Tim Lyons is a partner with ScottMadden with more than 30 years of experience in the energy industry. Tim
has held senior positions at several gas utilities and energy consulting firms. His experience includes rates
and regulatory support, sales and marketing, customer service and strategy development. Prior to joining
ScottMadden, Tim served as Vice President of Sales and Marketing for Vermont Gas. He has also served
as Vice President of Marketing and Regulatory Affairs for Providence Gas Company, Director of Rates at
Boston Gas Company, and Project Director at Quantec, LLC, an energy consulting firm.

Tim has sponsored testimony and evidence before more than 25 state regulatory commissions and 3
Canadian regulatory boards. Tim holds a B.A. from St. Anselm College, an M.A. in Economics from The
Pennsylvania State University, and an M.B.A. from Babson College.

Areas of Specialization Capabilities
Regulation and Rates Regulatory Strategy and Rate Case Support
Retail Energy Strategic and Business Planning
Utilities Capital Project Planning
Natural Gas Process Improvements

Articles and Speeches

“Country Strong: Vermont Gas shares its comprehensive effort to expand natural gas service into
rural communities.” American Gas Association, June 2011 (with Don Gilbert).

“Talking Safety With Vermont Gas.” American Gas Association, February 2009 (with Dave Attig).

“Consumers Say ‘Act Now’ To Stabilize Prices.” Power & Gas Marketing, September/ October
2001 (with Jim DeMetro and Gerry Yurkevicz).

“Rate Reclassification: Who Buys What and When.” Public Utilities Fortnightly, October 15, 1991
(with John Martin).
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Subject

Southwest Gas Corporation

Arkansas Public Service Commi

Arizona Corporation Commission

Docket No. G-
01551A-21-
0368

Cook Inlet Natural Gas Storage 7121 Docket No. U- | Sponsored testimony supporting the lead-lag study/cash working capital

Alaska, LLC 21-058 requirement for a general rate case proceeding.

ENSTAR Natural Gas Company 06/16 Docket No. U- | Adopted and sponsored testimony supporting a lead-lag study for a
16-066 general rate case proceeding.

Sponsored testimony supporting class cost of service, rate design and bill
impact analysis for a general rate case proceeding.

California Public Utilities Commission

027-U

Liberty Utilites (The Empire 2/23 Docket No. 22- | Sponsored testimony supporting the class cost of service, rate design, bill

District Electric Company) 085-U impact studies, and revenue decoupling for a general rate case
proceeding.

Liberty Utilities (Pine Bluff Water) 10/18 Docket No. 18-

Sponsored testimony supporting the cost of service, rate design and bill
impact studies for a general rate case proceeding.

(Southern  California, Northern
California, and South Lake Tahoe
jurisdictions

Connecticut Public Utilities Reg
Yankee Gas Company

Delaware Public Service Commi
Artesian Water Company

lllinois Commerce Commission

07114

sion
04/23

19-08-015

y
Docket No. 13-
06-02

Docket No. 23-
0601

Bear Valley Electric Service, Inc. 1022 é\g %g:%t;%n No. Sponsored testimony supporting marginal cost study, rate design and bill
had impact analysis for a general rate case proceeding.
Liberty Utilities (CalPeco Electric) 5/21 Application No. | Sponsored testimony supporting the lead-lag study/cash working capital,
21-05-017 marginal cost study, rate design and bill impact analysis for a general rate
case proceeding.
Southwest Gas  Corporation 8/19 Application No. | Sponsored testimony on behalf of three separate rate jurisdictions

supporting revenue requirements, lead-lag/ cash working capital, and
class cost of service, rate design and bill impact analysis for a general
rate case proceeding.

Sponsored report and testimony supporting the review and evaluation of
gas expansion policies, procedures and analysis.

Sponsored testimony supporting the cost of service, rate design and bill
impact studies for a general rate case proceeding.

Gas)

lowa Utilities Board
Liberty Utilities (Midstates Natural
Gas)

Kansas Corporation Commissio
The Empire District Electric
Company

07/16

12118

Kentucky Public Service Commission

0401

Docket No.
RPU-2016-0003

Docket No. 19-
EPDE-223-RTS

Ameren lllinois Company d/b/a 1123 Docket No. 22- | Sponsored testimony supporting a Multi-Year Integrated Grid Plan (Grid

Ameren lllinois 0487 Plan). Prepared research and analysis evaluating the reasonableness
of the Grid Plan through comparison to how other electric utilities have
responded to the changing energy landscape.

Liberty Utilities (Midstates Natural 07/16 Docket No. 16- | Sponsored testimony supporting the cost of service, rate design and bill

impact studies for a general rate case proceeding. The testimony
includes proposal for new commercial classes and a decoupling
mechanism.

Sponsored testimony supporting the cost of service, rate design and bill
impact studies for a general rate case proceeding. The testimony
includes proposal for new commercial classes.

Sponsored testimony supporting cost of service, rate design, bill impact
and lead-lag studies for a general rate case proceeding.
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Bluegrass Water Utility (Central
States Water Company)

02/23

Case No. 2022-
00432
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Sponsored testimony supporting the rate design and bill impact studies
for a general rate case proceeding.

Maine Public Utilities Commission

Northern Utilities, Inc. d/b/a Unitil 05/23 Docket No. | Sponsored testimony supporting the cost of service, rate design and bill
2023-00051 impact studies for a general rate case proceeding.

Maine Water Company 03/21 Docket No. | Sponsored testimony supporting a proposed rate smoothing
2021-00053 mechanism.

Northern Utilities, Inc. d/b/a Unitil 06/19 Docket No. | Sponsored testimony supporting a proposed capital investment cost
2019-00092 recovery mechanism.

Northern Utilities, Inc. d/b/a Unitil 06/15 Docket No. | Sponsored testimony supporting the proposed gas expansion program,
2015-00146 including a zone area surcharge.

Maryland Public Service Commission

Utilities company

The Potomac Edison Company 03/23 Case No. 9695 | Sponsored testimony supporting the class cost of service, rate design,
(FirstEnergy) bill impact and lead-lag studies for a general rate case proceeding.
Sandpiper Energy, a Chesapeake 12/15 Case No. 9410 | Sponsored testimony supporting the cost of service, rate design and bill

impact studies for a general rate case proceeding. The testimony
includes proposal for new residential and commercial classes.

Massachusetts Department of Public Utilities

Berkshire ~ Gas ~ Company, 03/22 Docket No. D Sponsored report that summarizes research, findings, and
Eversource  Energy, Liberty 20-80 recommendations for regulatory mechanisms, methodologies, and
Utilities, National Grid, and Unitil policies that support Massachusetts’s achievement of its net zero
climate goal by 2050. The regulatory designs were informed by the
results of quantitative and qualitative analysis of decarbonization
pathways to achieve the Commonwealth’s climate goals.
Liberty Utilities (New England Gas 08/20 Docket No. DPU | Sponsored the Long-Range Forecast and Supply Plan filing for the five-
Company) 20-92 year forecast period 2020/2021 through 2024/2025.
Eversource Energy, National 02/20 Docket No. DPU | Sponsored report that summarizes research and evaluation of funding
Grid, and Unitil 19-55 approaches for infrastructure modifications that interconnect Distributed
Generation (DG) projects.
Liberty Utilities (New England Gas 07/18 Docket No. DPU | Sponsored the Long-Range Forecast and Supply Plan filing for the five-
Company) 18-68 year forecast period 2018/2019 through 2022/2023.
Liberty Utilities (New England Gas 07/16 Docket No. DPU | Sponsored the Long-Range Forecast and Supply Plan filing for the five-
Company) 16-109 year forecast period 2016/2017 through 2020/2021.
Boston Gas 10/93 Docket No. DPU | Sponsored testimony describing the Company’s position regarding rate
92-230 treatment of vehicular natural gas investments and expenses.
Boston Gas 03/90 Docket No. DPU | Sponsored testimony supporting the weather and other cost of service
90-55 adjustments, rate design and customer bill impact studies for a general
rate case proceeding.
Boston Gas 03/88 Docket No. DPU | Sponsored testimony supporting the rate reclassification of commercial
88-67-Il and industrial customers for a rate design proceeding.
Michigan Public Service Commission |
Lansing Board of Water & Light 04/23 Docket No. U- | Sponsored testimony evaluating Consumer Energy’s class cost of
and Michigan State University 21308 service and rate design proposals.
Lansing Board of Water & Light 04/20 Docket No. U- | Sponsored testimony evaluating Consumer Energy’s class cost of
and Michigan State University 20650 service and rate design proposals.
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Lansing Board of Water & Light 04/19 Docket No. U- | Sponsored testimony evaluating Consumer Energy’s class cost of
and Michigan State University 20322 service and rate design proposals.
Midland Cogeneration Ventures, 09/18 Docket No. U- | Sponsored testimony evaluating Consumer Energy’s class cost of
LLC 18010 service and rate design proposals.
Minnesota Public Utilities Commission |
Northern States Power Company 10/21 Docket No. | Sponsored testimony supporting a Return on Equity (ROE)adjustment
(XcelEnergy) E002/GR-21- mechanism that would allow the Company to symmetrically adjust its

630 ROE to reflect significant changesin financial market conditions.
Missouri Public Service Commission

New Hampshire Public Utilities C

02023

Confluence Rivers Utility 12/22 Case No. WR- | Sponsored testimony supporting the rate design and bill impact studies
Operating Company 2023-0006/ SR- | for a general rate case proceeding.
2023-0007
The Empire District Gas Company 08/21 Docket No. GR- | Sponsored testimony supporting the class cost of service, rate design,
2021-0320 bill impact and lead-lag studies for a general rate case proceeding.
The Empire District Electric 05/21 Docket No. ER- | Sponsored testimony supporting the class cost of service, rate design,
Company 2021-0312 bill impact and lead-lag studies for a general rate case proceeding.
Spire Missouri, Inc. 12120 Docket No. GR- | Sponsored testimony supporting class cost of service, rate design, and
2021-0108 lead-lag study proposals for a general rate case proceeding. The
testimony also included support for a proposed revenue adjustment
mechanism.
The Empire District Electric 08/19 Docket No. ER- | Sponsored testimony supporting the class cost of service, rate design,
Company 2019-0374 bill impact and lead-lag studies for a general rate case proceeding. The
testimony also included proposals for a weather normalization
mechanism.
Liberty Utilities (Midstates Natural 09/17 Docket No. GR- | Sponsored testimony supporting the class cost of service, rate design,
Gas) 2018-0013 bill impact and lead-lag studies for a general rate case proceeding. The
testimony also included proposals for a revenue decoupling/ weather
normalization mechanism as well as tracker accounts for certain O&M
expenses and capital costs.
Missouri Gas Energy 04/17 Docket No. GR- | Sponsored testimony supporting the class cost of service, rate design,
2017-0216 bill impact and Lead/Lag studies for a general rate case proceeding.
The testimony included support for a decoupling mechanism.
Laclede Gas Company 04/17 Docket No. GR- | Sponsored testimony supporting the class cost of service, rate design,
2017-0215 bill impact and Lead/Lag studies for a general rate case proceeding.
The testimony included support for a decoupling mechanism.
Nevada Public Utilities Commission |
Southwest Gas Corporation 09/23 Docket No. 23- | Sponsored testimony supporting the class cost of service,rate design,
09012 bill impact and Lead/Lag studies for a general rate case proceeding.
Southwest Gas Corporation 09/21 Docket No. 21- | Sponsored testimony supporting the class cost of service,rate design,
09001 bill impact and Lead/Lag studies for a general rate case proceeding.
Southwest Gas Corporation 02/20 Docket No. 20- | Sponsored testimony supporting the class cost of service, rate design,

bill impact and Lead/Lag studies for a general rate case proceeding.

21-030

Unitil (Northern Utilities, Inc.) 8/21 Docket No. DG | Sponsored testimony supporting a revenue decoupling mechanism.
21-104
Unitil Energy Systems, Inc. 4/21 Docket No. DE | Sponsored testimony supporting a revenue decoupling mechanism.




Appendix A

Page 5 of 7
Sponsor Date Docket No. Subject
Liberty  Utilites  (EnergyNorth 117 Docket No. DG | Sponsored testimony supporting a levelized cost analysis for approval of
Natural Gas) Corp. d/b/a Liberty 17-198 firm supply and transportation agreements.
Utilities
Liberty Utilities d/b/a Granite State 04/16 Docket No. DE | Adopted testimony and sponsored Lead/Lag study for a general rate

Electric Company
New Jersey Board of Public Utili

1es

16-383

case proceeding.

Corporation Commission of Okla

homa

Jersey Central Power and Light 03/23 Docket No. | Sponsored testimony supporting the class cost of service and Lead/Lag

Company (FirstEnergy) ER23030144 studies for a general rate case proceeding.

South Jersey Gas Company 04/22 Docket No. | Sponsored testimony supporting the Lead/Lag study for a general rate
GR22040253 case proceeding.

Elizabethtown Gas Company 12/21 Docket No. | Sponsored testimony supporting the Lead/Lag study for a general rate
GR21121254 case proceeding.

South Jersey Gas Company 03/20 Docket No. | Sponsored testimony supporting the Lead/Lag study for a general rate
GR20030243 case proceeding.

Elizabethtown Gas Company 04/19 Docket No. | Sponsored testimony supporting the Lead/Lag study for a general rate
GR19040486 case proceeding.

Pivotal Utility Holdings, Inc. d/b/a 08/16 Docket No. | Sponsored testimony supporting the Lead/Lag study for a general rate

Elizabethtown Gas Company GR16090826 case proceeding.

New Mexico Public Regulation Commission \

New Mexico Gas Company, Inc. 9/23 Case No. 23- | Sponsored testimony supporting the class cost of service, rate design,
00255-UT bill impact and weather normalization adjustment mechanisms for a

general rate case proceeding.

Company

Rhode Island Public Utilities Co.

mission

The Empire District Electric 02/21 Cause No. PUD | Sponsored testimony supporting the class cost of service, rate design,

Company 202100163 bill impact and Lead/Lag studies for a general rate case proceeding.
The proposed rate design included a three-year phase-in of the
proposed rate increase.

The Empire District Electric 03/19 Cause No. PUD | Sponsored testimony supporting the class cost of service, rate design,

Company 201800133 bill impact and Lead/Lag studies for a general rate case proceeding.

The Empire District Electric 04/17 Cause No. PUD | Adopted direct testimony and sponsored rebuttal testimony supporting

201600468

the revenue requirements for a general rate case proceeding. The
testimony included proposals for alternative ratemaking mechanisms.

Providence Gas Company 08/01 Docket No. 1673 | Sponsored testimony supporting the changes in cost of gas adjustment
09/00 factor related to projected under-recovery of gas costs; Filed testimony
08/96 and witness for pilot hedging program to mitigate price risks to
customers; Filed testimony and witness for changes in cost of gas
adjustment factor related to extension of rate plan.

Providence Gas Company 08/00 Docket No. 2581 | Sponsored testimony supporting the extension of a rate plan that began
in 1997 and included certain modifications, including a weather
normalization clause.

Providence Gas Company 03/00 Docket No. 3100 | Sponsored testimony supporting the de-tariff and deregulation of
appliance repair service, enabling the Company to have needed pricing
flexibility.

Providence Gas Company 06/97 Docket No. 2581 | Sponsored testimony supporting a rate plan that fixed all billing rates for

three-year period; included funding for critical infrastructure investments
in accelerated replacement of mains and services, digitized records
system, and economic development projects.
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Providence Gas Company 04/97 Docket No. 2552 | Sponsored testimony supporting the rate design, customer bill impact
studies and retail access tariffs for commercial and industrial customers,
including redesign of cost of gas adjustment clause, for a rate design
proceeding.

Providence Gas Company 02/96 Docket No. 2374 | Sponsored testimony supporting the rate design, customer bill impact
studies and retail access tariffs for largest commercial and industrial
customers for a rate design proceeding.

Providence Gas Company 01/96 Docket No. 2076 | Sponsored testimony supporting the rate reclassification of customers
into new rate classes, rate design (including introduction of demand
charges), and customer bill impact studies for a rate design proceeding.

Providence Gas Company 11/92 Docket No. 2025 | Sponsored testimony supporting the Integrated Resource Plan filing,

Railroad Commission of Texas

including a performance-based incentive mechanism.

Texas Gas Service Company - 06/22 Case No. | Sponsored testimony supporting the Lead/Lag study for a general rate

West Texas, North Texas, and 00009896 case proceeding.

Borger/ Skellytown Service Areas

Texas Gas Service Company — 12119 GUD No. 10928 | Sponsored testimony supporting the Lead/Lag study for a general rate

Central Texas and Gulf Coast case proceeding.

Service Areas

CenterPoint Energy — Beaumont/ 1119 GUD No. 10920 | Sponsored testimony supporting the Lead/Lag study for a general rate

East Texas Division case proceeding.

Texas Gas Service Company — 08/18 GUD No. 10766 | Sponsored testimony supporting the Lead/Lag study for a general rate

Borger/ Skellytown Service Area case proceeding.

Texas Gas Service Company — 06/18 GUD No. 10739 | Sponsored testimony supporting the Lead/Lag study for a general rate

North Texas Service Area case proceeding.

CenterPoint Energy - South 117 GUD No. 10669 | Sponsored testimony supporting the Lead/Lag study for a general rate

Texas Division case proceeding.

Texas Gas Service Company — 06/17 GUD No. 10656 | Sponsored testimony supporting the Lead/Lag study for a general rate

Rio Grande Valley Service Area case proceeding.

Atmos Pipeline — Texas 0117 GUD No. 10580 | Sponsored testimony supporting the Lead/Lag study for a general rate
case proceeding.

CenterPoint Energy — Texas Gulf 11/16 GUD No. 10567 | Sponsored testimony supporting the Lead/Lag study for a general rate

Division case proceeding.

Public Utility Commission of Texas \

CenterPoint  Energy  Houston 04/19 Docket No. | Sponsored testimony supporting the Lead/Lag study for a general rate

Electric, LLC 49421 case proceeding.

Vermont Public Utilities Commission

Vermont Gas Systems 12112 Docket No. 7970 | Sponsored testimony describing the market served by $90 million
natural gas expansion project to Addison County, VT. Also described
the terms and economic benefits of a special contract with International
Paper.

Vermont Gas Systems 02/11 Docket No. 7712 | Sponsored testimony supporting the market evaluation and analysis for
a system expansion and reliability regulatory fund.

Virginia State Corporation Commission |

American  Electric  Power 3/23 Case No. PUR- | Sponsored testimony supporting the Lead/Lag study for the 2023

Appalachian Power Company 2023-00002 triennial review of base rates, terms, and conditions.
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Rappahannock Electric 10/22 Case No. PUR- | Sponsored report and studies related to revenue requirements, class
Cooperative 2022-00160 cost of service, rate design, and bill impact analysis for a streamlined
application to increase base rates.

American  Electric  Power 3/20 Case No. PUR- | Sponsored testimony supporting the Lead/Lag study for the 2020
Appalachian Power Company 2020-00015 triennial review of base rates, terms, and conditions.
Monongahela Power Company 06/23 Case No. 23- | Sponsored testimony supporting the class cost of service, rate design,
and The Potomac Edison 0460-E-42T bill impact and lead-lag studies for a general rate case proceeding.

Company (FirstEnerg

Nova Scotia Power

Ontario Energy Board
Ontario Energy Association

Commission of Canada Energy
Trans-Northern Pipelines, Inc.

Nova Scotia Utility and Review Board

01/22

01/21

Regulator
06/23

Matter
M10431

No.

Docket No. EB-
2020-0133

Docket No. RH-
001-2023

Sponsored evidence supporting the cash working capital requirement
and lead/Lag study for a general rate case proceeding.

Sponsored evidence regarding policies and ratemaking treatment
related to COVID-19 costs in U.S. and Canadian regulatory jurisdictions.
The evidence was used to support Ontario Energy Association’s
response to Staff's proposals

Sponsored evidence related to application for approval of incentive tolls.
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1.0 Executive Summary

Energy Transition

The changing energy landscape is driving new investments and priorities, while continuing to focus on safe and reliable service
B Utilities continue traditional investments in electric system, such as replacing aging infrastructure and implementing new technologies
B At the same time, utilities invest in new initiatives (e.g., grid modernization) to support energy transition including increased electrification and development of DER

The changing energy landscape is leading to industry enhancements, including ratemaking reforms

B Distributed energy resources, beneficial electrification, public policy mandates, and increased use of information technologies are driving changes within the energy
industry

B Enhancements include safety protocols, reliability considerations, and customer protections for affordability

B Ratemaking reforms address certain limitations, such as limits on utility revenue and return opportunities that create challenges for utilities adapting to the changing
energy landscape

Various jurisdictions have developed ratemaking approaches that provide cost recovery flexibility to help address challenges related
to changing grid needs

B Hawaii's EPRM, for example, provides cost recovery flexibility for eligible projects (primarily, clean energy-related infrastructure and grid modernization
investments) placed in service between rate cases

B UK RIIO framework developed uncertainty mechanisms that provide flexibility regarding the timing and adoption of low-carbon technologies
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1.0 Executive Summary (Cont.)

Need for a ‘Modernized’ PBR Mechanism
PBR mechanisms have been “modernized” to reflect energy transition

B Modernized PBR mechanisms address cost recovery uncertainties that facilitate meeting policy objectives and utility financial health

PBR objectives have been expanded to address changes related to energy transition

B Hawaii Public Utilities Commission (PUC) recognized that “factors driving [the] energy transition were of sufficient breadth and magnitude that [its] regulatory

framework must evolve to enable the State’s electric utilities to meet these new challenges, maintain safety and reliability, offer new opportunities to create value for
customers, and produce affordable rates”

PBR mechanisms have been enhanced to align utility financial health with consumer interests

B The Hawaii PUC noted, “The PBR Framework approved in this D&O has been carefully designed to include multiple safeguards and review opportunities to protect
the Companies’ financial health from extreme hardship”

In the proceeding, the Consumer advocate stated: “If inadequate consideration in the implementation of PIMs and/or PBR results in the increase of capital costs needed to
build that infrastructure and/or downgrades in the utility credit rating, those results would be contrary to the public interest”

PBR mechanisms have been enhanced to provide for cost recovery of clean energy investments

B UK RIIO framework developed uncertainty mechanisms to help manage uncertainty over the timing and adoption of low-carbon technologies
B Separate funding mechanisms have been approved for costs related to achieving clean energy goals, such as:
— New York adopted cost trackers for separate treatment and cost recovery to help achieve public policy goals, such as clean energy initiatives

Hawaii created Exceptional Project Recovery Mechanism (EPRM) that enables cost recovery of approved “eligible projects” that are not otherwise provided for during the
PBR rate period
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1.0 Executive Summary (Cont.)

Elements of Modernized PBR Mechanism

1. Expanded Obijectives: Include public policy objectives, such as emissions reduction, affordability, and clean energy goals

Modified Attrition Relief Mechanisms (ARMs): Re-evaluate the role of attrition relief mechanisms, such as the I-X framework

Alternative Cost Recovery Mechanisms: Allow cost recovery of clean energy initiatives through alternative separate mechanisms such as cost trackers

Performance Incentives: Align utility performance incentives and public policy objectives such as clean energy goals

Funding for Demonstration Projects: Cost recovery of innovative programs through separate funding mechanisms

1. Expanded Objectives
B Energy transition

— Hawaii Public Utilities Commission (PUC): “factors driving [the] energy transition were of sufficient breadth and magnitude that [its] regulatory framework must

evolve to enable ... utilities to meet these new challenges, maintain safety and reliability, offer new opportunities to create value for customers, and produce
affordable rates”

B Reduction of carbon emissions and enhanced customer knowledge and tools

— New York Reforming the Energy Vision (REV) policy objectives include system reliability and resiliency, reduction of carbon emissions, system wide efficiency,
and enhanced customer knowledge and tools

B Reliability, emissions reductions, and cost controls

— Rocky Mountain Institute (RMI) study found 17 different policy goals related to PBR, including reliability, emissions reductions, and cost control
B Financial health of the utility

— Hawaii PUC: “The PBR Framework ... has been carefully designed to include multiple safeguards and review opportunities to protect the Companies’ financial
health from extreme hardship”

— Hawaii Consumer Advocate: “If inadequate consideration in the implementation of PIMs and/or PBR results in the increase of capital costs needed to build
that infrastructure and/or downgrades in the utility credit rating, those results would be contrary to the public interest”
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1.0 Executive Summary (Cont.)

Elements of a Modern PBR Mechanism (Cont.)

2. Modified Attrition Relief Mechanisms

B Attrition Relief Mechanisms (ARMs) modified to ensure adequate cost recovery of investments

B Revenue index mechanisms (such as I-X) create cost recovery challenges for major capital expenditures

— Hawaii PUC stated that certain projects represent “lumpy” investments with costs not manageable under annual revenues derived from an index-driven revenue formula
— Maine Public Utilities Commission (PUC) moved away from revenue indexed mechanisms to traditional cost of service cost recovery for large capital projects

B UK RIIO framework adjusts distributor revenue allowances for uncertainties including the scale, pace, and location of technology adoption, policy developments,
demand patterns, and cost forecasts

3. Alternative Cost Recovery Mechanisms
B Alternative Cost Recovery Mechanisms, such as cost trackers, provide cost recovery related to certain public policy goals
— Regulatory Rationales for Cost Trackers: Largely outside the control of a utility, unpredictable and volatile, substantial and recurring

B Cost trackers for traditional utility projects and emerging cost categories (such as clean energy programs)
— PECO (PA) Distribution System Improvement Charge for aging infrastructure replacement costs (~17% of distribution CapEx)
— AEP (OH) Enhanced Service Reliability Program (ESRP) Rider for vegetation management costs (~13% of distribution O&M)
— Con Edison (NY) System Benefit Charge for clean energy programs

B Cost trackers recognized for certain large capital investments do not fit within the traditional PBR construct and require special treatment
— Hawaii's Exceptional Project Recovery Mechanism enables cost recovery of “eligible projects” that are not provided for during multi-year rate period

B Aligned treatment of capital and operating expenses

— UK RIIO’s TOTEX model allows capitalization of operating expenditures
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1.0 Executive Summary (Cont.)

Elements of a Modern PBR Mechanism (Cont.)
4. Performance Incentives

B Align utility performance incentives and policy objectives
— Review of selected U.S. financial rewards and penalties show magnitude up to ~1-3% of base revenues
— UK RIIO model has incentives up to 5% of base revenues

B Certain jurisdictions (such as New York, Hawaii, UK) stated that performance incentives are necessary to achieve desired outcomes

— Hawaii Commission: “incentive mechanisms can achieve ... objectives, such as incenting cost reduction, incenting achievement of policy goals, improving performance,
integrating technological advances, supporting new types of customer choice, and encouraging a low-cost, customer-centric future”

— New York Commission: “outcome-based incentives are the most effective approach to address the mismatch between traditional revenue methods and modern electric
system needs, while aligning utility shareholder interests with consumer interests”

— UK RIIO includes performance incentives tied to outputs that include customer satisfaction, reliability, interconnection, and environmental impact
— California provides 4.0 percent pre-tax incentives for integrating DERSs that provide valuable grid services, including voltage support, reliability, and resiliency
B Certain jurisdictions have also provided incentives to achieve cost efficiencies

— UKRIIO’s Totex Incentive Mechanism (also called the efficiency incentive) encourages distributors to improve their efficiency and shares efficiency benefits between
customers and utility

5. Funding for Demonstration Projects
B Funding of innovative projects (or demonstration projects) provide lessons learned on new technologies and cost-saving initiatives that support energy transition

B Certain jurisdictions created separate cost recovery to fund innovative projects and created processes to share lessons learned across the utilities
— New York utilities recover REV demonstration project costs outside of multi-year rate plans

— UK RIIO framework includes dedicated funding for innovation, comprising the Network Innovation Allowance (NIA), the Network Innovation Competition (NIC) and the

Innovation Roll-Out Mechanism (IRM)
Copyright © 2023 by ScottMadden, Inc. All rights reserved. n
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1.0 Executive Summary (Cont.)

Conclusion

Modernized PBR mechanisms provide utilities with flexibility to address changing grid needs while maintaining safe and reliable
service

B Address cost recovery challenges of achieving policy objectives
B Fund traditional and new investments to meet clean energy transition
B Align utility performance incentives and policy objectives
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2.0 Changing Energy Landscape
2.1 Energy Transition Implications

New Investments and Priorities
The changing energy landscape is driving new investments and priorities, while maintaining focus on safe and reliable service

B Utilities continue traditional investments in replacing aging infrastructure and implementing new technologies
B |n addition, utilities invest in new initiatives (e.g., grid modernization) to support energy transition including increased electrification and development of DER

Energy transition leads to enhancements in traditional utility responsibilities of providing safe, reliable, and affordable service'
B Safety
— New technologies and increased connection of distributed assets affect safety protocols
B Reliability
— Probabilistic resource adequacy methods to account for new resources and the changing nature of risk to the system
— Consideration of reliability services provided by DERs
B Affordability
— Customer protections (financial protections, expanded choices, cost-benefit analyses)
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2.0 Changing Energy Landscape
2.1 Energy Transition Implications

New Investments and Priorities (Cont.)

In addition, utilities are focusing on achieving environmental goals, ensuring a resilient grid, addressing customer needs, and
driving innovation in clean energy technologies and programs?

B Environmental Goals: Utilities operate under various public policy mandates to achieve decarbonization and other environmental goals

B Resilience: Cyber security threats and increased extreme weather events have placed a heightened focus on resilience

B Customer Choice: Customers have evolving preferences over energy sources, desire for control over energy usage, and levels of engagement
[ |

Innovation: Given uncertainty and change being experienced in the energy sector, utility regulators are promoting innovation programs and funding to enable
experimentation of new business models and technologies

Given the evolving industry dynamics, uncertainties exist regarding the costs of new technologies and the pace of their adoption
B There is recognition (such as in UK RIIO) that investment flexibility addresses the uncertainties

Ratemaking reforms (such as New York, Hawaii, UK) have addressed structural limitations that challenge utilities’ ability to meet
policy and customer requirements and expectations?

B Structural limitations include misaligned incentives, limits on utility revenue and profit opportunities, and risk imbalances
B There is recognition that policy objectives cannot be achieved without ensuring cost recovery for necessary investments

B Absent changes, challenges in balancing traditional (“business-as-usual”) investments (reliability, resilience, safety) vs. new investments (such as related to clean
energy transition)
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2.0 Changing Energy Landscape
2.1 Energy Transition Implications (Cont.)

Need for Investment Flexibility to Address Uncertainty

Various jurisdictions have developed mechanisms that provide investment flexibility to address uncertainty related to changing grid
needs while maintaining safe and reliable service

B UK RIIO framework includes uncertainty mechanisms to help manage the uncertainty over the scale, timing, and adoption of low-carbon technologies
B The uncertainties recognized by UK RIIO include scale, pace, and location of technology adoption, policy developments, demand patterns, and cost forecasts*

B The UK regulator (Ofgem) noted that its five-year price control period spans a critical time in which “network companies cannot wait for everything to become clear
but must proactively manage those uncertainties™

Jurisdictions have implemented cost trackers for traditional utility projects and emerging cost categories (such as clean energy
programs)

B PECO (PA) Distribution System Improvement Charge for aging infrastructure replacement costs (~17% of distribution CapEx)®.7

® AEP (OH) Enhanced Service Reliability Program (ESRP) Rider for vegetation management costs (~13% of distribution O&M)2°

B Con Edison (NY) System Benefit Charge for clean energy programs'©

Jurisdictions have recognized that certain large capital investments do not fit within the traditional PBR construct and require
special treatment

B Hawaii’s Exceptional Project Recovery Mechanism (EPRM) provides cost recovery certainty for eligible projects (primarily clean energy-related infrastructure and
grid modernization investments) placed in service between rate cases

B The Commission has taken a broad approach to eligible projects, noting that “limiting eligible projects to pre-determined plans made in other dockets may limit the
flexibility to address unforeseen events or take advantage of unexpected opportunities (e.g., improvements in technology, changes in consumption behavior, etc.)’12
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2.0 Changing Energy Landscape

2.2 Need for a ‘Modernized’ PBR Mechanism

Need for a ‘Modernized’ PBR Mechanism

Industry review shows that PBR mechanisms have been “modernized” to reflect energy transition

B Addressing cost recovery results in customer savings as the utility’s financial integrity may improve resulting in lower cost of capital
B Challenges in meeting policy objectives without cost recovery mechanisms for necessary investments

Jurisdictions have expanded PBR objectives to address changes related to energy transition

B Hawaii Public Utilities Commission (PUC) recognized that “factors driving [the] energy transition were of sufficient breadth and magnitude that [its] regulatory

framework must evolve to enable the State’s electric utilities to meet these new challenges, maintain safety and reliability, offer new opportunities to create value for
customers, and produce affordable rates”!3

Jurisdictions have recognized that financial integrity of the utility aligns with consumer interests

B The Hawaii PUC noted, “The PBR Framework approved in this D&O has been carefully designed to include multiple safeguards and review opportunities to protect
the Companies’ financial health from extreme hardship”14

In the proceeding, the Consumer advocate stated: “If inadequate consideration in the implementation of PIMs and/or PBR results in the increase of capital costs needed to
build that infrastructure and/or downgrades in the utility credit rating, those results would be contrary to the public interest™'®

Jurisdictions have approved separate cost recovery for clean energy investments, recognizing that these can be volatile
B UK RIIO framework developed uncertainty mechanisms to help manage uncertainty over the timing and adoption of low-carbon technologies
B Separate funding mechanisms have been approved for costs related to achieving clean energy goals, such as:

Jurisdictions (such as New York) have adopted cost trackers for separate treatment and cost recovery to help achieve public policy goals, such as clean energy initiatives
— Jurisdictions (such as Hawaii) have created Exceptional Project Recovery Mechanism (EPRM) that enables cost recovery of approved “eligible projects” that are not

otherwise provided for during the PBR rate period
scottmadden \
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2.0 Changing Energy Landscape

2.2 Need for a ‘Modernized’ PBR Mechanism (Cont.)

Elements of a Modern PBR Mechanism

Changing Energy Landscape

m Replacement of aging infrastructure and investment in
new technologies to ensure
= Safety

connections require new safety protocols
= Reliability
— New considerations for resource adequacy and
reliability as DERs expand
= Resilience
— Increased costs due to cybersecurity threats and
extreme weather events

m Growth in building and transportation electrification
= Driven by customer demands and policy goals
= Increased investments required to accommodate
electrification

m Growth in distributed energy resources
= Driven by lower cost technologies and policy support for
non-carbon-emitting resources

— New technologies, digitalization, and increased grid

scottmadden | //,,TORONTO

PBR Implications

1. Expanded Objectives
— Prioritize achieving public policy objectives, such as
emissions reduction, affordability, and clean energy goals

2. Modified Attrition Relief Mechanisms
— Develop hybrid cost recovery treatment methods
— Evaluate mechanisms to manage uncertainty

3. Alternative Cost Recovery Mechanisms
— Allow recovery of clean energy initiatives through separate
mechanisms
— Align treatment of capital and operating expenditures
enabling the pursuit of the most cost-effective solutions

4. Performance Incentives
— Focus on measuring and incentivizing outcomes rather than
program-based performance
— Align with public policy objectives such as clean energy
goals

6. Funding for Demonstration Projects
— Allow recovery of innovative programs through separate
funding mechanisms
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3.0 Elements of a Modern PBR Mechanism

3.1 Expanded Objectives

PBR objectives expanded to address changes related to energy
transition

B Rocky Mountain Institute (RMI) study found 17 different policy goals related to
PBR, including reliability, emissions reductions, and cost control'®

B New York Reforming the Energy Vision (REV) policy objectives include system
reliability and resiliency, reduction of carbon emissions, system wide efficiency,
and enhanced customer knowledge and tools'”

B Hawaii Public Utilities Commission (PUC): “factors driving [the] energy
transition were of sufficient breadth and magnitude that [its] regulatory
framework must evolve to enable ... utilities to meet these new challenges,
maintain safety and reliability, offer new opportunities to create value for
customers, and produce affordable rates”'®

Recognition that traditional PBR mechanisms may not result in
achievement of customer interests (such as clean energy
objectives) without alternative rate mechanisms

B Challenge to achieve policy objectives without cost recovery for necessary
investments.

Hawaii, for example, recognized financial integrity of the utility
aligns with consumer interests

/"HYDRO
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Policy Goals in PBR Enabling Legislation
The most commonly cited policy goals enumerated in PBR statutes since 2018.
North Carolina [l lllinois [l Washington [ Connecticut [ Nevada Colorado [l Hawaii

Affordability & Cost Control

Emissions Reduction

Reliability

Equity in Energy Burden & Contracting/
Employment

Customer Engagement and Satisfaction

Energy Efficiency, Demand-side
Management, DER Expansion

Grid Security & Safety
Resilience

Utility-scale Renewables Interconnection &
Integration

Competitive Procurement

Utility Financial Integrity

Chart; RM| « Created with Datawrapper
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3.0 Elements of a Modern PBR Mechanism

3.1 Expanded Objectives (Cont.)

Various jurisdictions have introduced or modified performance
based ratemaking objectives to address changing conditions
and customer needs

B Hawaii

In 2018, the PUC recognized that “factors driving [the] energy transition
were of sufficient breadth and magnitude that [its] regulatory framework
must evolve to enable the State’s electric utilities to meet these new
challenges, maintain safety and reliability, offer new opportunities to
create value for customers, and produce affordable rates”®

The Commission adopted three overarching regulatory goals and 12
priority outcomes that served as guideposts for PBR design

B Connecticut

Regulatory goals include public policy achievement and empowering
customer to take greater control of their energy services (e.g.,
deploying DERs and other grid-edge technologies, reducing emissions,
etc.) and expenditures (e.g., lowering their monthly utility bill)20

B New York Reforming the Energy Vision (REV)

New York REV policy objectives included, but were not limited to,
system reliability and resiliency, reduction of carbon emissions, system
wide efficiency, and enhanced customer knowledge and tools?"

The PSC noted the “combination of large impending infrastructure
needs, decreasing system efficiency, environmental demands, and an
increasing ability for customers to choose other options, presents
challenges to utilities and regulators”2
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Hawaii Regulatory Goals and Priority Outcomes*

Goal Priority Outcome
Affordability
Traditional
Reliability
Enhance
Customer :Enterc.onnection
i xperience
Experience Emergent
Customer
Engagement

Traditional | Cost Control

Improve DER Asset
Utility Effectiveness
Performance | Emergent

Grid Investment

Efficiency
Capital Formation
Traditional

Customer Equity
Advarice GHG Reduction
Societal

Electrification of
Outcomes Emergent ctrification o

Transportation

Resilience

Source: Hawaii PUC, Summary of Phase 1 Decision & Order
Establishing a PBR Framework, May 23, 2019

*Traditional outcomes refer to those which have been ingrained in
utility regulation for many years, while emergent outcomes refer to
those which in been more recently developed in response to changes

in Hawaii’s electric industry
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3.0 Elements of a Modern PBR Mechanism

3.1 Expanded Objectives (Cont.)

Balancing Financial Integrity and Public Policy Goals

Jurisdictions (such as Hawaii) have recognized that financial
health of the utility aligns with consumer interests

B The performance-based regulation framework in Hawaii ensures that the
financial integrity of utility aligns with consumer interests

— In Hawaii, the Consumer Advocate urged the Commission to ensure
that the PBR framework being developed included “reasonable
opportunities to recover the cost of investments and a return on those
investment”23

— “If inadequate consideration in the implementation of PIMs and/or PBR
results in the increase of capital costs needed to build that
infrastructure and/or downgrades in the utility credit rating, those results
would be contrary to the public interest™4

— In the Commission’s Phase 1 decision, it outlined utility financial
integrity, including access to low-cost capital, as one of the three
guiding principles to inform the PBR framework?25

— The Commission noted, “The PBR Framework approved in this D&O
has been carefully designed to include multiple safeguards and review
opportunities to protect the Companies’ financial health from extreme
hardship”26

\{
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Source: Hawaii PUC, Docket No. 2018-0088, Exhibit 7, p.11, filed October 25, 2018
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3.0 Elements of a Modern PBR Mechanism

3.2 Modified Attrition Relief Mechanisms

Attrition Relief Mechanisms (ARMs) need to be modified to ARMs Cost Forecasting Methodologies

ensure adequate cost recovery of necessary future investments B Rate Freeze

B Revenue index mechanisms (such as I-X) create challenges in the ability of — Rates remain fixed throughout MYRP term

utilities to recover costs from major capital expenditures B Forecasted/ “Stairstep”

— Hawaii PUC stated that certain projects represent “lumpy” investments

. ! — Establishes revenues/ rates based on pre-determined levels
with costs not manageable under annual revenues derived from an

index-driven revenue formula?’ — Based on forecasted revenue requirements
— Maine Public Utilities Commission (PUC) moved away from revenue — Widely used in U.S., e.g., California, Florida, and New York
indexed mechanisms to traditional cost of service cost recovery for B Indexed (“I-X”)

. . o8
large capital projects — Establishes revenues/ rates based on approved methodology that is indexed
to inflation and other cost drivers

Recognition to develop mechanisms that provide investment y  Methodologyibased onlindustryicostirendresearch
flexibility to address uncertainty — Provides for revenue/ rate adjustments using a form of inflation () less a
productivity factor (X)
. : : : . L
;Jlllf)vljélr(])clenscludes uncertainty mechanisms to adjust distributor revenue — Some utilities apply “I-X” factor after the first year of MYRP (e.g., ATCO
utilities);

B Uncertainties include scale, pace, and location of technology adoption, policy

developments, demand patterns, and cost forecasts?® — Others define cost forecasts for entire term and apply a “smoothing”

mechanism to define rates for the first year (e.g., Ausgrid)
— Used in Massachusetts, Hawaii, Alberta, Ontario, and Quebec
B Hybrid

— Establishes revenues/ rates based on combination of methods, such as
indexing for O&M expenses and stairstep for Capex

— Used by Southern California Edison
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3.0 Elements of a Modern PBR Mechanism

3.2 Modified Attrition Relief Mechanisms (Cont.)

Revenue index mechanisms can challenge the ability of utilities
to recover costs from major capital expenditures

B Maine Public Utilities Commission (MPUC)

— MPUC moved away from revenue indexed mechanisms to traditional
cost of service (COS) cost recovery for large capital projects3°

— Commission Staff recommended PBR to take a “hiatus” and allow
Central Maine Power (CMP) to operate under COS ratemaking?'

— Staff stated COS ratemaking allows CMP to address its system and

spending needs consistent with the shareholder and ratepayer
interestss?

B Alberta

— Ina 2012 filing, Alberta utilities argued they were experiencing cost
pressures on capital expenditures, requiring special treatment33

o ATCO Electric stated its capital investments would result in 10%

rate base growth, while its I-X mechanism supported 4.5%
growth34

— Commission permitted capital tracking mechanisms to recover specific
types of capital outside of the I-X mechanism?3®

B Hawaii

— Inits PBR proceeding, the Hawaii PUC stated that certain projects
represent “lumpy” investments with costs not manageable under annual
revenues derived from an index-driven revenue formula3®

%mgg,
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$60,000

$40,000

Thousands, 2013$

$20,000

S0
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

IT & Billing (Including CRM&B) wessn Automation and Modernization Programs
mmmm Asset Condition Replacement s Base Programs/Projects (excl. meters)
== == Avg ARP2008 Actual Capex Expenditures == « =Average ARP2014 Expenditures

--------- Average ARP2014 less CRM&B

Source: Maine Public Utilities Commission, Docket No. 2013-168, Direct Testimony of Tim Woolf, filed December 12,
2013

Central Maine Power requested separate capital cost treatment to recover
significant investments in distribution system modernization projects, asset
condition projects, and a new IT system
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3.0 Elements of a Modern PBR Mechanism

3.2 Modified Attrition Relief Mechanisms (Cont.)

Mechanisms that provide investment flexibility to address
uncertainty

UK RIIO includes uncertainty mechanisms to adjust distributor
revenue allowances

B Revenue adjustments may be made at the price control review, during the
price control period, or after actual expenditure has occurred3’

Uncertainties include scale, pace, and location of technology

adoption, policy developments, demand patterns, and cost
forecasts

Select quotes from Ofgem:

B “The economic and decarbonization landscape will evolve within the RIIO-
ED2 period, and it is vital that networks can invest to avoid [blocking]
decarbonization targets” while also “protecting consumers by avoiding
investment in networks upgrades that are not required”38

B “EV rollout is market-led, and the pace, location, and local network impact is
challenging to predict3?

B “There is still a degree of uncertainty about the extent to which electricity will
be the prime source of heating for most homes. In addition, our requirements
for energy may change as we adapt to new patterns of work and life"4°

B “ .. [uncertainty mechanisms ensure that] if the uptake of EVs or HPs [heat
pumps] is faster than expected, then investment can track these changes
and flex quickly and efficiently in response™!

scoftmadden | //,7SRGNTO

Northern Powergrid Gross Peak Demand Projections

GROSS PEME BERREID PROYECTIONS
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Source: Northern Powergrid, Annex 7.4, Decarbonisation Uncertainty and Ofgem Uncertainty Mechanisms,
Business Plan 2023-2028

Northern Powergrid projections highlight the uncertainty within forecasting
demand over future price controls periods
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3.0 Elements of a Modern PBR Mechanism

3.2 Modified Attrition Relief Mechanisms (Cont.)

RIIO framework evolved to provide uncertainty mechanisms
that include greater flexibility for investments
B The RIIO ED-1 framework included mechanisms to help manage the

uncertain costs that exceeded a ‘fixed materiality’ threshold (20% greater or
less than original allowances for high-value projects)*?

B RIIO ED-2 provides more flexible uncertainty mechanisms that avoid
delaying investments43

— Distributors argued that the 20% materiality threshold did not provide
sufficient flexibility to manage increased market uncertainties*

Categories of uncertainty mechanisms within RIIO ED-2
B Automatic Adjustments

— Volume Driven: adjusts allowances to accommodate changes in volume
(e.g., new connections, low carbon technology uptake)

— Pass Through: adjusts allowances for costs incurred outside the
distributor’s control (e.g., bad debt, pension funding)

— Indexation: adjusts allowances in cases where the evolution of prices is
unknown, such as for inflation or cost pressures

— Use-It-Or-Lose-It Allowance: funding is not available unless an
expenditure is incurred in delivering a specific output (e.g., improving
network reliability for worst served customers)

B Administrative Adjustments

— Reopener: mechanisms to decide on additional allowances to deliver a
project or activity when the needs case, timing, or scope is unclear

| - “TORONTO
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Types of Uncertainty Mechanisms with RIIO ED-2

Adjustment Type Mechanism Purpose Examples
Adjusts allowances to
accommodate changes in
Volume Driven | volume (e.g.,new Ié?(ag;ﬁﬁf:s:
connections, low carbon P
technology uptake)
Adjusts allowances for .
£2) Pass-Through | costs incurred outside the Esg dIiDnebt, Pension
"g distributor’s control 9
] Adjusts allowances in cases
2 Indexation where the evolution of Inflation, Debt
prices is unknown
Funding is not available :2; rti)i}/iltn%onre\:vvz)?gt(.
Use-it or Lose- | unless an expenditure is y i
. . . oo served customers;
it Allowances incurred in delivering a Cyber Resilience
SPEEfe eI Operation Technology
o
;E Mechanisms to decide on
Ju additional allowances to Net Zero. Diaitalization
2 Reopener deliver a project or activity =19 ’
= Street Works
' when the needs case,
2 timing, or scope is unclear

Source: Ofgem, RIIO-ED2 Final Determinations Core Methodology Document, November 30, 2022
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3.0 Elements of a Modern PBR Mechanism

3.3 Alternative Cost Recovery Mechanisms

Alternative Cost Recovery Mechanisms, such as cost trackers, provide recovery of costs related to achieving public policy goals
B Regulatory rationales for cost trackers include:

— Largely outside the control of a utility
— Unpredictable and volatile

— Substantial and recurring

Jurisdictions have implemented cost trackers for traditional utility projects (reliability investments, vegetation management) and
emerging cost categories (clean energy programs)

B PECO (PA) Distribution System Improvement Charge for aging infrastructure replacement costs (~17% of distribution CapEx)*%46

B AEP (OH) Enhanced Service Reliability Program (ESRP) Rider for vegetation management costs (~13% of distribution O&M)?4748
B Con Edison (NY) System Benefit Charge for clean energy programs#9

Recognition that certain large capital investments do not fit within the traditional PBR construct and require special treatment
B Hawaii’s Exceptional Project Recovery Mechanism enables cost recovery of “eligible projects” that are not provided for during multi-year rate period

Aligned treatment of capital and operating expenses
B UK RIIO’s TOTEX model allows capitalization of certain operating expenditures

scottmadden \
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3.0 Elements of a Modern PBR Mechanism

3.3 Alternative Cost Recovery Mechanisms (Cont.)

Common Regulatory Rationales for Cost Trackers>°
A. Extraordinary Circumstances

B Regulators have traditionally approved cost trackers only under
“extraordinary circumstances”

— Largely outside the control of a utility
— Unpredictable and volatile
— Substantial and recurring

B Regulators have recently approved cost trackers when costs do not meet all
three conditions, particularly finding that the criteria relating to substantial
and recurring costs is restrictive

— Bad debt cost trackers are typically not substantial but are difficult to
incorporate in base rates due to unpredictability

B. Severe financial consequences

B Historically, regulators have approved cost trackers to avoid the possibility of
a utility suffering a financial problem due to costs unforeseen during the last
rate case

C. Special Circumstances

B Other costs, such as those relating to fuel and purchased power, are
considered “special circumstances” that justify recovery outside of a rate
case

\5;,
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Ontario Energy Board Criteria for Capital Trackers

Criteria Description

The expense must be clearly outside of the base

CEUEEHE upon which revenue requirement(s) were derived
Amounts must exceed the OEB-defined materiality
Materiality threshold ($3 million for Hydro One) and have a
significant influence on distributor operation
The amount must have been prudently incurred. The
distributor’s decision to incur the amount must
Prudence

represent the most cost-effective option for
ratepayers

Based on Decision and Order EB-2017-0049, Hydro One Networks, Application for electricity distribution rates
beginning January 1, 2018 until December 31, 2022, filed March 7, 2019
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3.0 Elements of a Modern PBR Mechanism

3.3 Alternative Cost Recovery Mechanisms (Cont.)

Cost trackers across jurisdictions have included traditional utility projects and emerging cost categories

Utility

PECO (PA)

AEP Ohio

San Diego Gas &
Electric

Rider

Distribution System Improvement
Charge5152

Enhanced Service Reliability
Program (ESRP) Rider53.54

AMI Balancing Account®®

Description

Accelerates investment in new utility plant to replace aging distribution
infrastructure

Recovers fixed costs (depreciation and pre-tax return) of certain non-revenue
producing, non-expense reducing infrastructure improvement costs place into
service between base rate cases

Commission found that AEP faces increased costs for vegetation management,
and costs related to a new vegetation initiative were prudent to support reliability
and were incremental to costs embedded in distribution rates

Commissions found that the new vegetation initiative was a reasonable program
that advanced state policy and approved an ESRP rider to recover costs, subject
to review and reconciliation on an annual basis

Preapproved multiyear cost forecasts

SDG&E permitted to recover 100% of forecasted costs and 90% of overspends
up to a $50M cap without further prudence review. It is permitted to keep 10% of
underspends.

Records O&M and capital-related AMI costs against the monthly authorized
revenue requirements adjusted for benefits

Budget

$320M budget from 2016-2020
($270M for reliability projects and
$50M for facility relocation)

Budget represented ~17% of
distribution capex spending from
2016-2020

2020 Annual Revenue: $21.8M

Annual recovery represented
~13% of 2020 distribution O&M
spending

$358M of capital expenditures
from 2007-2011
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3.0 Elements of a Modern PBR Mechanism

3.3 Alternative Cost Recovery Mechanisms (Cont.)

Cost trackers across jurisdictions have included traditional utility projects and emerging cost categories
Utility Rider Description Budget

Con Edison System Benefit Charge®® * Recovers costs associated with clean energy programs conducted by $219.6M in 2020-21
NYSERDA, energy efficiency programs, and costs of the Integrated Energy Data
Resource program to collect and integrate energy-related data onto a single
statewide platform

PSEG Energy Strong®’ » Provides recovery for costs related to storm damage and reinforcing the Total electric plant additions:
resiliency of the grid (sample projects include electric station flood mitigation, $641M from 2020 to 2023
ADMS systems, expanded system communication and data collection
technologies, and redundant distribution investments)
* Includes AFUDC, depreciation, income taxes, but excludes O&M related to
capital investments

Xcel Energy Renewable Energy Standard » Designed to allow for the automatic adjustment of charges to recover prudently- Authorized to recover $101.8M for
(Minnesota) Rider58.59 incurred investments, expenses, or costs associated with facilities constructed, costs incurred in 2019 and 2020
owned, or operated by a utility to satisfy the Renewable Energy Standard Statute (represents ~8% of production
capex over same time period)
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3.0 Elements of a Modern PBR Mechanism

3.3 Alternative Cost Recovery Mechanisms (Cont.)

Hawaii’s Exceptional Project Recovery Mechanism
(EPRM)

Hawaii’s EPRM enables cost recovery of approved “eligible
projects” that are not otherwise provided for during a multi-year
rate period%.61

B EPRM Context

— Hawaiian Electric uses a five-year control period with an externally-
indexed revenue cap

— The Hawaii Commission noted that the difficulty of recovering large,
lumpy capital or expense-based projects through an externally-indexed
attrition relief mechanism formula

B EPRM Cost Recovery Mechanics

— EPRM recovery is based on actual recorded costs and the
depreciation, tax, and authorized return rates in place

— Recovery of on-going incremental O&M costs are based on actual
recorded costs for the previous year

— Target revenues are recovered through the utility’s Revenue Balancing
Account tariff

— Any approval of recovery of costs of an eligible project through the
EPRM adjustment mechanism shall continue until new rates become
effective that provide cost recovery for the eligible project

scottmadden | }5';“"?"‘_\*“1;858"1'0

EPRM Criteria for Commission Approval

m EPRM relief should be sought sparingly, and shall be reserved for projects
which are extraordinary in nature and do not reflect “business as usual”
investments or expenses

m In certain instances, EPRM relief may be appropriate for projects or programs
previously reviewed by the Commission and prospectively found to be
extraordinary or worthy of EPRM relief

m EPRM relief should not perpetuate bias toward capital expenditures

Exceptional Project Recovery Mechanism (EPRM)
Eligible EPRM Projects

m Projects that encourage clean energy choices and/or customer control to shift
or conserve their energy use

Infrastructure that is necessary to connect renewable energy projects
Projects that make it possible to accept more renewable energy

Approved or accepted plans, initiatives, and programs

Utility scale generation and energy storage

Grid Modernization projects

| |
| |
| |
| |
| |
m Service contracts
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3.0 Elements of a Modern PBR Mechanism

3.3 Alternative Cost Recovery Mechanisms (Cont.)

Hawaii’s Exceptional Project Recovery Mechanism
(EPRM) (Cont.)

In June 2022, Hawaiian Electric filed an application for $189.7
million in cost recovery through the EPRM®2

B $156.6 million in capital expenditures and $33.1 million in O&M expenses

B The application was focused on approval for investments over a 5-year
period to adapt the Companies’ transmission and distribution systems to the
changing climate and growing resilience threats

B Guiding Principles of Application

— Pragmatism: Protect against climate change and associated extreme
weather events, the Companies note the need to move forward with
resilience investments before every project and initiative can be scoped
and costed in detail

— Flexibility: Address uncertainty with regard to project scope, timing,
and cost

— Transparency and Accountability: Transparency with regard to 1) the
initiation, conduct, and progress of projects and initiatives, and 2)
accountability for spending

B Projects Specified in Application

— Projects include: 1) hardening critical transmission lines, 2) hardening
and mitigating risks to critical overhead poles, 3) hardening circuits
serving critical customers, 4) flood monitoring of substations, 5)
upgrading distribution circuits to provide redundant transformer
capacity, 6) undergrounding select overhead distribution lines, 7)
hazard tree removal, 8) resilience modeling, and 9) wildfire prevention
and mitigation

scottmadden | }5';“"?"‘_\*“1;858"1'0

EPRM provides utilities flexibility to address system needs without any
potential impact on utility returns

“Since incremental revenues are fixed by the ARA formula, there is an
incentive for the Companies to reduce project investments and other costs
to maintain adequate returns during the five-year multi-year rate plan.
However, the Companies continue to invest in needed infrastructure
because of the obligations as public utilities to provide electrical service to
all customers on a non-discriminatory basis and to implement state energy
policy consistent with state statute and Commission orders. [There is] a
need to recover large, lumpy capital or expense-based project through the
EPRM that would be difficult to recover through an index-based ARA.”

- Hawaiian Electric Companies, EPRM Application, 2022

Copyright © 2023 by ScottMadden, Inc. All rights reserved.




3.0 Elements of a Modern PBR Mechanism

3.3 Alternative Cost Recovery Mechanisms (Cont.)

CapEx-OpEx Alignment UK TOTEX: Components of Base Revenues

UK RIIO’s TOTEX model allows for capitalization of operating
expenditures

B Total expenditures (“Totex”) consists of “fast” money and “slow” money

— Fast money represents expenses funded in the year incurred, similar to
traditional operating expenses

capitalisation
— Slow money represents expenses added to the rate base, similar to :_rate
traditional capital expenditures

— A capitalization ratio is set to determine the proportion of fast money and fotex
slow money, based on the historical and forecasted CapEx-OpEx split g
B The Totex Incentive Mechanism (also called the efficiency incentive) capitalisation
encourages distributors to improve their efficiency and shares efficiency fate

benefits between customers and utility

opening base
revenue

Similar initiatives

B Capitalization of non-wires alternatives expenditures in New York83

Source: Ofgem Guide to the RIIO-ED1 Electricity Distribution Price Control

\{_
scottmadden | /1. TORONTO

MAMAGEMENT CONSULTANTS 'f HYD Ro . .
Copyright © 2023 by ScottMadden, Inc. All rights reserved.



Contents

1.0 Executive Summary

2.0 Changing Energy Landscape
— 2.1 Energy Transition Implications
— 2.2 Need for a ‘Modernized’ PBR Mechanism

3.0 Elements of a Modern PBR Mechanism
— 3.1 Expanded Objectives
— 3.2 Modified Attrition Relief Mechanisms
— 3.3 Alternative Cost Recovery Mechanisms
— 3.4 Performance Incentives
— 3.5 Funding for Demonstration Projects

4.0 Conclusion

\{

~)~TORONTO
scottmadden | //jypRro

Copyright © 2023 by ScottMadden, Inc. All rights reserved. E



3.0 Elements of a Modern PBR Mechanism

3.4 Performance Incentives

Performance or earnings incentives align policy objectives and shareholder and customer interests
B Review of selected U.S. financial rewards and penalties show magnitude up to ~1-3% of base revenues®
B UK RIIO model has incentives up to 5% of base revenues®®

Jurisdictions (such as New York, Hawaii, UK) stated that performance incentives are necessary to achieve desired outcomes

B Hawaii Commission: “incentive mechanisms can achieve ... objectives, such as incenting cost reduction, incenting achievement of policy goals, improving
performance, integrating technological advances, supporting new types of customer choice, and encouraging a low-cost, customer-centric future”6®

New York Commission: “outcome-based incentives are the most effective approach to address the mismatch between traditional revenue methods and modern
electric system needs, while aligning utility shareholder interests with consumer interests”®’

UK RIIO includes performance incentives tied to outputs that include customer satisfaction, reliability, interconnection, and environmental impact
California provides 4.0 percent pre-tax incentives for integrating DERSs that provide valuable grid services, including voltage support, reliability, and resiliency®®

Jurisdictions have also provided incentives to achieve cost efficiencies

B UK RIIO’s Totex Incentive Mechanism (also called the efficiency incentive) encourages distributors to improve their efficiency and shares efficiency benefits
between customers and utility

scottmadden \
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3.0 Elements of a Modern PBR Mechanism

3.4 Performance Incentives

Performance or earnings incentives have expanded to prioritize RIIO-Il Output Categories

outcome-b_a§ed achlever_m_ants (e.g._, expansion of DER, gverall Output Category Policy Objectives S BIEATe

system efficiency, beneficial electrification), better aligning

ut|I|ty shareholder and customer interests Customer Focused Aimed at securing high-quality Customer Satisfaction

B Performance incentives provide additional earning opportunities for customer service, quality service for ~ Survey — General
achieving policy objectives (e.g., environmental, reliability, clean energy) consumers seeking a connection, Inquiries (+/-0.2% of base

B Traditionally, performance incentives have been established for utilities to and support to consumers in L)

achieve reliability metrics and program-based performance (e.g., achieved vulnerable situations

kWh savings, kW reduction)

Safety and Maintaining reliability, and ensuring Interruptions Incentive
Resilience Focused the long-term safety and resilience of Scheme (+/- 250 RORE
For example, UK RIIO includes performance incentives tied to the network basis points)
outputs that include customer satisfaction, reliability, Environmental Aimed at taking appropriate stepsto  DSO Incentive (+/-0.2% of
interconnection, environmental impact, and social obligations mitigate the environmental impacts ~ RoRE per year)

of electricity distribution

B In 2010 prior to RIIO, the UK electricity regulatory, Ofgem, acknowledged
they had, “no measures of what customers gain from investment in network
assets, which can account for a high proportion of network costs”6?

Source: Ofgem, RIIO-ED2 Final Determinations Overview Document, p.18

B As aresult, for RIIO, Ofgem place a “strong emphasis on the need for
[distributors] to develop suitable network output measures and to commit to
delivering against these measures””?
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3.0 Elements of a Modern PBR Mechanism

3.4 Performance Incentives (Cont.)

Traditional performance incentives primarily focus on energy Incentive amounts relative to total costs by mechanism type
efficiency and reliabilit Net benefits Muhifactor Savings-based
y . . y . . . - Xcef electric (MN) 2011 B8%  NSTAR (MA) 2013 &% Consumers 2012 (MI)  15%
B Penalty only incentives are common for essential outcomes, like reliability T R T T — Ty
— In 2012, the Alberta Utilities Commission rejected providing utilities with Otter Tall Power (MN) 2011 60% NGRID (MA) 2012 6% DTE Energy 2012 (MI)  15%
a positive PIM for exceeding service quality’ Georgia Power 2013 58% Efficiency VI2008 4%  DTE Energy 2013 (MI]  15%
B Four broad categories of EE performance incentives’2 Otter Tail Power (MN) 2012 56% Efficiency VT 2011 3%  IPL(IN} 2013 B
— Shared Net Benefits: Incentives based on the net benefits from the i icabmiia £ ST LS U ke
energy efficiency programs AEP Tewss Central 2013 36% PBFA(HI) 2013 2% PSNH 2012 2%
Xcel Energy (CO) 2012 29% DCSEU 2012 1% CTIn 2013 B
— Energy-Savings-Based: Incentives for meeting pre-established energy SWEFCD (TX) 2012 26% DCSEU 2013 1%  CTCL&P 2013 ™
savings goals PSO (OK) 2012 25% WIFOE2010-14  0.2% CTUI2012 6%
— Multi-factor: Incentives for meeting pre-established goals based on i i ons 224 wF GlaR s L
multiple metrics, such as energy savings, demand savings, local job P (=S 21% P ) 2013 7%
creation, improved customer service, and low-income bill savings DEC (SC) 2014 18% RINGRID 2012 5%
_ _ o o _ OGE (OK) 2012 18% NY &l 10Us 8,
— Rate—o_f—return |ncent!ves: Utilities earn a retu_rn on efficiency spending, p————p— Py
sometimes with requirements for energy savings performance SEE TG 2nia S
B Various jurisdictions express maximum incentives in terms number of basis APS (AZ) 2012 14%
points of the return on equity SCE&G 2013 14%
— In New York, incentives are capped at 100 basis points’3 ik ke i
L ) ) o SWEPCO AR 8%
— Inlllinois, if Ameren achieves greater than 100% of its energy eff|<7:‘|lency e P
goal, it can achieve 8 basis points per percentage above the goal ——r——— —
Entergy Arhansas 2012 B%
SCE&G 2014 &%

Source: ACEEE 2015 Survey based on Questionnaires completed by State Commission Staff
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3.0 Elements of a Modern PBR Mechanism
3.4 Performance Incentives (Cont.)

Emerging objectives are increasing earnings opportunities for

et 2018 Rate of Regulatory Return on Equity of UK Distributors
utilities 10.00%
B |n the United States, the total maximum of all financial rewards / penalties 1.35% 0.00% 0.12% 0.01% ____  9.15%
has often been set at approximately 1-3% of base revenues’® 9.00% . -0.03%
— Prior to New York’s REV proceeding, incentives for New York electric 5.00% 010% W
utilities ranged between 2.77% to 5.69% of delivery revenues on the 7 00% L% —
negative side and between 1.33% to 2.49% on the positive side”®

B In the UK, the RIIO model could have an impact greater than 5% of base
revenues’’

— Average return on equity for electricity distributors over the last four
years has ranged from 2% to 3% above allowed returns’®
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3.0 Elements of a Modern PBR Mechanism

3.4 Performance Incentives (Cont.)

Performance incentives to align with desired outcomes
B Hawaii Commission Guidance for Performance Incentive Mechanisms

The Commission noted that to focus utilities on performance and
alignment with public policy goals, an incentive structure is needed”®

The Commission stated that incentive mechanisms can achieve
overarching objectives, such as incenting cost reduction, incenting
achievement of policy goals, improving performance, integrating
technological advances, supporting new types of customer choice, and
encouraging a low-cost, customer-centric future®®

Hawaiian Electric Companies stated that positive incentive mechanisms
should be developed to balance and support efforts to achieve desired
outcomes that do not involve capital investment8’

B New York Commission Guidance for Earning Adjustment Mechanisms

scottmadden
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The Commission stated that if cost-of-service calculations are to remain
the basis of utility rates then creating new earning adjustment
opportunities are a fair and necessary means of promoting change??

“Drawing from an exhaustive analysis of trends in technology, markets,
and environmental policy, the Commission has concluded that its core
statutory duties can no longer be met with the utility regulatory model of
the previous century”®3

The Commission stated that outcome-based incentives are the most
effective approach to address the mismatch between traditional
revenue methods and modern electric system needs, while aligning
utility shareholder interests with consumer interests+

| -/~ TORONTO
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Objective

Industry Examples

Hawaii Grid Services
PIM

Description

Incentives expedited
acquisition of grid service

Potential Reward /
Penalty

$1.5 million reward (over
2 years)

Network capabilities from DERs No penalty
Support
Services UK RIIO Time to Measures time taken from Up to 0.4% of annual
Connect PIM for Small | quotation acceptance to base revenue (reward).
Connections connection completion No penalty
Cash reward based on
achievement of peak
Rh_oc_ie BEME RN demand reduction, 45% of net benefits
Efficiency PIM
Energy structured as a shared
Efficiency and savings mechanism
Demand
Response New York (ConEd) Based on deeper lifetime
Deeper Energy energy efficiency savings, 13 basis points (ROR
Efficiency Lifetime including LMI savings, over based)
Savings EAM three years.
$10-$20/MWh reward
Hawaii RPS-A Incentivizes accelerated MWh above RPS

Environmental
Goals

achievement of RPS goals

$20/MWh penalty for
MWh below RPS

National Grid (NY)
Beneficial
Electrification EAM

Based on GHG reductions
provided by EVs and heat
pumps.

$2.7 million max reward
(2020)
No penalty

National Grid (NY)
DER Utilization EAM

Based on solar PV, storage
and wind adoption rate by
customers

$2.3 million max reward
(2020)
No penalty

Sources: Docket No. 2018-0088, D&O No. 37507, Hawaii Public Utilities Commission; National Grid, Earnings Adjustment
Mechanisms, 2020 Annual Report; ACEEE, Climate-Forward Efficiency Performance Incentives, 2022; Synapse Energy
Economics, Utility Performance Incentive Mechanisms Handbook
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3.0 Elements of a Modern PBR Mechanism

3.4 Performance Incentives (Cont.)

California provides incentives for integrating distributed energy
resources that provide valuable grid services

B California’s Integrated Distributed Energy Resources Pilot8®

In 2016, the CPUC adopted an Integrated DER regulatory incentive
mechanism pilot to encourage the cost-effective deployment of DERs
that defer or displace traditional distribution infrastructure

The incentive pilot applies a 4% pre-tax incentive to the annual
payment for the DERs that are procured

o The pilot allowed the utilities to record the value of the incentive in
a balancing account for later recovery

Utilities were required to identify at least one project for the pilot;
however, each utility could identify up to 3 additional projects

o The optional nature of the additional projects was designed to test
how the incentive mechanism affected utilities’ energy resources
sourcing behavior

Potential projects are screened for the value they provide to the grid, as
outlined in the distribution services screening criteria

scottmadden | 71> TORONTO
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Distribution Services Screening Criteria

Projects must provide value in accordance with at least one of the four
screening criteria:

m Distribution Capacity Services: Load-modifying or supply services that
DERs provide via the dispatch of power output for generators or reduction in
load that is capable of reliably and consistently reducing net loading on
desired distribution infrastructure

m Voltage Support Services: Substation and/or feeder level dynamic voltage
management services provided by an individual resource and/or aggregated
resources capable of dynamically correcting excursions outside voltage limits
as well as support conservation voltage reduction strategies

m Reliability (Back-Tie) Services: Load-modifying or supply service capable of
improve local distribution reliability and/or resiliency

m Resiliency (Microgrid) Services: Load-modifying or supply service capable
of improve local distribution reliability and/or resiliency

Source: California PUC, Rulemaking 14-10-003, Decision 16-12-036, filed December 15, 2016
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3.0 Elements of a Modern PBR Mechanism

3.5 Funding for Demonstration Projects (Cont.)

Jurisdictions (such as UK and New York) have created separate

E

cost recovery mechanisms and funds for innovative projects and

wonfslsen | e & Paskiend

Smart Home Rate REV Demo Project

created processes to share lessons learned across the utilities

B Innovative projects (or demonstration projects) provide lessons learned on new

technologies and cost-saving initiatives

B Traditionally, utilities have not had cost recovery for innovative projects within

PBR mechanisms

For example, New York utilities can recover REV demonstration
project costs outside of multi-year rate plans2®

Demonstration projects inform decisions regarding developing new revenue
streams, scaling new technology approaches, measuring customer response to
new programs and price strategies, and determining the most cost-effective

ﬁ'he Smart Home Rate Demo Project (“Project’) will test how alternative
rale structures can provide price signals to customers to optimize value for
the customer and the system. The Project seeks to recruit residential
customers with AMI meters to participate in a new electric rate and provide
them with home energy management technologies to help them maximize
savings on the new rate.

The Companies are implementing the Project with ICF and are deploying
price-responsive home energy management platforms from Uplight and
Sunverge. In Track 1, Uplight's platform will be deployed to automate
central air conditioning ("AC") loads in participants’ homes. In Track 2,
Sunverge's platform will be deployed to automate home battery systems

Cup&ed with rooftop photovoltaic (“PV") systems.

Phase 0: Demonstration
Planning
In progress (T2)

Phase 1: Demonstration
Project Development & Testing
In progress

Market Launch: Track 1 -
November 2019; Track 2 -Not
started.

Budget: $14 5M [revisions in
progress]

Q2 2020 Spend: Fied
Confidentially

Cumulative Spend: ~l=d
confidentially (on budget)

Project Inception: February 2017\

Project End Date: December 2023

s

Phase 2: Market
Launch

In progress (T1)

implementation of distributed energy resources

B Utilities are authorized to spend up to a specified percentage of their delivery
service revenue requirement on REV projects. Spending is typically split
between non-capital and capital investment solutions

B Utilities are allowed to recover total program costs over a rolling 10-year period

for both non-capital and capital investment solutions through the monthly
adjustment clause (MAC)

— MAC is updated semi-annually to reflect the prior six months actual costs

B Ultilities are entitled to earn a return on any deferred REV project costs

TORONTO
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Lessons Learned: Customers

For Track 1, the availability of strong technical
support via a virtual installation channel will be
key to the success of the self-installation
model.

W

e

/Lessons Learned: Market \

Rapid evolution of smart home device business models presents
risk during the program development phase.

Environmental, health, and safety issues may cause delays

during implementation of installation work in the field.

Contracting for a unique business model among multiple
stakeholders is complex and requires significant time to develop.
Contracts with multiple vendors and subcontractors must be
coordinated. Lead times when engaging internal resources have
had significant impacts on timelines. /
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3.0 Elements of a Modern PBR Mechanism

3.5 Funding for Demonstration Projects (Cont.)

Regulators have identified cost recovery mechanisms related to

innovative investments by utilities
B Nova Scotia Innovation Justification Criteria®’

— Utility commission provides a unique cost recovery mechanism (rider)
for projects that meet specific criteria for innovative projects

— Criteria is justified based on the expectation the projects will provide
customer value in some or all of the following areas:

0 Reducing upward pressure on revenue requirement

o Reliability and grid stability

o Environmental and other government policy compliance
o Customer experience improvements

— Approved projects include AMI deployment, community solar, battery
storage, and intelligent feeders

B California Electric Program Investment Charge (EPIC)

— Uses funds from a rider to sponsor research and development efforts
related to electric sector transformation and decarbonization88

— EPIC project categories include renewables and DER integration, grid
modernization and optimization, customer focused products and
services enablement, and foundation strategies and technologies®®

scottmadden | /'uyBRO 1O

The Intelligent Feeder Project

The Project involves the installation of residential energy storage
batteries (Tesla Powerwalls) at 10 homes in the EiImsdale
community and a much larger grid-sized battery (Tesla

Powerpack) at the EImsdale substation. These batteries will be
connected and feed into an electrical line powered, in part, by
the nearby Hardwood Lands wind turbines. Sensors on the
powerline monitor and gather data about local system activity
and are fed back to our control centre for analysis and planning
of Nova Scotia’s future energy needs.

& POWER
An Emera Company
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4.0 Conclusion

Modernized PBR mechanisms provide flexibility to utilities to address changing grid needs while maintaining safe and reliable
service
B Address cost recovery challenges of achieving policy objectives

B Fund traditional investments to meet safety, reliability, and resilience standards while funding investments to meet clean energy transition

\ :1[
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2025-2029 PERFORMANCE OUTCOMES FRAMEWORK

Toronto Hydro’s 2025-2029 performance management framework consists of: (1) utility
outcomes and measures consistent with the OEB’s Renewed Regulatory Framework (“RRF”),
and (2) a custom scorecard that is tied to a Performance Incentive Mechanism (“PIM”) as
part of the utility’s 2025-2029 Custom Rate Framework, which is set out in the evidence at

Exhibit 1B, Tab 2, Schedule 1.

In respect of the first component — RRF outcomes — Toronto Hydro intends to continue
delivering high performance on the Electricity Distributor Scorecard (“EDS”) and the
Electricity Service Quality Requirements (“ESQR”) consistent with the historical results
presented in Exhibit 1B, Tab 3, Schedule 2. To that end, each capital and operational program
outlined in Exhibit 2B (capital) and Exhibit 4, Tab 2 (operations) includes a performance
outcomes table that explains how the program advances specific RRF outcomes. In addition,
Exhibit 2B, Section D1 identifies the asset management objectives that the utility set for its

Distribution System Plan, and key performance measures that track to the stated objectives.

In respect of the second component of the framework — the 2025-2029 Custom Scorecard
and related PIM — this schedule sets out:
e an overview of the PIM and its functioning, including a brief description of the
process for developing the proposed Custom Scorecard and metrics;
e the 2025-2029 Custom Scorecard with a detailed explanation of each metric
including historical results (where available), the rationale for featuring the metric
on the Custom Scorecard and for adopting the proposed target, and a summary of

the key investments in the plan that enable the utility to achieve the targets.
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e A benefits analysis to demonstrate the value proposition of the PIM for customers

based on benefits that can be quantified from the Custom Scorecard.

1. PERFORMANCE INCENTIVE MECHANISM (PIM) OVERVIEW

As described in the Rate Framework evidence at Exhibit 1B, Tab 2, Schedule 1, the PIM holds
Toronto Hydro financially accountable for achieving key objectives of its plan, which are
informed by and aligned with customers’ needs and priorities. In doing so, the PIM provides
ratepayers a significant $65 million upfront benefit and shifts risk to the utility for delivering

key outcomes that matter to customers.

The PIM begins with approval of the 2025-2029 custom rate-setting formula known as the
Custom Revenue Cap Index (“CRCI”). Like all rate-setting methodologies under the RRF, the
CRCl relies on an X-factor based on productivity and efficiency (stretch-factor)
determinations. As outlined in Exhibit 1B, Tab 2, Schedule 1, Toronto Hydro’s proposed X-
factor consists of three components:

1. A 0% productivity-factor consistent with OEB policy;

2. A0.15% efficiency factor, determined by empirical total cost benchmarking;* and

3. A 0.6% pro-active performance factor that is linked to the 2025-2025 Custom

Scorecard and PIM discussed herein.

The net result is a custom X-factor of 0.75%, which is 0.6% greater than the X-factor
supported by the empirical total cost benchmarking. Through the proactive assumption of
the 0.6% performance factor, Toronto Hydro provides customers an upfront rate reduction
of approximately $65 million over the 2025-2029 term, in addition to the $16.4 million

revenue and rate reduction resulting from the 0.15% efficiency factor. In totality, the X-

1 Exhibit 1B, Tab 3, Schedule 3, Appendix A.
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factor constrains the utility’s revenue relative to its forecasted costs (i.e. the revenue

requirement in Exhibit 6, Tab 1) by approximately $81.4 million over the rate term.

The proposed PIM outlined in this schedule provides Toronto Hydro the opportunity to
‘earn-back’ the $65 million revenue cut by the 0.6% pro-active performance factor, only if
the utility delivers key outcomes, as measured by specific metrics and targets on the

balanced Custom Scorecard outlined in section 2 of this schedule.

The achievement of the proposed performance targets provides customer value across
multiple aspects of utility performance, not all of which can be quantified. For the benefits
that can be quantified however, the Investment Plan and Custom Scorecard that underpin
the PIM, yields nominal customers benefits that range from approximately $90 million and
$216 million over the 2025 to 2029 period, and lifetime benefits in the range of $890 million

to over $1.23 billion, as detailed in section 3 below.

As explained above, the PIM operates in a manner that enables Toronto Hydro to earn back
its OEB-approved rate of return on equity (“ROE”) by achieving the set performance targets.
In other words, the PIM being an asymmetrical mechanism means that awarding Toronto
Hydro the proposed incentive at the end of the rate term does not give rise to incremental
utility earnings for strong performance. To the degree the utility does not achieve the
scorecard targets, customers retain some (or all) of the upfront benefit of the $S65 million
reduction to 2025-2029 rates. If the utility achieves the targets, the analysis in section 3
below demonstrates that ratepayers get more benefits than the cost of the incentive to be
collected at the next rebasing application, in addition to many other valuable benefits that

cannot be quantified but are nonetheless important to customers.
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The 2025-2029 Custom Scorecard includes 12 metrics across four performance categories:
(1) System Reliability and Resilience; (2) Customer Experience and Service; (3) Environment,
Safety and Governance; and (4) Efficiency and Financial Performance. These areas of
performance were presented to customers in broad terms as part of the Phase 2 customer
engagement survey described in Exhibit 1B, Tab 5, Schedule 1, whereby over 33,000
customers (representing more than 4 percent of the utility’s total customer base) completed
a detailed survey reviewing Toronto Hydro’s draft plan and its key outcomes including price.
The survey results indicated that an average of 84 percent of customers’ surveyed support
Toronto Hydro’s draft plan or one that does even more to advance key outcomes.?> From
there, the utility created the four categories identified above and identified a suite of
relevant metrics within each category to measure performance in a manner that aligns with

customer feedback, and also reflects key objectives and underpinnings of the plan.3

In the process of developing the 2025-2029 Custom Scorecard, Toronto Hydro was guided
by a series of principles as follows:

e focus on long-term goals and accomplishments;

e choose unambiguous and clearly defined metrics;

e focus on actions and outcomes within the utility’s control;

e demonstrate customer value through cost-benefit analysis;

e focus on metrics that have strong linkages to the investment plan;

e incorporate stakeholder intelligence and feedback where possible;

e quantify targets using historical data where possible;

e set realistic targets that can be verified against historical data where possible, and

account for uncertainty and variability where appropriate; and,

2 Exhibit 1B, Tab 5, Schedule 1.
3 For more information about the key objectives of the plan please refer to Exhibit 2B, Sections D1 and E2.
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e set continuous improvements targets where possible, taking into consideration both
incremental investments as well as higher volumes and complexity of work involved

in delivering performance on specific objectives.

Each metric on the 2025-2029 Custom Scorecard includes a five-year target that must be
achieved by the end of the rate term (i.e. 2029) in order for the utility to have the
opportunity to earn-back the incentive. Toronto Hydro set the targets for each metric with
regard to: (i) historical baselines (where available), (ii) 2025-2029 planned investments, and

(iii) business conditions expected over the next rate.

The targets established for each metric reflect challenging, but achievable, outcomes based
on Toronto Hydro’s plan as-filed in this application. To the degree final approval of Toronto
Hydro’s proposed investment plan and rate-setting approach varies materially from what
the utility outlined in the pre-filed evidence, the performance targets in the 2025-2029
Custom Scorecard must be reviewed and recalibrated to align with the funding implications
and other parameters of the OEB’s decision. Further, given the careful establishment of the
proposed targets, their relationship with top-line capital and OM&A funding in rates is
dynamic and multi-dimensional, which means that a simple pro-ration of the targets would
not yield appropriate outcomes. For these reason, Toronto Hydro proposes to defer the
finalization of the targets to a second phase of this proceeding that can be run in parallel

with the Draft Rate Order process.

The proposed phased approach would allow the utility and interested parties to calibrate
and validate targets (and the weightings if applicable based on the OEB decision) to align
with the 2025-2029 investment plan and rate-setting approach approved by the OEB.

Toronto Hydro envisions this second phase being a settlement-like process, providing
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interested parties the opportunity to collaborate in finalizing the targets. If an agreement
cannot be reached on one or more metrics, this process would also provide parties the
opportunity to make submissions to the OEB. The OEB would review any potential
settlement and/or approve the final targets with regard to parties’ submissions.

The recovery of the incentives approved and earned through performance under the PIM
are enabled by a Performance Incentive Mechanism Deferral Account (“PIM-DA”), as
proposed in Exhibit 1B, Tab 2, Schedule 1 and detailed in Exhibit 9, Tab 1, Schedule 1. This
account would be brought forward for review and disposition in the utility’s next rebasing
application, based on known (or forecasted) performance results for the 2025-2029 rate
period. Only if the set performance targets are achieved (or forecasted be achieved with a
high degree of confidence) by the end of the rate term would the incentive be recovered
from customers in the next decade. As such, Toronto Hydro confirms that that there would

be no rate recovery associated with the PIM in the 2025-2029 period.

2. 2025 TO 2029 CUSTOM SCORECARD

As part of 2025-2029 Custom Scorecard, the utility proposes 12 custom measures across
four performance categories: (1) System Reliability and Resilience; (2) Customer Experience
and Service; (3) Environment, Safety and Governance; and (4) Efficiency and Financial
Performance. Table 1 below identifies the outcomes and measures within each performance

area, and provides a target and proposed weighting for each measure.
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Table 1: 2025 - 2029 Performance Incentive Scorecard Measures

Performance Weight Measures Five-Year Target
Outage Duration: System Average Interruption Duration 46.2 minutes
15% Index (SAIDI) excluding Major Event Days (MEDs), Loss of (five-year
Supply (LoS) and Scheduled Outages average)
Relsizsbti‘leilr 2 10% Outage Frequency: System Average Interruption 0.38 —0.45 (five-
ResilienZe ° Frequency Index (SAIFI) - Defective Equipment year average)
System Security Enhancements: Deliver initiatives that
5% enhance Toronto Hydro’s physical and cyber security 100% by 2029
posture against the NIST framework
New Services Connected on Time: Percentage of new
109 connections and service upgrades completed on time 99% (five-year
? consisting of Low Voltage Connections (70%), High Voltage average)
Connections (20%) and DER Connections (10%)
Custf)mer Customer Satisfaction: Post-transactional customer L
Service & . - - Maintain
. satisfaction surveys for Customer Inquiries (Phone & S
Experience 5% . . historical
Email), Key Accounts Engagements, Customer Connections, baselines
and Communications (Outages & Construction Projects)
5% Customer Escalations Resolution: Percentage of customer 98% (five-year
° escalations resolved within 10 business days. average)
109 Total Recordable Injury Frequency (TRIF): Injuries per 100 0.83 (five-year
° employees (or 200,000 hours worked) per year. average)
Emissions Reductions: Tonnes of CO2e emissions produced I 'For)nes .
5% P e CO2 emissions in
by Toronto Hydro’s fleet and facilities.
2029
1ISO Compliance and Certification: Achieve and maintain
o certification with select ISO governance standards, o
2 specifically achieve ISO 55001 (60%), and maintain ABEESL0y AP
1SO14001 (20%) and 1S045001 (20%).
Efficiency Achievements: Sustained efficiency benefits for -
o - : $6.9 million per
15% customers that will produce a lower revenue requirement
. - S year by 2029
in the next rebasing application.
Ef:i';:e:;‘gl& Grid Automation Readiness: Completion of milestones to
Performance 10% enable the automation of the overhead system in the 100% by 2029
horseshoe areas of the grid starting in 2030.
5% System Capacity (Non-Wires): Flexible system capacity 30 MW by 2029

procured through demand response offerings.
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In the detailed sections below, Toronto Hydro provides: (i) thorough explanations of each
metric including historical performance baselines (where available), (ii) the rationale for
including the measure on the Custom Scorecard and for adopting the proposed target, and
(iii) a summary of key investments in the 2025-2029 plan that enable the utility to achieve

the proposed performance target.

2.1 System Reliability & Resilience

Table 2: System Reliability & Resilience Measures

8 Historical Target
Performance Weight Measures B i P
15% Outage Duration 48.2 min . 46.2 minutes
(five-year average)
System
Reliability & 10% Outage Frequency 0.42 . 0.38-0.45
. (five-year average)
Resilience
5% System Security Enhancements 94% 100% by 2029
? 4 v (Cyber Security) °vY

2.1.1 Outage Duration

Outage Duration is measured by the 5-year rolling average of System Average Interruption
Duration Index (“SAIDI”) performance, excluding Major Event Days, Loss of Supply and
Scheduled Outages. SAIDI tracks the number of minutes the average customer is without
power in a year. It is the quotient obtained by dividing the total customer minutes of
interruption (for all outages longer than one minute, i.e. sustained interruptions) by the total

number of customers served.

Toronto Hydro proposes to remove the Scheduled Outages cause code from its 2025-2029
custom SAIDI performance measure for two reasons: (1) major forecasting uncertainty

caused by the ongoing implementation of Oracle’s Utility Analytics (“OUA”), and (2) the
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utility expects Scheduled Outages to increase in the 2025-2029 period as the result of a
larger work program.* Toronto Hydro further submits that excluding the Scheduled Outages
cause code will provide more transparency and visibility into reliability performance as it

relates to unforeseen interruptions for customers.

For the 2025-2029 period, Toronto Hydro intends to improve Outage Duration performance
as measured by the custom SAIDI metric compared to historical performance. This objective
aligns with customer needs and priorities based on the Phase 1 Customer Engagement
survey results which revealed that when it comes to reliability performance all customers
(except Key Accounts) prioritize reducing the overall length of outages rather than the

overall number of outages.®

Toronto Hydro set a target of 46.2 minutes by 2029 on a 5-year rolling average basis (i.e. the
five-year average of 2025-2029 results), consistent with OEB’s approach for measuring
reliability performance on the EDS. This target is informed by the utility’s reliability
projection methodology, which is built up from projected performance across various cause
codes. Toronto Hydro modeled Defective Equipment outages by projecting failures and
outage impacts at an asset class level based on asset demographics and the expected
benefits of the utility’s 2025-2029 planned sustainment investments. The utility assumed a
historical five-year average for other cause codes (e.g. tree contacts). Toronto Hydro also
included projections for expected benefits of the reliability-related Grid Modernization
investments (i.e. switches and reclosers). The teal blue line in Figure 1 below shows the

combined projection for all of these drivers.

4 Please refer to Exhibit 2B, Section C for more information on the impacts of upgrades to outage tracking systems.
5 For more information about customer needs and preferences, please refer to Exhibit 1B, Tab 5, Schedule 1.
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While the projection suggests that Toronto Hydro’s investment plan is sufficient only to
maintain Outage Duration as measured by the custom SAIDI metric over the 2025-2029
period, the utility challenged itself to set a modest improvement target, recognizing the
importance of outage duration to customers when it comes to reliability performance. To
set an achievable improvement target, Toronto Hydro calculated the statistical variability of
the historical rolling five-year average (relative to the historical trendline), and on this basis
applied two standard deviations to the most recent five-year historical reliability (48.2 min),

resulting in an improvement target of 46.2 min.

SAIDI (Excluding LoS, MEDs & Scheduled Outages) - Minutes
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Figure 1: Historical and Projected SAIDI (excluding LoS, MEDs and scheduled outages)

As seen in Figure 1, although Toronto Hydro’s SAIDI performance improved over the
historical period, in more recent years (2020 through 2022) performance plateaued as the

utility had to balance numerous considerations and constraints on its capital program,
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importantly including price and financial integrity outcomes.® Without sufficient investment,
reliability performance is expected to deteriorate as shown in the red line “IRM scenario” in
Figure 1. The IRM scenario projects the performance that the utility would expect in
circumstances where available rate funding during the outer years of the next rate period is
limited to an increase that is less than inflation, as provided under the OEB’s standard
incentive rate-setting mechanism (IRM) approach.” Under this scenario, Toronto Hydro
would be able to fund a capital plan of approximately $2.4 billion. Assuming that Toronto
Hydro would continue to invest capital in demand-driven programs to be able to meet its
obligation to serve customers, the utility expects that an IRM-funded capital plan would
remove the entire grid modernization strategy from the Distribution System Plan (“DSP”)
and reduce proactive investments in sustainment capital programs (i.e. System Renewal) by

nearly 75 percent, resulting in a plan that would be almost entirely reactive in nature.

The 2025-2029 DSP includes the minimum level of investment required in the Sustainment
and Stewardship category to maintain recent reliability performance for defective
equipment related outages. The plan also includes accelerating investments in the
Modernization category to modestly improve performance on the custom SAIDI metric in
the next rate period, and set the stage for longer-term improvements in overall SAIDI by
developing an intelligent and self-healing grid as set out in the Grid Modernization Strategy
(Exhibit 2B, Section D5). For further details about historical reliability performance please
refer to Exhibit 2B, Section C and Section E2.2.1 which explains how reliability performance

and asset risk trends and analyses informed Toronto Hydro’s planning process.

6 Please refer to Section E4 for a summary of the 2020-2024 capital expenditure plan.
7 Please refer to Exhibit 1B, Tab 2, Schedule 1 for more information about the funding challenges under this IRM scenario.
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Key investments that contribute to achieving the performance target on Outage Duration as

measured by the custom SAIDI metric are summarized in Table 3 below.

Table 3: Key Enabling Investments to Manage Outage Duration

Program

Description of Key Enabling Investments to Manage Outage Duration

Overhead System
Renewal

Investments in the Overhead System Renewal program allows Toronto Hydro to
manage the deteriorating population of its overhead assets such as poles, overhead
transformers, and overhead switches to reduce the overall associated reliability
risks. The utility expects overall wood pole condition demographics to slightly
worsen by 2029, but will manage failure risk by prioritizing assets near or at “end-
of-serviceable” life condition. Rebuild projects also allow the utility to bring legacy
equipment and designs to current distribution standards, resulting in improved
reliability performance. Investments in Overhead Infrastructure Resiliency allows
Toronto Hydro to manage increasing reliability pressures on the system due to
climate change and improve accessibility to assets in difficult to access locations,
improving response times especially during adverse weather events (Exhibit 2B,
Section E2.4.2 and Exhibit 2B, Section E6.5).

Underground
System Renewal
(Horseshoe &
Downtown)

Sustainment investments within the underground system through the Underground
System Renewal - Horseshoe and Underground System Renewal - Downtown
programs allow Toronto Hydro to manage the deteriorating population of its
underground assets such as transformers, switches, cable chambers and cables.
Toronto Hydro will continue to reduce obsolete cable populations, such as direct
buried cable and lead cables, to maintain reliability within its underground system.
Underground cables continue to be the single greatest contributor to outages
caused by defective equipment. Rebuild projects also allow the utility to bring
legacy equipment and designs to current distribution standards, resulting in
improved reliability performance (Exhibit 2B, Section E2.4.2, Section E6.2, and
Section E6.3).

Network System
Renewal

Flooding within network vaults can pose significant failure risks due to the potential
for catastrophic failure of network units contained within the vaults, especially for
non-submersible units. Toronto Hydro will prioritize replacement of deteriorated
network units (including non-submersible units) and network vaults or roofs in a
paced manner to address this risk and maintain the reliability of its secondary
network system. Reconfiguring networks also reduces average restoration time
within the network system (Exhibit 2B, Section E2.4.2 and Exhibit 2B, Section E6.4).
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Description of Key Enabling Investments to Manage Outage Duration

Stations Renewal

Investments required to address the failure and obsolescence risk posed by station

assets such as power transformers, switchgears, circuit breakers, and associated
ancillary equipment which are highly critical to system performance. Toronto Hydro
is planning to invest at a higher pace than in the 2020-2024 period within its
Stations Renewal program to address a significant backlog of aging and
deteriorating assets and ensure the long-term reliability performance of station
assets. Renewal of assets allow the utility to address legacy equipment and designs,
resulting in improved reliability performance. Improving control and monitoring
capabilities and replacing obsolete electromechanical relays with modern digital
relays will allow Toronto Hydro to reduce the duration of outages (Exhibit 2B,
Section E2.4.2 and Exhibit 2B, Section E6.6).

Areas Conversions

Removal of aged, deteriorated, and obsolete 4.16 kV construction types including
rear lot construction and box construction support reliability performance.
Customers supplied by these construction types tend to experience below-average
reliability. Investments in this program allow Toronto Hydro to convert customers
to the latest distribution standards and reduce longer outage durations (Exhibit 2B,
Section E2.4.2 and Exhibit 2B, Section E6.1).

Reactive and
Corrective Capital

Investments for the replacement of failed and defective major assets. This program
also allows for near-term corrective actions on high risk asset deficiencies identified
through planned inspection or the course of day-to-day work, including deficiencies
on Toronto Hydro’s worst performing feeders. Investment in this program is
required to eliminate failure risks from the system promptly (Exhibit 2B, Section
E2.4.2 and Exhibit 2B, Section E6.7).

Network Condition
Monitoring and
Control

System Control and Data Acquisition (“SCADA”)-enabled monitoring and control
capabilities within Toronto Hydro’s secondary network system allow for monitoring
of key system parameters and remote switching capabilities. This in turn enables
early detection of unfavorable conditions such as flooding or conditions that can
lead to vault fires, and the ability for controllers to see real-time loading
information to minimize customers impacted during outage events or contingency
scenarios (Exhibit 2B, Section E2.4.3 and Exhibit 2B, Section E7.3).
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Description of Key Enabling Investments to Manage Outage Duration

Program

System
Enhancements

Investments in this program allow for the installation of SCADA switches, tie-points

and reclosers on targeted feeders to improve outage response capabilities and
reduce fault isolation times. In addition, upgrading undersized cables and improving
the ability to respond to contingency events within the downtown system will also
contribute to improved SAIDI performance. This program will form the system
configuration required for Toronto Hydro’s self-healing grid in 2030 and beyond,
contributing to long-term reliability benefits (Exhibit 2B, Section E2.4.3 and Exhibit
2B, Section E7.1).

Load Demand

Investments in this program alleviate emerging capacity constraints within the
system to minimize the impact of load growth on asset performance and improve
restoration capabilities through targeted load transfers or cable upgrades.
Offloading overloaded equipment reduces the risk of failures and improves
flexibility for load transfers, thereby improving reliability (Exhibit 2B, Section E2.4.1
and Exhibit 2B, Section E5.3).

Metering

Next generation smart meters, with last gasp functionality installed through this
program, improve system observability and enable grid operators to identify outage
locations and dispatch repair crews to more precise locations, which results in a
quicker and more accurate response. Enhancing data granularity also results in
improved reliability by enabling the development of analytical tools to help reduce
the likelihood of unexpected equipment failure (Exhibit 2B, Section E2.4.3 and
Exhibit 2B, Section E5.4).

General Plant

Investments in Fleet, Facilities and IT equipment that enable TH employees to have
access to safe, reliable equipment and tools needed to deliver the services required
to manage reliability effectively. Investments to maintain and upgrade critical
systems such as the Advanced Distribution Management System (“ADMS”) are
critical to provide the functionality for Toronto Hydro staff to prevent or respond to
outages on the system efficiently, including the critical infrastructure for monitoring
and control of Toronto Hydro’s grid (Exhibit 2B, Section E8).
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Program Description of Key Enabling Investments to Manage Outage Duration

Operational Investments in operational programs that support SAIDI include:

Investments

e Preventative and Predictive Overhead Line Maintenance (Exhibit 4, Tab 2,
Schedule 1) and Underground Line Maintenance (Exhibit 4, Tab 2, Schedule 2):
Promptly identifying potential asset failure or assets in substandard conditions
before failure occurs, through planned inspections.

e  Corrective Maintenance (Exhibit 4, Tab 2, Schedule 4): Repairing and restoring
assets through corrective maintenance to acceptable operating conditions.

e  Emergency Response (Exhibit 4, Tab 2, Schedule 5): Ensuring crews are
available 24/7/365 to respond to power system events and minimizing outage
restoration times.

e Control Centre Operations (Exhibit 4, Tab 2, Schedule 7): Responding to system
disruptions on a 24/7/365 basis and, in conjunction with field crews, taking the
necessary actions to restore service in a safe and expedient manner and
ensuring compliance with all legislative and regulatory requirements related to
grid emergency preparedness and business continuity.

e Asset and Program Management (Exhibit 4, Tab 2, Schedule 9): Ensuring
ongoing stewardship of the distribution system and its ability to safely and
reliably function in the long-term by maintaining asset records, scheduling
maintenance activities, and developing capital investment scopes of work.

e Work Program Execution (Exhibit 4, Tab 2, Schedule 10): Undertaking oversight,
administrative training and other functions performed in the process of
executing Toronto Hydro’s capital and maintenance work programs.

e Corporate Services (Exhibit 4, Tab 2, Schedule 15 [HR and Safety], Schedule 16
[Finance], and Schedule 18 [Public, Legal and Regulatory Affairs]): Corporate
services provides organization-wide support in the areas of Finance, Public,
Legal and Regulatory Affairs, and Human Resources, Environment and Safety to
enable the safe and effective execution of Toronto Hydro’s capital programs.

2.1.2 Outage Frequency

Outage Frequency is measured by the five-year rolling System Average Interruption
Frequency Index (“SAIFI”) for Defective Equipment, which tracks the number of
interruptions in a year experienced by the average customer due to failed equipment. It

represents the quotient obtained by dividing the total number of customer interruptions
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caused by Defective Equipment (for outages longer than one minute — i.e. sustained

interruptions) by the total number of customers served.

For the 2025-2029 period, Toronto Hydro intends to maintain SAIFI Defective Equipment
compared to its historical performance at a target ranging from 0.38 to 0.45 by 2029 on a
five-year rolling average basis.2 Toronto Hydro’s projection indicates that the investment
plan is roughly sufficient to maintain Outage Frequency as measured by the custom SAIFI
Defective Equipment metric over the 2025-2029 period, with some risk of deterioration
relative to the five-year historical baseline (2018-2022). The target to maintain (rather than
improve) Outage Frequency recognizes that customers in all classes (except Key Accounts)
prioritize outage duration over frequency, and expect the utility to balance reliability

performance with price and other key outcomes.”

To set a reasonable target while accounting for the inherent volatility of system reliability
performance from year to year, Toronto Hydro calculated the variability of the historical
rolling five-year average (relative to the historical trendline), and applied two standard
deviations on either side of the most recent five-year historical reliability (0.42), resulting in

a maintain target of 0.38 to 0.45.1°

8 Toronto Hydro modelled SAIFI Defective equipment using the same reliability projection model as discussed above
under section 3.1 Outage Duration with respect to the custom SAIDI metric.

9 Please see Exhibit 1B, Tab 5, Schedule 1 for more information about application-specific customer research.

10 |n effect, this results in a performance target of 0.45, as Toronto Hydro is not proposing an additional incentive for
improving beyond the threshold of 0.38.
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Figure 2: Historical and Projected SAIFI (Defective Equipment)

As seen in Figure 2, although Toronto Hydro’s SAIFI Defective Equipment performance
improved over the historical period as a result of ongoing investments in Sustainment and
Stewardship programs, in more recent years (2020 through 2022) performance plateaued
as the utility had to balance numerous considerations and constraints on its capital

program.t!

Asset condition and age demographics are important leading indicators of reliability.
Toronto Hydro expects comparable, if not slightly more pronounced, deterioration in its
asset demographics between 2023-2029. Given these challenges, Toronto Hydro expects
that considerable incremental investment would be required to improve SAIFI performance

at a rate that is comparable to historical improvement levels.'? Through risk-balanced

11 For further details about historical reliability performance please refer to Exhibit 2B, Section C and Section E2.2.1 which
explains how reliability performance and asset risk trends and analyses informed Toronto Hydro’s planning process.
12 These dynamics are further discussed in Exhibit 2B, Section E2.2.1.
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investments in Sustainment-related programs, Toronto Hydro proposes to invest the

minimum level necessary to manage asset condition and age demographics while minimizing

customer rate impacts. Without sufficient investment in this area of the plan, the utility

expects performance to degrade, as depicted by the IRM scenario in Figure 2.

Investments that contribute to achieving the performance target on Outage Frequency as

measured by the SAIFI Defective Equipment metric are summarized in the Table 4 below.

Table 4: Key Enabling Investments — Outage Frequency

Program Description of Key Enabling Investments to Manage Outage Frequency

Overhead System
Renewal

Investments in the Overhead System Renewal program allows Toronto Hydro to
manage the deteriorating population of its overhead assets such as poles, overhead
transformers, and overhead switches to reduce the overall associated reliability
risks. The utility expects overall wood pole condition demographics to slightly
worsen by 2029, but will manage failure risk by prioritizing assets near or at “end-
of-serviceable” life condition. Rebuild projects also allow the utility to bring legacy
equipment and designs to current distribution standards, resulting in improved
reliability performance. Investments in Overhead Infrastructure Resiliency allows
Toronto Hydro to manage increasing reliability pressures on the system due to
climate change and improve accessibility to assets in difficult to access locations,
minimizing elevated failure risks and improving response times especially during
adverse weather events (Exhibit 2B, Section E2.4.2 and Exhibit 2B, Section E6.5).

Underground
System Renewal -
Horseshoe and
Downtown

Sustainment investments within the underground system through the Underground
System Renewal - Horseshoe and Underground System Renewal - Downtown
programs allow Toronto Hydro to manage the deteriorating population of its
underground assets such as transformers, switches, cable chambers, and cables.
Toronto Hydro will continue to reduce obsolete cable populations, such as direct
buried cable and lead cables, to maintain reliability within its underground system.
Underground cables continue to be the single greatest contributor to outages
caused by defective equipment. Rebuild projects also allow the utility to bring
legacy equipment and designs to current distribution standards, resulting in
improved reliability performance (Exhibit 2B, Section E2.4.2, Exhibit 2B, Section
E6.2, and Section E6.3).
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Description of Key Enabling Investments to Manage Outage Frequency

Program

Network System
Renewal

Flooding within network vaults can pose significant failure risks due to the potential

for catastrophic failure of network units contained within the vaults, especially for
non-submersible units. Toronto Hydro will prioritize replacement of deteriorated
network units (including non-submersible units) and network vaults or roofs in a
paced manner to address this risk and maintain the reliability of its secondary
network system. Reconfiguring networks also reduces outage impacts within the
network system (Exhibit 2B, Section E2.4.2 and Exhibit 2B, Section E6.4).

Stations Renewal

Investments to address the failure and obsolescence risk posed by station assets
such as power transformers, switchgears, circuit breakers, and associated ancillary
equipment which are highly critical to system performance. Toronto Hydro is
planning to invest at a higher pace than in the 2020-2024 period within its Stations
Renewal program to address a significant backlog of aging and deteriorating asset
population and ensure the long-term reliability performance of station assets.
Renewal of assets allows the utility to address legacy equipment and designs,
resulting in improved reliability performance. Improving control and monitoring
capabilities and replacing obsolete electromechanical relays with modern digital
relays will allow Toronto Hydro to reduce associated reliability risks (Exhibit 2B,
Section E2.4.2 and Exhibit 2B, Section E6.6).

Area Conversions

Removal of aged, deteriorated, and obsolete 4.16 kV construction types including
rear lot construction and box construction supports reliability performance.
Customers supplied by these construction types tend to experience below-average
reliability (Exhibit 2B, Section E2.4.2 and Exhibit 2B, Section E6.1).

Reactive and
Corrective Capital

Investments in the replacement of failed and defective major assets. This program
also allows for near-term corrective actions on high risk asset deficiencies identified
through planned inspection or in the course of day-to-day work, including
deficiencies on Toronto Hydro’s worst performing feeders. Investment in this
program are required to promptly eliminate failure risks from the system (Exhibit
2B, Section E2.4.2 and E6.7).

Network Condition
Monitoring and
Control

System Control and Data Acquisition (“SCADA”)-enabled monitoring and control
capabilities within Toronto Hydro’s secondary network system allow for monitoring
of key system parameters and remote switching capabilities. This in turn enables
early detection of unfavorable conditions such as flooding or conditions that can
lead to vault fires, and the ability for controllers to see real-time loading
information to minimize customers impacted during outage events or contingency
scenarios (Exhibit 2B, Section E2.4.3 and Exhibit 2B, Section E7.3).
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Description of Key Enabling Investments to Manage Outage Frequency

Program

System
Enhancements

Investments in this program allow for the installation of SCADA switches, tie-points

and reclosers on targeted feeders to improve outage response capabilities and
reduce fault isolation times. The introduction of reclosers will reduce the number of
customers impacted by an outage event on a feeder. In addition, this program will
form the system configuration required for Toronto Hydro’s self-healing grid in
2030 and beyond, contributing to long-term reliability benefits (Exhibit 2B, Section
E2.4.3 and E7.1).

Load Demand

Investments alleviate emerging capacity constraints within the system to minimize
the impact of load growth on asset performance and improve restoration
capabilities through targeted load transfers or cable upgrades. Offloading
overloaded equipment reduces the risk of failures and improves flexibility for load
transfers, thereby improving reliability (Exhibit 2B, Section E2.4.1 and Exhibit 2B,
Section E5.3).

Metering

Next generation smart meters with last gasp functionality installed through this
program improves system observability and enables grid operators to identify
outage locations and dispatch repair crews to more precise locations, which results
in a quicker and more accurate response. Enhancing data granularity also results in
improved reliability by enabling the development of analytical tools to help reduce
the likelihood of unexpected equipment failure (Exhibit 2B, Section E2.4.3 and
Exhibit 2B, Section E5.4).

General Plant

Investments in Fleet, Facilities and IT equipment that enable TH employees to have
access to safe, reliable equipment and tools needed to deliver the services required
to manage reliability effectively. Investments to maintain and upgrade critical
systems such as the Advanced Distribution Management System (“ADMS”) is critical
to provide the functionality for Toronto Hydro staff to prevent or respond to
outages on the system efficiently, including the critical infrastructure for monitoring
and control of Toronto Hydro’s grid (Exhibit 2B, Section E8).

Operational
Investments

e Preventative and Predictive Overhead Line Maintenance and Underground Line
Maintenance (Exhibit 4, Tab 2, Schedules 1 and 2): identify potential asset
failure or assets in substandard condition before failure occurs, through
planned inspections.

e Corrective Maintenance (Exhibit 4, Tab 2, Schedule 4) - repairing and restoring
assets through corrective maintenance to acceptable operating condition.

e  Emergency Response (Exhibit 4, Tab 2, Schedule 5) - ensuring crews are
available 24/7/365 to respond to system events and minimizing outage

restoration times.
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Program Description of Key Enabling Investments to Manage Outage Frequency

e  Control Centre Operations (Exhibit 4, Tab 2, Schedule 7) - responding to system
disruptions on a 24/7/365 basis and, in conjunction with field crews, taking the
necessary actions to restore service in a safe and expedient manner and
ensuring compliance with all legislative and regulatory requirements related to
grid emergency preparedness and business continuity.

e Asset and Program Management (Exhibit 4, Tab 2, Schedule 9) - ensuring
ongoing stewardship of the distribution system and its ability to safely and
reliably function in the long-term by maintaining asset records, scheduling
maintenance activities, and developing capital investment scopes of work.

e  Work Program Execution (Exhibit 4, Tab 2, Schedule 10) - Undertaking
oversight, administrative training and other functions performed in the process
of executing Toronto Hydro’s capital and maintenance work programs.

e Corporate Services provide organization-wide support in the areas of Human
Resources, Environment and Safety, Finance, and Public, Legal and Regulatory
Affairs (Exhibit 4, Tab 2, Schedule 15, 16 and 18, respectively) to enable the
safe and effective execution of Toronto Hydro’s capital programs.

2.1.3 System Security Enhancements

System Security Enhancements measures performance on the key objectives of: (1)
continual improvement and maintenance of Toronto Hydro’s cybersecurity posture in the
face of an evolving digital threat landscape; and (2) protecting the physical safety and
security of employees, assets, and the public. This metric tracks the completion of key
initiatives aimed at improving Toronto Hydro’s cybersecurity and physical security posture
in @ manner that aligns with the National Institute of Standards and Technology (“NIST”)
Cyber Security Framework and OEB’s Cyber Security Framework (“CSF”).13 The selected
initiatives are responsive to the cyber and physical security threat landscape that the utility

faces, and reflect the utility’s cybersecurity roadmap and program maturity.

13 Framework for Improving Critical Infrastructure Cybersecurity, Version 1.1 (National Institute of Standards and
Technology, 2018)< https://nvlpubs.nist.gov/nistpubs/cswp/nist.cswp.04162018.pdf> ; Ontario Cyber Security
Framework, Version 1.0 (Ontario Energy Board, 2017) < https://www.oeb.ca/sites/default/files/Ontario-Cyber-Security-
Framework-20171206.pdf> .
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For the 2025 — 2029 period, Toronto Hydro plans to increase the total number of initiatives
that enhance the utility’s physical and cyber security posture against the NIST framework by
delivering 100 cyber security projects and integrating 10 stations into the Physical Security
Operations Centre by the end of the rate period. Completion of these milestones make up

the target of 100% on the System Security Enhancements custom metric.

As shown in Figure 3, below, Toronto Hydro implemented 17 projects to date in 2023 out of

a possible 18, setting a baseline of 94% for the cybersecurity portion of this measure.

Function | Category (Toronto Hydro Roadmap) NIST / OEB CSF Category Alignment AzcgjaBIs
Threat Awareness Asset Management (ID.AM), Business Environment (ID.BE) 0
: Response Readiness Risk Management Strategy (ID.RM), Awareness and Training (PR.AT) 0
Identify External Audits Governance (ID.GV) 1
Security Posture Validation Risk Assessment (ID.RA) 2
External Security Information Protection Processes and Procedures (PR.IP) 1
Perimeter Security Protective Technology (PR.P) 3
{11« Identity & Access Management Access Control (PR.AC) 2
Endpoint & Application Protection Protective Technology (PR.P), Data Security (PR.DS) 1
OT Protection Protective Technology (PR.P), Access Control (PR.AC) 1
Logging Anomalies and Events (DE.AE), Security Continuous Monitoring (DE.CM) 0
Monitoring & Alerting Anomalies and Fvents (DE.AE), Security Continuous Monitoring (DE.CM) 2
Detect Advanced Detection Capabilities Detection Processes (DE.DP) 0
Operational Processes Security Continuous Monitoring (DE.CM) 3
Response Processes Response Planning (RS.RP), Communications (RS.CO) 0
EELGLL N Containment Analysis (RS.AN), Mitigation (RS.MI) 1
Eradication Mitigation (RS.MI), Improvments (RS.IM) 0
Recovery Processes Recovery Planning (RC.RP) 0
GEILATET M Recovery Mechanisms Protective Technology (PR.P), Improvements (RC.IM) 0
Clean-up Communications (RC.CO) 0

Total
Attainment Target

KPI Baseline

Figure 3: Toronto Hydro’s Cyber Security NIST/OEB CSF Roadmap

Investments that contribute to achieving the performance target on the System Security

Enhancement metric are summarized in Table 5 below.
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Table 5: Key Enabling Investments — System Security Enhancement

Program Description of Key Enabling Investments to Enhance System Security

Facilities
Management and
Security program

Key investments in physical security measures to prevent unauthorized access to
stations, while also keeping them accessible for authorized personnel, and to
improve response times in the event of breaches of physical security. These
initiatives enhance the utility’s security posture in the NIST/CSF frameworks
categories of physical access, technology and network measures (Exhibit 2B, Section
E8.2).

Facilities
Management

Operational investments to maintain the building systems of the utilities offices,
work centers and buildings housing the utility’s transformer and municipal stations,
as well as maintain the elements that secure and mitigate the risk of damage to
critical infrastructure (e.g. sump pumps, building envelopes) (Exhibit 4, Tab 2,
Schedule 12).

Information and
Operational
Technology

Operational (Exhibit 4, Tab 2, Schedule 17) and capital (Exhibit 2, Section E8.4)
investments to protect the security of IT infrastructure and software applications,
and enhance cybersecurity preventative and reactive controls. These investments
include projects that renew the utility’s IT hardware and software assets to maintain
a robust cybersecurity posture and mitigate against potential vulnerabilities and
threats that may jeopardize the safe and effective functioning of IT/OT assets. These
investments are necessary to ensure that existing systems receive support from
vendors, keep pace with technology changes in the industry, remain integrated with
other relevant hardware and software systems, and are protected against future
cyber security threats. When IT systems have surpassed the period of extended
vendor support, the vendor and the marketplace do not guarantee availability of
qualified resources and expertise needed to resolve any potential issues. As a result,
the failure of these systems may result in prolonged downtime, which can
significantly affect the utility’s operations and its ability to execute planned work
programs and deliver services to its customers.

Legal Services and
Supply Chain

Operational investments to support procurement (Exhibit 4, Tab 2, Schedule 18)
and negotiation of complex IT contracts (Exhibit 4, Tab 2, Schedule 18).
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2.2 Customer Service & Experience

Table 6: Customer Service & Experience Custom Performance Measures

. Historical Target
Performance Weight Measures Performance (2025-2029)

10% New Services Connected on Time 99% 99%
s 84% Phone and Maintain historical
Service & 5% Customer Satisfaction . .. .

X Email Inquiries baselines

Experience

5% Customer Escalations 98.74% 98%

2.2.1 New Services Connected on Time

The measure of New Services Connected on Time tracks the percentage of new connections
and service upgrades completed on time across three categories of connections: Low
Voltage, High Voltage and Distributed Energy Resources (“DER”) weighted at 70 percent, 20
percent, and 10 percent, respectively. This metric aligns with Toronto Hydro’s fundamental
obligation to serve and ongoing commitment to provide timely access to the grid for new
and existing customers, by measuring the utility’s effectiveness in connecting customer

services within set performance standards as summarized in Table 7 below.

Table 7: Performance Standard by Connection Type

Low Voltage (LV) 5 business days 5700/year (or more) 70%
High Voltage (HV) 10 business days 120/year (or more) 20%
DERs 5 business days 180/year (or more) 10%

Figure 4 below illustrates Toronto Hydro's five-year historical performance (2018 to 2022)

on the New Services Connected on Time composite metric.
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New Services Connected on Time (Composite)
100.0%
99.8%
99.6%

99.4% -

99.2%

99.0%
2018 2019 2020 2021 2022

Figure 4: 2018-2022 New Services Connected on Time (Composite)

For the 2025-2029 plan period, Toronto Hydro set the performance target of 99 percent for
the composite New Services Connected on Time metric. This target considers Toronto
Hydro’s forecast of a significant 23 percent increase in system peak demand by the next
decade, driven by continued increases in load connections, including larger connections as
observed in recent years.'* It also considers, the forecast of a 56 percent increase in DER
connections over the next rate period.'®> Overall, the target reflects the utility’s expectation
that higher volumes and increasing complexity of connections-related work as customers
electrify previously non-electric energy uses (i.e. transportation and building systems) will

make it more challenging to maintain performance on this metric.

The investments that contribute to achieving the performance target on the New Services

Connected on Time metric are summarized in Table 8 below.

14 Exhibit 2B, Section D4.
15 Exhibit 2B, Section E5.1 at page 15.
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Table 8: Key Enabling Investments — New Service Connected on Time

Customer
Connections Capital

Capital investments required to provide new and existing customers with timely,
cost-efficient, reliable, and safe access to the distribution system for both load and
generation connection requests. Investments in this program allow Toronto Hydro
to meet regulatory requirements and account for anticipated growth in the 2025-
2029 period (Exhibit 2B, Section E2.4.1 and Exhibit 2B, Section E5.1).

Customer
Connections OM&A

Operational investments to ensure sufficient planning staff and required tools and
resources are available to efficiently plan and design service connections and meet
service request volumes (Exhibit 4, Tab2, Schedule 8).

Load Demand

Investments to alleviate emerging capacity constraints to ensure the availability of
sufficient capacity to efficiently connect customers to Toronto Hydro’s distribution
system. Targeted capacity upgrades alleviate highly loaded parts of the system
through load transfer or equipment upgrades (Exhibit 2B, Section E2.4.1 and Exhibit
2B, Section E5.3).

Stations Expansion

This program addresses medium to long-term system capacity needs, informed by
its Stations Load Forecast. Investment in this program is required to reduce the
number of stations unable to connect new large customers effectively, alleviating
feeder position limitations, and enabling DER connections by providing increased
short circuit capacity (Exhibit 2B, Section E2.4.1 and Exhibit 2B, Section E7.4).

Generation
Protection
Monitoring and
Control

This program allows Toronto Hydro to fulfill its regulatory obligations to connect
Distributed Energy Resource (“DER”) projects to its distribution system.
Investments in this program alleviates technical barriers to connecting DERs. It also
improves monitoring and control to ensure safe DER operation (Exhibit 2B, Section
E2.4.1 and Exhibit 2B, Section E5.5).

Non-Wires Solutions

Investments in this program, especially in the Energy Storage System segment,
target areas with constraints to improve the grid’s capacity to connect and
integrate Renewal Energy Generation (REG) connections (Exhibit 2B, Section E7.2).

Externally Initiated
Plant Relocations
and Expansion

This program increases the capacity of Toronto Hydro’s system, where efficiencies
can be achieved, by integrating expansion work of the electrical system with the
required relocation work, supporting Toronto Hydro’s ability to connect new
customers efficiently (Exhibit 2B, Section E5.2).
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Asset & Program Operational investments to ensure sufficient staff to process and execute, in a
Management timely manner, customer connection requests and offers to connect for both load
and generation customers (Exhibit 4, Tab 2, Schedule 9).

Legal Services Operational investments in legal professional services to advise on real property
matters, including customer connection agreements (Exhibit 4, Tab 2, Schedule 18,
Section 5).

Work Program Operational investments in internal and external resources to complete necessary

Execution distribution system work to facilitate customer connections (Exhibit 4, Tab 2,

Schedule 10).

General Plant Investments in Fleet, Facilities and IT equipment that enable TH employees to have
access to safe, reliable equipment and tools needed to deliver the services (Exhibit
2B, Section E8).

2.2.2 Customer Satisfaction

The Customer Satisfaction measure reflects Toronto Hydro’s ongoing commitment to deliver
a positive customer experience and build trust by reaching customers at the right time, with
the correct information, and through the right channel to meet their evolving needs.
Complimentary to the EDS Customer Satisfaction measure, this custom metric tracks
customer satisfaction at a more operational level, using post-transactional customer surveys
(across a number of interaction points along the customer journey) to gain actionable

insights about customer experience.

Specifically, this proposed metric tracks satisfaction across the following types of customer
interactions: Phone and E-Mail Inquiries; Key Account engagements; Customer Connections
process; and Customer Communications regarding Outages and Construction Projects.
Toronto Hydro conducts post-transactional surveys with respect to the first three type of
interactions listed above (i.e. Phone, Email and Key Accounts), and is in the process of

establishing surveys related to the other areas of customer experience noted above (i.e.
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Customer Connections process, Customer Communications regarding Outages and

Construction Projects).

For the 2025-2029 plan period, Toronto Hydro intends to maintain post-transactional
customer satisfaction levels in each of the areas noted above as measured against three-
year historical baselines. This target is informed by careful consideration and balance of the
following factors:(i) increasing volumes and complexity of customer interactions as the city
grows and customers turn to electricity for new uses (e.g. transportation and heating); (ii)
increasing customer expectations with respect to communications and service levels in an
era of greater digital interaction and access to information on demand; and (iii) balancing

price and service quality outcomes in light of the above.

Figure 5 illustrates the three-year historical baseline for phone and email inquires. For Key
Account engagements, the performance baseline is in the process of being established from
2022-2024, whereas for the other areas of interaction (i.e. Customer Connections process,
Customer Communications regarding Outages and Construction Projects), Toronto Hydro
intends to (i) establish the performance baselines in 2024 through 2026, and (ii) measure its

performance in 2027 through 2029 relative to the target of maintaining these baselines.
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Customer Inquiries (Phone and Email) Customer Satisfaction
95%
90%

85% 82% 84%
80% 81.50%

75%
70%
65%

60%
2020 2021 2022

Phone Email Composite

Figure 5: Customer Inquiries (Phone and Email) Customer Satisfaction (2020 — 2022)

Table 9 below summarizes the proposed weighting for this composite custom measure.

Table 9: Customer Satisfaction (Post-Transactional) Composite Measure Weightings

Element 2025 - 2027-
2026 29
Customer Inquires (Phone & Email)® 80% 70%
Key Account Engagements 20% 20%
Customer Connections 0% 5%
Communications (Outages & Construction Projects)'’ 0% 5%

The investments that contribute to achieving the performance target on the proposed

custom Customer Satisfaction metric are summarized in Table 10 below.

16 Toronto Hydro proposes to weigh phone and email customer inquiries volumetrically. In 2022, approximately 83 percent
of customer inquiries were received via phone and 17 percent were received via email.
17 Toronto Hydro proposes to weigh customer communications related to outages and construction projects volumetrically.
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Table 10: Key Enabling Investments to Deliver Customer Satisfaction

Customer Care
Program

Operational investments to ensure sufficient staffing to provide timely responses to
customer inquiries through multiple channels, including interactive voice response,
email, Toronto Hydro’s mobile application and the Customer Self Service portal
(Exhibit 4, Tab 2, Schedule 14).

Demand-Related
Investments

Investments in Customer Connections, Externally Initiated Plan Relocation, Load
Demand, Station Expansion, Generation Protection Monitoring and Control, and Non-
Wires Solutions programs allow Toronto Hydro to provide new and existing customers
with timely, cost-efficient, reliable, and safe access to the distribution system for both
load and generation connections. Investments address short- and long-term capacity
limitations at the feeder, bus, station, or regional levels proactively as well as alleviate
technical barriers to connections (e.g. DERs) to ensure that customer expectations can
be met on a consistent basis, thereby impacting the customer experience and
resulting satisfaction (Exhibit 2B, Section E5 and E7).

Public, Legal and

Operational investments in Community Relations to enable proactive

Regulatory communications to notify customers of planned work, construction and outages.
Affairs Operational investments in legal professional services to advise on real property

matters, including customer connection agreements (Exhibit 4, Tab 2, Schedule 18).
Asset and Operational investments in internal and external resources to process and execute, in
Program a timely manner, customer connection requests and offers to connect (both load and
Management generation customers) (Exhibit 4, Tab 2, Schedule 10).

Control Center
Operations

Operational investments in staffing levels to facilitate the safe and reliable operation
of the utility’s distribution grid through real-time system control and monitoring
activities on a 24/7, 365-day basis, including the coordination of system switching and
restoration work through the utility’s Control Centre to mitigate the effects of outages
on customers and to enable safe load transfers for capital and maintenance work.
(Exhibit 4, Tab 2, Section 7).

General Plant

Investments in Fleet, Facilities and IT equipment that enable TH employees to have
access to safe, reliable equipment and tools needed to deliver the services.
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2.2.3 Customer Escalations Resolution

Toronto Hydro is committed to addressing customer inquiries in a prompt manner. As
reported in Exhibit 1B, Tab 3, Schedule 2, the utility resolves approximately 92 percent of
customer inquiries upon first contact and intends to maintain this performance over the next

period if there is sufficient funding available for its operations.

In addition, Toronto Hydro recognizes that some customer inquiries are more complex. To
that end, the Customer Escalations Resolution measure tracks the utility’s effectiveness in
resolving inquiries that are referred from front-line contact center agents, or through the
OEB E-Portal, within 10 business days per escalation.'® This measure provides accountability
for the timely resolution of more complex customer inquiries related to matters such as:
energy and bill management, financial assistance and payment challenges, and service
disruptions. Importantly, this metric drives a continued focus on a customer service culture

as customer needs and expectations continue to evolve in the next rate period.

For the 2025-2029 plan period, Toronto Hydro set a performance target of 98 percent for
this measure. The target is informed by: (1) the 2019 to 2022 historical results presented in
Figure 6 below, and (2) the utility’s recent experience and ongoing expectation that the
volume and complexity of inquires will continue to increase as customers electrify previously
non-electric energy usages (e.g. transportation and heating systems), and as technology and
policy evolves to offer customers greater choice and more tools to participate in the

production and management of their electricity usage.

18 Total number of escalations resolved within 10 business days divided by the total number of resolved contacts.
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Customer Escalations

100.00%

99.00%

98.00%
97.00%

96.00%
2019 2020 2021 2022

== Percentage of customer escalations resolved within 10 business days

Figure 6: Customer Escalations Performance (2018-2022)

The investments that contribute to achieving the performance target on the Customer

Resolutions metric are summarized in Table 11 below.

Table 11: Key Enabling Investments — Customer Escalations Resolution

Customer Care Through the Customer Care program (Exhibit 4, Tab 2, Schedule 16) Toronto Hydro is
investing in upskilling its workforce and enhancing its businesses processes and tools
to meet evolving customer expectations and address an increasing volume of complex
and diverse inquiries.

Public, Legal and Resource capacity and capabilities of the Regulatory Affairs segment to support the

Regulatory increased volume and complexity of work pertaining to Customer Escalations, notably
Affairs including escalation through OEB processes. (Exhibit 4, Tab 2, Schedule 18).

Asset and Robust records management, enhanced asset analytics and a sufficient compliment of
Program designated technical and professional resources (e.g. engineers and technologists) in
Management the Asset and Program Management area (Exhibit 4, Tab 2, Schedule 9) supports the

timely resolution of more complex customer inquiries.
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Customer Customer Operations (Exhibit 4, Tab 2, Schedule 8) supports the resolution of customer
Operations inquiries related to services provided in the Customer Connections segment of this
program, as well as the Public Safety and Damage Protection segment which provides
customers access to services such as isolations and underground locates.

2.3 Environment, Safety & Governance

Table 12: Environment, Safety & Governance Custom Performance Measures

Historical Target

Performance Weight Measures Performance (2025-2029)

Total Recordable Injury Frequency

(TRIF)
5% Emissions Reductions 3.6kt/year 2.5kt/year by 2029
5% 1ISO Compliance & Certification 1SO14001 & 45001 100%

2.3.1 Total Recordable Injury Frequency (TRIF)

TRIF performance underlies the utility’s commitment to ensuring the health and safety of its
workforce by measuring the number of recordable injuries per 200,000 exposure hours,
where a recordable is defined as any occupational injury or illness that results in an
employee experiencing a fatality, lost-time injury, medical treatment injury beyond first aid,
restricted work, or any other injury or illness which results in significant occupational injury

or illness, or loss of consciousness.

TRIF is not only a measure of safety, but it also reflects productivity as strong TRIF
performance yields numerous efficiency benefits including avoided costs related to
employee lost-time, avoided costs related to higher Workplace Insurance Safety Board

(“WSIB”) premiums, and avoided costs related to employee accessing benefits such as
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physiotherapy and other paramedical services in order to manage the impacts of the safety
incident. Although these benefits are difficult to quantify, they are nonetheless an output of
an exceptional safety record.’® Toronto Hydro is proud to have an industry-leading safety
performance record, as compared to the Electricity Canada industry average, and to have
been recognized with the 2022 Electricity Canada President’s Award of Excellence for
Employee Safety - Distribution and the Canadian Occupational Safety Magazine 2022 5-Star

Energy and Resource Company award.?°

Figure 7 below illustrates Toronto Hydro’s TRIF performance over the last ten years since
the utility increased its capital work program to address infrastructure renewal needs. For
the 2025 to 2029 plan period, the utility intends to maintain TRIF performance at an average
of 0.83 based on its historical performance over the last ten years (excluding 2013 as the
results in this particular year are a clear outlier in the data set). This target is mindful that
safety is a shared responsibility across the organization and there are incremental safety
risks and considerations that the utility must manage over the 2025-2029 period as it

expands and renews its workforce across a number of programs, segments and functions.?!

19 EB-2018-0165, Exhibit 1B, Tab 2, Schedule 1 at page 9.
20 Exhibit 1B, Tab 3 at page 15.
21 please see Exhibit 4 at Tab 1, Schedule 1 and Tab 4, Schedule 3 for more information about the utility’s workforce plan.
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Total Recordable Injury Frequency
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Figure 7: Total Recordable Injury Frequency Rate (2013-2022)

The complex, diverse and legacy configurations of operating a mature system that was
amalgamated in 1999 from six different utilities, increases the likelihood of safety-related
risks. Examples of operational risks inherent in the execution of Toronto Hydro’s DSP are
discussed in various programs,?? and include notable challenges, such as deteriorated cables
running through cable chambers that can fail, and potentially cause arcing and igniting gases,
which then creates a powerful shockwave, as described in the Underground System Renewal
— Downtown (Exhibit 2B, Section E6.3) program. Furthermore, the Area Conversions (Exhibit
2B Section E6.1) program details the increasing risk of equipment failure from obsolete rear
lot and box construction systems that pose safety issues arising from crew access and public
exposure to rear lot access. The risk and impact of overhead distribution asset failures due

to accelerated asset condition degradation resulting from factors such as sustained exposure

22 Network System Renewal, Exhibit 2B, Section E6.4; Corrective Maintenance, Exhibit 4, Tab 2, Schedule 4; Control
Centre Operations, Exhibit 4, Tab 2, Schedule 7; Human Resources, Environment and Safety, Exhibit 4, Tab 2, Schedule 15
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to dirt, salt, dust, and assets approaching the end of their useful life presents an operational

risk inherent in the Overhead System Renewal (Exhibit 2B Section E6.5) program.

To mitigate these safety risks, investments are planned in a number of areas, including
addressing high-risk assets approaching imminent failure, eliminating safety hazards such as
poor structural integrity, cable congestion, and cable chambers lid ejections, relocating
assets to improve accessibility, and technical training and development programs
customized to address the specific needs and challenges of Toronto Hydro’s distribution
system, and a continued emphasis on safety among the utility’s internal and external

resource complements.

Organizational safety is managed by the Human Resources, Environment and Safety
program outlined in Exhibit 4, Tab 2, Schedule 15. Ensuring that the utility is able to hire and
retain the necessary resources with the appropriate skills to execute work safely is

paramount to maintaining an industry-leading TRIF-record in the next rate term.

2.3.2 Emissions Reduction

The Emissions Reduction measure reflects Toronto Hydro’s commitment to climate action
and environmental performance through prudent paced investment in electrification and
energy efficiency initiatives. This custom measure tracks Toronto Hydro’s progress towards
reducing greenhouse gas (“GHG”) emissions from its fleet and facilities’ operations in
accordance with the utility’s Net Zero 2040 strategy outlined in Exhibit 2B, Section D7 and

in alignment with the City of Toronto’s TransformTO Net Zero Strategy.?3

23 Transform TO Net Zero Strategy, November 2021, Attachment B at page 8
https://www.toronto.ca/legdocs/mmis/2021/ie/bgrd/backgroundfile-173758.pdf.
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Figure 8, below, presents Toronto Hydro’s actual (2018 to 2022) and projected (2023 to
2029) GHG emissions related to fleet and facilities, in accordance with the investment plan
as filed. As of 2022, GHG emissions from Toronto Hydro’s fleet and facilities assets represent

approximately 49 percent of the utility’s direct (Scope 1) emissions.

GHG Emissions (Scope 1)

4,500
4,000
3,500
3,000
2,500
2,000

1,500
1,000
50

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029

tCO2e

o

H Fleet Onsite Natural Gas Combustion

Figure 8: Toronto Hydro’s Fleet and Facilities GHG Emissions (2018 — 2029)

Historical results identified in Figure 8 above include a 26 percent reduction of direct GHG
emissions as a result of increasing buildings’ energy efficiency with the use of building
automation, minimizing fleet vehicle idling time, and electrifying light-duty fleet vehicles (i.e.

13 electric and 20 plug- in hybrid-electric).

Over the next rate period, Toronto Hydro intends to sustain historical emissions reductions
achievements and further reduce its fleet and facilities emissions to 2.5kt of (Scope 1) CO2e
by 2029. The utility plans to achieve this target by: (i) electrifying 50 percent of its fleet by

the end of the rate term, and (ii) reducing GHG emissions produced at its work centers by 3
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percent annually through fuel switching, conservation and energy efficiency measures. This
target enables paced and prudent progress towards the utility’s Net Zero 2040 goal, and
delivers financial benefits associated with avoided costs of the federal carbon tax as

summarized in section 3.5 below.

Investments that contribute to achieving the Emissions Reductions performance target are

summarized in Table 13 below.

Table 13: Key Enabling Investments — Emissions Reductions

Fleet and Toronto Hydro’s Fleet and Equipment programs (Exhibit 2B, Section E8.3; Exhibit 4,
Equipment Tab 2, Section 11) outlines investments to reduce Scope 1 emissions. Toronto Hydro
plan to reconfigure the composition of its fleet to gradually increase its complement
of electric and hybrid operation vehicles using a paced approach, prioritizing EV
options as they better meet the requirements necessary for users to carry out
distribution work and other day-to-day activities.

Facilities The utility plans to make additional investments in decarbonizing work centers
Management and through promoting conservation and improving the energy efficiency of its facilities,
Security as noted in Toronto Hydro’s Facilities Management program (Exhibit 4, Tab 2,
Section 12) and Facilities Management and Security program (Exhibit 2B, Section
E8.2). Decarbonization investments include: (i) fuel-switching projects to replace
selected fossil fuel-powered assets with electric assets, (ii) converting to energy-
efficient lighting, and the (iii) the implementation of building automation system
controls for existing spaces, and retrofitting activities when feasible.

2.3.3 ISO Compliance and Certification

Toronto Hydro is committed to continual improvement and following best-in-class practices
with respect to key management systems. The utility is currently certified to 1ISO14001 for
its Environmental Management System (“EMS”) and ISO45001 for its Occupational Health &
Safety (“OH&S”) Management System, and plans to achieve 1SO55001 certification for its

Asset Management System (“AMS”) by the end of the next rate period. The ISO Compliance
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and Certification custom measure tracks Toronto Hydro’s commitment to achieving and

maintaining certification with these international governance standards.

Toronto Hydro became registered with 1ISO14001 and 45001 standards in 2012 and 2019,%*

respectively. Maintaining compliance with these standards requires ongoing effort and

commitment to continuous improvement to successfully complete annual third-party audits

of Toronto Hydro’s systems vis-a-vis ISO requirements. Over the course of any given year,

Toronto Hydro needs to maintain the integrated management systems in question, and

pursue many activities that prepare the utility for the audit including, but not limited to:

Review and update, where required, Toronto Hydro’s Occupational Health and
Safety as well as Environmental policies on a regular basis to make sure they continue
to apply and are in line with goals.

Find areas for improvement, continually evaluate the effects that activities, assets,
and services have on the environment and the safety of the workforce.

Observe and abide by occupational safety and environmental procedures and
regulations that are relevant to the operations of Toronto Hydro.

Evaluate the effectiveness of the integrated management systems and pinpoint
areas for improvement, while conducting routine periodic reviews.

Closely track and measure important occupational safety and environmental
performance metrics to monitor the utility’s progress.

Update and adhere to occupational safety and environmental goals and targets to

promote ongoing enhancements in environmental performance.

In addition to maintaining I1SO certification for the EHMS and OH&S, this measure tracks

Toronto Hydro’s objective to achieve certification with the ISO 55001 standard in its AMS. In

24 Prior to 2019 the utility was registered with OHSAS 18001 since 2012.
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putting forward this commitment, Toronto Hydro is holding itself accountable for

continuous improvement in its asset management system by aligning to an international

best practice benchmark. Organizations like Toronto Hydro that have implemented

ISO55001 have reported benefits including:?®

A formal AMS resulting in a more effective, efficient, and transparent decision-
making process applied consistently across the business;

Demonstrable alignment between asset performance, risks, costs, level of service
delivered to customers, and asset decision making;

Streamlining efforts in downstream processes such as investment plan development,
documentation, or project management;

Continuous review, governance, and improvement of relevant processes and
systems through regular external surveillance audits;

More effective communication across business units and greater awareness of how
assets support business objectives; and

Maximizing value from assets through informed lifecycle management decisions

leading to better asset performance and risk management.

The I1SO Compliance and Certification measure is a weighted measure with three parts: (1)

achieving 1SO55001 certification is weighted at 60 percent due to the incremental effort

involved in becoming certified, and maintaining certification with (2) 15014001 for the EMS

and (3) with ISO45001 for the OH&SMS are weighted at 20 percent, respectively.

Investments that contribute to achieving the ISO Compliance and Certification performance

target are summarized in Table 14 below.

25 International Organization for Standardization (ISO), Understanding the Benefits of an ISO 55001 Asset Management
System (April, 2019) at page 5; Union Internationale des Chemins de fer (UIC), UIC Railway Application Guide — Practical
Implementation of Asset Management through ISO 55001 (November, 2016) at page 12.
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Table 14: Key Enabling Investments — ISO Compliance and Certification

Program Description of Key Enabling Investments

HR, Environment | Investments in the Human Resources, Environment and Safety program supports the
& Safety coordination of Health and Safety activities, as well as Environmental, Social and
Governance activities, with recognized ISO standards (Exhibit 4, Tab 2, Schedule 15).

Asset and Investments in the System Planning and Standards segment support the continuous
Program improvement of the AMS, aligning to relevant ISO standards and developing the long-
Management term asset management strategy (Exhibit 4, Tab 2, Schedule 9).

Finance Operational investments in resources to enable financial reporting and processes that

support ISO certification (Exhibit 4, Tab 2, Schedule 16).

Work Execution Investments in Internal and External Work Program Execution to undertake oversight,
administrative training and other functions performed in the process of executing
Toronto Hydro’s capital and maintenance work programs, ensuring processes follow
the relevant management system, for example the collection and timely return of
asset data to support the AMS (Exhibit 4, Tab 2, Schedule 10).

2.4 Efficiency & Financial Performance

Table 15: Efficiency & Financial Performance Custom Performance Measures

. Historical Target
Performance Weight Measures Performance (2025-2029)
- . $5.6 million per $6.9 million per
159 E
5% fficiency Achievements year by 2024 year by 2029
Efficiency &
Financial 10% Grid Automation Readiness N/A 100%
Performance
5% System Capacity (Non-Wires) 4 MW to date 30 MW by 2029

2.4.1 Efficiency Achievements
As outlined in the evidence in Exhibit 1B, Tab 3, Schedule 2, Toronto Hydro is an efficient
organization committed to providing value for its customers through continuous

improvement in productivity. The Efficiency Achievements metric tracks this commitment
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1 over the next rate period by holding the utility accountable for delivering sustained (and
2 quantifiable) efficiency benefits to customers in the next rebasing application. Such benefits
3 include avoided or reduced costs, or other efficiency gains, that would yield a lower base

4 revenue requirement for customers in the next rebasing application.

6 In the current rate period, Toronto Hydro expects to achieve efficiencies of approximately
7 $5.6 million per year by 2024, consisting of approximately $1.5 million of cost reductions
8 and $4.1 million cost avoidances, as outlined in Figure 9 below. These achievements stem
9 from continued investments in process automation and technological innovation, as

10  detailed in the utility’s productivity narrative at Exhibit 1B, Tab 3, Schedule 3.

11
2020-2024 Efficiency Achievements (S Millions)
$6
S5
wn S$4
C
o
= 3
=
S2
S0
2020 2021 2022 2023 2024
B Cost Avoidances Cost Reductions
12 Figure 9: 2020 — 2024 Efficiency Achievements (Actual and Forecast)
13

14 Over the next rate term, Toronto Hydro set a target to achieve approximately $6.9 million in
15  sustained and quantified efficiency benefits per year by 2029. As shown in section 3.4 below,

16  this target is based on the 2029 forecasted revenue requirement impact of the empirically-



Toronto Hydro-Electric System Limited
EB-2023-0195

Exhibit 1B

Tab 3

Schedule 1

ORIGINAL

Page 43 of 68

derived efficiency (stretch) factor included in the Custom Revenue Cap Index at Exhibit 1B,

Tab 2, Schedule 1.

Investments that contribute to achieving the Efficiency Achievements performance target

are summarized in Table 16 below.

Table 16 — Key Enabling Investments — Efficiency Achievements

Program Description of Key Enabling Investments to Achieve Efficiency

Grid Grid Modernization Strategy (Exhibit 2B, Section D5) encompasses a suite of

Modernization investments needed to accelerate the transformation of existing infrastructure to a

Strategy more technologically advanced distribution system. There are three categories of
investments under the Grid Modernization Roadmap, consisting of

e Intelligent Grid: investments aimed at expanding observability and
controllability of the distribution system using automated tools.

e  Grid Readiness: Investments in grid readiness to build capabilities to support
decentralization with platforms such as the Distributed Energy Resource
Management System (“DERMS”) and leveraging DER connections for grid
operations such as through the use of Demand Response.

e Asset Analytics: leverages technology that is being deployed under the
intelligent grid and grid readiness programs in order to have an integrated
process for governance using tools such as predictive and prescriptive analytics.

Information Toronto Hydro relies on IT assets and systems to pursue efficiencies and innovation.
Technology Toronto Hydro develops Enterprise Technology Portfolio Roadmap of investments in

IT/OT based on solutions for applications across the operations, engineering,
metering, and customer care areas of the company (Exhibit 1B, Tab 4, Schedule 1).
Investments in IT Software (Exhibit 2B, Section E8.4) to enable continued process
automation and technological innovation, including upgrades to the SAP Enterprise
Resource Planning System, investments in IT Hardware to ensure that software
applications remain available and operational investments to carry out this work
(Exhibit 4, Tab 2, Schedule 17).

Human Resources,
Environment &
Safety

Human Resources, Environment and Safety supports recruitment and development
of resources such as engineers and analysts with progressive data analytics and
coding skillsets that are necessary to unlock efficiency benefits provided by process
automation and grid modernization investments (Exhibit 4, Tab 2, Schedule 15).
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Program Description of Key Enabling Investments to Achieve Efficiency
Innovation Fund Proposal for Innovation Fund (Exhibit 1B, Tab 4, Schedule 2) to support the design

and execution of innovative pilot projects that focus on testing new technologies,
advanced capabilities, and alternative strategies in the areas of DER integration and
inventive solutions (aligned with section 2.17 of Chapter 2 of the OEB’s Filing
Requirements for Distribution Rate Applications).

2.4.2 Grid Automation Readiness

Toronto Hydro is committed to improving long-term reliability and resilience outcomes for
customers while unlocking safety and efficiency benefits by reducing manual work efforts
related to switching operations in the field. The utility has been steadily modernizing its
distribution system in the Horseshoe areas of the city (i.e. the u-shaped area outside of the
downtown core) through sustainment investments in planned renewal work and
complementary investments in modernization programs such as Contingency Enhancement
(Exhibit 2B, Section E7.1). A primary focus of these efforts has been the deployment of
SCADA-operated switches which allow control room operators to remotely transfer load and
isolate feeder sections under fault conditions or on a planned basis. These investments have
contributed to Toronto Hydro’s improving reliability performance as discussed in Section
E7.1.3.1, and have enabled the utility to manage its operational costs efficiently over the last

decade as outlined in Exhibit 4, Tab 1, Schedule 1.

In the next rate period, the utility intends to make the necessary installations and provisions
to prepare the overhead system in the Horseshoe area of the grid for the implementation of
distribution automation (self-healing grid) beginning in 2030. This is a key objective of the
utility’s 2025-2029 Grid Modernization Strategy, and a least regret investment to ensure that
the Horseshoe distribution system is ready and equipped to meet the reliability and

resilience challenges and expectations in the next decade as more customers adopt
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electrified technologies such as electric vehicles, heat pumps, solar panels and energy

storage systems.

Once implemented, Toronto Hydro expects self-healing grid capabilities to deliver high-
customer value in the form of substantial reliability improvements and more efficient fault
location and restoration efforts. For a complete discussion of the need for, and benefits of,
Toronto Hydro’s Fault Location, Isolation, and Service Restoration (“FLISR”) strategy, as well
as the broader Intelligent Grid strategy, please refer to the 2025-2029 Grid Modernization
Strategy in Exhibit 2B, Section D5.

The Grid Automation Readiness custom measure tracks Toronto Hydro’s progress towards
achieving the distribution automation component of the utility’s 2025-2029 Grid
Modernization Strategy presented at Exhibit 2B, Section D5. This includes: (1) ensuring that
90 percent of feeders have a minimum of two SCADA sectionalizing switches and at least
one SCADA tie point (or 2.5 switches per feeder), and the achievement of (2) technology
milestones related to the implementation of FLISR in all horseshoe distribution station areas,
and necessary enhancements to core IT systems to enable fully automated FLISR operation.
More specifically, the Grid Automation Readiness custom measure tracks the attainment of
the following milestones:

e Increasing the number of horseshoe feeders with a minimum of 2.5 switches from
78 percent (230 feeders) in 2022 to 90 percent (264 feeders) by 2029.

e Achieving 23 operational technology milestones related to FLISR implementation.
Specifically, the utility intends to enable “manual FLISR” — an important and
necessary step toward fully automated FLISR — for all 20 transformer stations in the
horseshoe area, and to achieve three critical software milestones related to the

Advanced Distribution Management System (“ADMS”); 1) SCADA software
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enhancement release, 2) Network Management System (“NMS”) software

enhancement release and 3) NMS software enhancement - Auto-FLISR release.

Investments that contribute to achieving the milestones above enabling Grid Automation

Readiness are summarized in Table 17 below.

Table 17: Key Enabling Investments — Grid Automation Readiness

and Operations

Program Description of Key Enabling Investments for Grid Automation Readiness

System Investments in this program allow for the installation of SCADA switches, tie-points

Enhancements and reclosers on targeted feeders to improve outage response capabilities and
reduce fault isolation times. These switches will form the system configuration
required for Toronto Hydro’s self-healing grid in 2030 and beyond (Exhibit 2B, Section
E2.4.3, Exhibit 2B, Section D5, and Exhibit 2B, Section E7.1).

IT/OT Systems Investment in hardware, software, and communication infrastructure, as well IT

resources to carry out the work planned, are key to Grid Automation Readiness. This
includes enabling manual FLISR at Horseshoe stations and ADMS software release
milestones which will enable fully automated FLISR operations beginning in 2030.
Please see Exhibit 2B, Section E2.4.3 and Section E8.4, as well as Exhibit 4, Tab 2,
Schedule 17 for more details.

Asset and
Program
Management

Investments in the System Planning segment which includes the Grid Modernization
function, responsible for facilitating the development, integration, and strategic
oversight of Toronto Hydro’s long-term Grid Modernization Strategy and associated
roadmaps, in addition to providing market intelligence and strategic forecasting of
future electricity system needs and opportunities, and change-management support
capacity to help accelerate innovation initiatives (Exhibit 4, Tab 2, Schedule 9).

Work Execution

Operational investments to enable oversight, administrative training and other
functions performed in the process of executing Toronto Hydro’s capital and
maintenance work programs (Exhibit 4, Tab 2, Schedule 10).

2.4.3 System Capacity (Non-Wires)

The System Capacity (Non-Wires) measure reflects Toronto Hydro’s proposal to integrate

non-wires incentives into its Custom Scorecard and related PIM for the 2025-2029 rate term,
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in @ manner that is responsive to emerging policy objectives and aligned with the OEB Filing
Guidelines for Non-Wires Incentives, namely the option to set a “Performance Target or
Scorecard-Based Incentive [that] allows a distributor to earn a fixed incentive payment,
based on its performance against an established target or scorecard metrics.”?® To that end,
this section is expanded relative to other metrics canvassed above to explain in greater detail
how the System Capacity (Non-Wires) custom measure, and the proposed incentive
associated with meeting the target on this measure, aligns with the OEB Filing Guidelines,
including an analysis and consideration of how the proposed incentive compares with other

incentive options outlined in the OEB Filing Guidelines.

Local Demand Response (“LDR”) — Flexible System Capacity

Toronto Hydro plans to invest approximately $5.7 million over the next rate term to deploy
an expanded version of its non-wires Local Demand Response (“LDR”) initiative to address
system capacity constraints. More specifically, Toronto Hydro intends to procure 30MW of
flexible system capacity through the LDR program to displace and defer the need for load
transfers in the Horseshoe North area over the 2025-2029 period. Load transfers in this area
are necessary to alleviate constraints at a number of stations including Finch TS and Bathurst
TS. Load transfers address capacity challenges by moving load from one station to another
in order to free up available system capacity to connect and serve customers. While load
transfers can be effectively deployed to mitigate near-term capacity needs in areas of the
grid that are experiencing high or rapid growth, they do not necessarily obviate the need for
a broader system expansion in these areas. They can, however, provide the utility with the
flexibility to prioritize work and address capacity challenges in the high-growth areas while
larger-scale investments, such as stations expansion, are considered, planned or

constructed.

26QEB, Filing Guidelines for Incentives for Electricity Distributors to Use Third-Party DERs as NWA (March 28, 2023)
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LDR can defer or avoid certain load transfer capital investments in Toronto Hydro’s service
territory by procuring flexible system capacity from third-party or customer-owned DERs. In
the optimal use case, LDR can indefinitely avoid the need for a load transfer in a given area.
In these instances, capital that would have been spent on load transfers is avoided. This
results in significant long-term savings for ratepayers, stemming from the avoided revenue
requirement related to the capital assets. In other cases, where there is uncertainty with
respect projected demand, LDR can be used to defer load transfers for a period of time until
there is greater certainty that the load transfer will be needed. In these circumstances,
although the net savings to customers are lower, LDR provides system value as a flexibility
tool, enabling planners to better allocate capital when demand is uncertain. This ability to
be flexible is increasingly important as capacity planning evolves in response to changes in

policy, technology and consumer preferences.

In the current 2020-2024 rate period, Toronto Hydro set out to procure up to 10 MW of
demand response capacity. The utility contracted 4 MW for the summer of 2023, and 6 MW
for summer 2024, in the vicinity of two transformer stations (TS): Manby TS and Horner TS.?’
Manby TS has been reaching capacity on two busses for several years and overloading at
Horner TS has been forecasted in the near-to-mid term. Some load transfers north to the
Richview TS have been completed but further transfers would be difficult due to capacity
constraints at neighbouring stations, the distance between the stations, geographic barriers,
different voltages and a lack of remaining overhead corridors. Work has been undertaken to
expand capacity at Horner TS which will be used to relieve Manby TS in 2025. In the
meantime, while the expansion work is undertaken, LDR has been leveraged to provide

increased flexibility in the Manby TS and Horner TS area. As a result, some transfers from

27 Exhibit 2B, Section E7.2 at page 11.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Toronto Hydro-Electric System Limited
EB-2023-0195

Exhibit 1B

Tab 3

Schedule 1

ORIGINAL

Page 49 of 68

Manby and Horner TS were avoided pending the permanent transfer of load from Manby to

Horner TS in 2025.

Performance Target/ Scorecard-Based Incentive

In the 2025-2029 Custom Scorecard, Toronto Hydro proposes a System Capacity (Non-Wires)
metric that measures the amount of flexible system capacity (MW) procured through the
non-wires LDR program, summarized above and outlined in Exhibit 2B, Section E7.2. Toronto
Hydro set an ambitious target to procure 30 MW of flexible system capacity through LDR in
order to avoid or defer approximately $10 million of load transfer projects in the Horseshoe
North area of the city. The target draws on Toronto Hydro’s leadership and experience
leveraging LDR as a non-wires solution to address distribution system needs, and challenges

the utility to triple the amount of non-wires system capacity procured through this program.

Associated with this target, Toronto Hydro proposes a scorecard incentive of approximately
$3.3 million, derived from a proposed weighting of the System Capacity (Non-Wires) custom
metric at five percent of the total available incentive (565 million) under the PIM. In adopting
a proposed weighting of five percent of the overall PIM for this measure, Toronto Hydro was
informed by the net ratepayer benefits, and other incentive options offered under the OEB

Filing Guidelines, both of which are discussed below.

However, it is important to note that the scorecard incentive proposal, while having been
informed by these inputs, stands on its own merits as an integrated proposal within a
broader performance outcomes framework that Toronto Hydro is putting forward in this
application. As further outlined in section 3 of this narrative, this framework recognizes that
while quantified distribution system benefits are an important aspect of evaluating an

innovative proposal, they must be viewed as part of a suite of broader, upstream benefits
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that stem from pursuing non-wires solutions. The distributor plays a key role in finding cost-
effective ways to leverage DERs to meet its system needs, and in doing so, creating
opportunities for these DERs to be leveraged for bulk-system, customer, and societal value

and benefits.

These benefits entail the potential for massive curtailment of system peak demand increases
associated with decarbonization-through-electrification, depicted in the Consumer
Transformation and Net Zero 2040 scenario worlds in the Future Energy Scenario study filed
at Exhibit 2B, Section D4. If they can be successfully unlocked, future benefits in this respect
include:

e Avoided or deferred upstream transmission and generation investments;

e Lower delivery costs associated with reduced system losses;

e Energy cost reductions, either expressed as a benefit to end-use customers or as a
variable generation cost reduction;

e Economic and societal benefits associated with increased reliability and resilience
offered by a more diverse and localized supply mix;

e Economic and societal benefits associated with reduced greenhouse gas (“GHG”)
emissions, and in particular anticipated GHG emission reductions resulting from the
avoidance of marginal gas-fired electricity generation; and

e Other economic benefits associated with enhanced distribution system planning
where Toronto Hydro can increasingly rely on non-wires solutions to optimize the
size and the timing of system capacity expansions, and improve key outcomes such

as reliability.
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Benefit Cost Analysis (BCA)

Toronto Hydro prepared a benefit-cost analysis (“BCA”) to approximate the distribution
value to ratepayers of pursuing flexible non-wires solutions to address capacity constraints
in the Horseshoe North over the next rate term.

The BCA evaluates net present value (“NPV”) of the reduced distribution costs by comparing
the costs to ratepayers in rates (i.e. using revenue requirement) of the traditional load
transfer capital investments and the flexible non-wires LDR solutions, as the basis for
determining the net benefits of the latter option. In this analysis, Toronto Hydro applied the
estimated useful life (“EUL”) of the capital assets that are typically constructed in a load
transfer project as the period over which net benefits to customers are assessed, recognizing
the long-term benefits of capital investment avoidance. To that end, and recognizing that
some load transfers may only be deferred, the BCA calculates the net benefits of capital
deferral and capital avoidance separately. Based on Toronto Hydro’s knowledge of the
targeted area (Horseshoe North), and experience with the LDR program over the past seven
years, the utility assumes that approximately 75 percent of the load transfer projects in
scope can be avoided entirely, while 25 percent can be deferred for at least five years until

2030.

In Table 18 below, Toronto Hydro outlines the NPV of the benefits of capital deferral and

avoidance based on the LDR program facts outlined above.

Table 18: Toronto Hydro 2025-2029 LDR Flexible System Capacity BCA

Deferred Capital Avoided Capital
Parameters $2.50 million in load transfer capital $7.50 million in load transfer capital
investment deferred for 5 years at an investment avoided over the life of the
operational cost of $0.71 million assets (48 years) at an operational cost of
$4.99 million
Costs NPV of the operational costs of the non- NPV of the operational costs of the non-

wires solution (2025-2029): $0.57 million wires solution (2025-2029): $4.00 million
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Benefits

Deferred Capital

+
NPV of the revenue requirement
associated with the load transfer capital
investment to be made in 2030: $1.80
million

$2.37 million NPV Costs
NPV of revenue requirement associated
with capital investment deferred from
2025-29: $2.42 million

Avoided Capital

NPV of revenue requirement associated
with capital investment avoided in 2025
over the 48-year EUL: $7.27 million

Less (-) Less (-)
NPV Costs: $2.37 million NPV Costs: $4.00 million
Equals (=) Equals (=)

$55.07 thousand NPV Benefits

$3.27 million NPV Benefits

Total NPV Benefits =$3.32 million

2 The following assumptions underpin the calculation of the NPV benefits presented above:

3 e Deferred / avoided assets are load transfer projects with 48-year EUL, with a Capital
4 Cost Allowance (“CCA”) rate of eight percent. 2024 phase out of Accelerated
5 Investment Incentive Program is assumed, which suspends the half-year rule for
6 calculating CCA.

7 e 2025 ROE and interest rates are held constant per the parameters in Exhibit 5.

8 e Assumed that five years of LDR is sufficient to avoid the capital investment.

9 e NPV of five-year deferral assumes that the same asset would be installed five years
10 later, devaluing costs relative to status quo due to future discounting.

11 e Discount rate based on Weighted Average Cost of Capital (“WACC”) utilizing OEB’s
12 Toronto Hydro’s Cost of Capital Parameters, resulting in WACC of 6.17 percent.?®

28 Exhibit 5, Tab 1, Schedule 2.
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1 Comparative Analysis of Other Incentive Options

2 In this section Toronto Hydro presents a comparative analysis of other incentive options
3 available under the OEB Filing Guidelines: Shared Savings Mechanisms (“SSM”) and Margin
4 on Payment. To determine a suitable Margin on Payment incentive amount Toronto Hydro
5  evaluated the disincentives associated with pursuing non-wires solutions under the status
6 quo. More specifically, Toronto Hydro assessed the foregone opportunity to earn a regulated
7  rate of return (“ROE”) on the capital investments avoided and deferred, using an NPV
8 approach. The resulting analysis presented in Table 18 below indicates that Toronto Hydro’s
9 LDR proposal results in foregone utility ROE of approximately $3.2 million due to the deferral
10  and avoidance of load transfer capital expenditures.

11

12 Table 19: Margin on Payment Incentive Approach based on Foregone ROE

Deferred Capital Avoided Capital

Approach Quantify the net present value (NPV) of the foregone ROE associated with the
deferred and avoided capital investments.

Parameters  $2.50 million in load transfer capital $7.50 million in load transfer capital
investment deferred for 5 years (i.e. investment avoided over the estimated
from 2025 to 2030) useful life (EUL) of the assets (48 years)
Lost NPV of NPV of foregone ROE: $0.99 million NPV of Foregone ROE: $2.97 million
ROE Less (-)

NPV of ROE associated with capital
investment in 2030: $0.73 million
Equals (=)
$0.26 million NPV of Foregone ROE?*®

Total NPV of Foregone Revenue: $3.23 Million

13

14  To determine a comparable SSM incentive, Toronto Hydro considered two scenarios. The

15 first entails a 50/50 SSM in which the utility is permitted to keep 50 percent of the NPV of

29 The loss of ROE associated with deferred capital is limited to the reduced/discounted net present value of ROE for the
same asset installed in 2030 (deferred) as opposed to 2025 (status quo).
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benefits associated with capital investments that are avoided and deferred. Based on the
calculated NPV of benefits associated with LDR ($3.3 million) outlined above, a 50/50 SSM
yields an incentive of approximately $1.7 million. The second scenario entails a higher
incentive of 75/25 SSM in which the utility is permitted to keep 75 percent of the NPV of
benefits. This scenario produces an incentive of $2.5 million. In both of these scenarios,
Toronto Hydro observed that the SSM framework is not sufficient to level the playing field

between the non-wires solution (LDR) and the conventional option (load transfers).

Concluding Remarks re Toronto Hydro’s Non-Wires Incentive Proposal

Leveraging DERs as non-wires to defer or avoid conventional capital solutions is a developing
strategy in Ontario and other jurisdictions that have embarked on an energy transition.3°
The OEB, industry stakeholders and policy-makers recognize that distribution utilities like
Toronto Hydro are essential in enabling this strategy to unlock potential future economic
and societal benefits for customers.3! Distributors must have appropriate incentives to
dedicate the resources and develop the operational capabilities that are necessary to enable

proliferation of non-wires strategies.

The scorecard incentive proposal aligns with these policy objectives in a manner that is
balanced and integrated with the utility’s broader performance framework. The proposed
weighting of five percent to this metric produces an incentive of approximately $3.3 million,

which Toronto Hydro can only earn in the next rate term (i.e. 2030-2034) if it delivers on its

30 OFGEM, Transition to a net zero energy system, Smart Systems and Flexibility Plan 2021 (July 2021)
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment data/file/1003778/smart-
systems-and-flexibility-plan-2021.pdf; REV Connect — Grid-Edge Flexibility, https://nyrevconnect.com/grid-edge-
flexibility/ https://nyrevconnect.com/non-wires-alternatives/

31 OEB, Framework for Energy Innovation: Setting a Path Forward for DER Integration (January 2023) at pages 11-13;
Minister of Energy, Letter of Direction from the Minister to the Chair of the OEB Board of Directors (October 21, 2022) at
page 4.
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ambitious goal of procuring 30 MW of non-wires system capacity over the 2025-2029 period.
This proposal protects ratepayers, as demonstrated by the BCA above,?? and provides the
utility an appropriate incentive to continue maturing in its journey of developing non-wires
capabilities to help unlock broader and more significant long-term benefits that are not yet

captured in the BCA.
Investments that contribute to achieving the System Capacity (Non-Wires) performance
target and more generally enable Toronto Hydro to advance its non-wires capabilities are

summarized in Table 20 below.

Table 20: Key Enabling Investments — System Capacity (Non-Wires)

Program Description of Key Enabling Investments re Non-Wires Solutions

Non-Wires Solutions | Investments in this program help address short-to-medium term capacity
constraints at targeted transformer stations where local demand response
(“LDR”) can be leveraged to support the broader distribution system cost-
effectively, thereby expanding the planning toolbox for the utility (Exhibit 2B,
Section E7.2).

Generation This program allows Toronto Hydro to fulfill its regulatory obligations to connect
Protection Distributed Energy Resource (“DER”) projects to its distribution system.
Monitoring and Investments in this program alleviates technical barriers to connecting DERs. It
Control also improves monitoring and control to ensure safe DER operation (Exhibit 2B,

Section E2.4.1 and Exhibit 2B, Section E5.5).

Customer The Customer Connections and Key Accounts segments provide customer support
Operations for DER connections. The Customer Connections segment is responsible for
handling all communications with customers relating to connection (both load
and generation) and upgrade requests. The team manages a project from intake
through to closure providing a single point of contact for all customer requests
and communications related to a connection. This ensures a consistent and
efficient customer experience. The Key Accounts team assists Key Account

customers (i.e. customers with critical loads, including large customers, hospitals,

32 The 2025 NPV savings of $3.3 million shown in the BCA compare to a 2025 NPV utility incentive of approximately $2.3
million assuming the incentive is recovered over the 2030-2034 rate term.
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Program

Description of Key Enabling Investments re Non-Wires Solutions

financial institutions, essential public services, and developers) with complex
connections and by discussing opportunities for behind-the-meter energy
solutions to meet customer goals (Exhibit 4, Tab 2, Schedule 8).

Control Centre
Operations

Operational investments to ensure sufficient resources to meet increase in
workload associated with growth of DERs and expansion of Flexibility Services
(Exhibit 4, Tab 2, Schedule 7).

Legal Services and
Procurement

Operational investments to support procurement (Exhibit 4, Tab 2, Schedule 18)
and negotiation of capacity contracts (Exhibit 4, Tab 2, Schedule 18, Section 5) are
critical to the success of LDR.

Asset and Program
Management

Operational investments to support the capacity planning and grid innovation
functions including, planning the requisite connection capacity to accommodate
current and forecasted levels of DERs in Toronto Hydro’s service area, as well as,
identifying opportunities for adopting non-wires alternatives to maximize the use
of existing distribution system assets. Investments also support the grid
modernization function, including the development and execution of the Grid
Modernization Strategy and its grid readiness component which will build
capabilities to support decentralization with platforms such as the Distributed
Energy Resource Management System (“DERMS”) and leveraging DER connections
for grid operations such as through the use of Demand Response Exhibit 4, Tab 2,
Schedule 9).

Innovation Fund

Proposal for Innovation Fund (Exhibit 1B, Tab 4, Schedule 2) to support the design
and execution of innovative pilot projects over the 2025-2029 rate period. The
pilot projects to be deployed through the Innovation Fund would focus on testing
new technologies, advanced capabilities, and alternative strategies in the areas of
DER integration and inventive solutions (aligned with section 2.17 of Chapter 2 of
the OEB’s Filing Requirements for Distribution Rate Applications).

3. BENEFITS ANALYSIS

Toronto Hydro’s PIM incentivizes the utility to achieve meaningful and valuable outcomes

for customers across a wide set of objectives that: (i) are responsive to fundamental shifts

taking place in the external environment as a result of the energy transition, and (ii) align

with customer feedback and the strategic underpinnings of the plan. Many of the metrics
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included in Toronto Hydro’s PIM vyield significant but difficult-to-quantify benefits for
customers. Nonetheless, where possible, Toronto Hydro took steps to quantify the benefits

to customers of achieving the identified performance targets.

The benefit analysis presented in this section illustrates the minimum economic value of the
PIM for customers should the utility achieve its proposed targets. While Toronto Hydro
recognizes that quantified benefits are an important aspect of evaluating innovative
proposals, the utility underscores the practical reality that quantified benefits cannot paint
a full picture of the value proposition for customers. The benefits summarized in Table 21
below should be regarded in a comprehensive context with thoughtful consideration of all
the other benefits in the performance framework for this application, which although cannot

be quantified, nonetheless provide high value to customers.

Table 21: PIM Quantified Benefits Analysis ($ Millions)

Metric 2025-29 Lifetime33 Approach
. Customer Interruption Cost
Outage Duration $32.5M $605.2M Avoidance,?* Target vs IRM scenario

$6.5M - $182.5M - Customer Interruption Cost Avoidance,
SN A ) $21.6M $413.4M  Target vs IRM scenario

Value of energy delivered to

New Services Connected on $31.7M - $31.7M - customers without delaying new
Time $142.6M $142.6M connections. Target performance VS a

range of typical performance levels

: ) Avoided capital-related revenue
System Capacity (Non-Wires) $3.1M $21.0M requirement costs through LDR3

33 Benefits are considered over the applicable asset life. For Efficiency Achievements, this analysis assumes that benefits
are likely to be achieved primarily through technology investment (software) that have an average useful life of 5 years.
34 Based on the values in Tables 1-3 and 1-5 of the Value of Service Study found at Exhibit 2B, Section D3, Appendix D.

35 Based on nominal benefits resulting from avoidance and deferral of capital investment through non-wires solutions. A
full net present value cost-benefit analysis is provided in section 2.4.3 above.
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Metric 2025-29 Lifetime3® Approach

Efficiency-factor expectations for
$50.7M 2025-29 are sustained into the next
rate term by achieving the target.

Efficiency Achievements $16.4M

Sustained carbon emission reduction

$1.5M Vs current emission level

Total Benefits (Nominal) 222632’:\/; 559223:':‘”“/"

Emissions Reductions S0.2M

Total Benefits (Present Value) izgg;nM $$246 16 5;76“[,:”-

Based on the analysis in Table 21 above, the nominal sum of benefits expected in the next

period ranges between approximately $90 million and $216 million. The low end of the range
of nominal benefits to ratepayers over 2025 to 2029 — $90.3 million —includes $16.4 million
resulting from Toronto Hydro’s empirically-derived 0.15% efficiency factor, and $0.2 million
relating to reduced federal carbon tax payments from emission reductions. The former
represents the efficiency benefits customers would normally receive in rates under RRF
incentive regulation based on empirical total cost benchmarking, and the latter represents
cost reductions which would not be reflected in rates until Toronto Hydro’s next rebasing
application for 2030 rates. As such, an appropriate calculation of minimum benefits relative
to Toronto Hydro’s proposed S$65 million incentive would remove these amounts. The result

is a minimum direct benefit of approximately $74 million over the 2025 to 2029 period.

The analysis supports that customers are better off in all scenarios where the PIM is
approved. Customers may receive benefits at the high-end of the estimate ranges that well
exceed any potential PIM incentives over the 2025 to 2029 rate term, in addition to
significant lifetime benefits that range between approximately $890 million to over $1.23
billion on nominal basis. While achievement of the targets and underlying benefits
represents the optimal outcome for ratepayers, if Toronto Hydro does not achieve the

targets no incentive (or only a partial incentive) would be rewarded. The result is that
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customers are protected upfront, and significant risk is shifted to the utility to deliver value
through performance outcomes that customers prioritize in order to earn-back the

incentive.

The following sections detail the methodologies that Toronto Hydro relied on to quantify

the benefits presented in Table 21 above.

3.1 Outage Duration & Outage Frequency
The System Average Interruption Duration Index (“SAIDI”) and System Average Interruption
Frequency Index (“SAIFI”) are well established metrics to assess key dimensions of grid
reliability performance. While SAIDI quantifies the annual average duration (in minutes) of
power outages that customers experience, SAIFI calculates the average annual instances of
power disruptions per customer. As described in section 2.1, Toronto Hydro’s 2025-2029
Custom Scorecard includes a subset of these reliability metrics, namely:

e Outage Duration: SAIDI excluding scheduled outages, LoS and MEDs; and

e Outage Frequency: SAIFI measuring the interruption frequency index for outages

caused by defective equipment only.

3.1.1 Benefits of Outage Duration and Frequency

To quantify the reliability benefit of its 2025-2029 Investment Plan, Toronto Hydro utilized
the Customer Interruption Cost (“CIC”) methodology, which is also referred to as Value of
Service (“VOS”) or Value of Lost Load (“VolLL"”). These methods are widely used to evaluate
the benefits of various programs, reliability improvements included. Toronto Hydro relied

on the 2018 Customer Interruption Cost (“CIC”) study3® to determine the value of reliability

36 Please see Exhibit 2B, Section D3, Appendix D.
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to customers in its service area, and used a historical and forecasted Toronto Consumer Price

Index (CP1)3” to adjust these values for the relevant time periods.

Table 22: Outage Duration and Outage Frequency Inputs

2025 2026 2027 2028 2029
Cost per Average kW Estimates —

15.50 15.81 16.12 16.45 16.78
Event ($/kW) > > ? ? ?
Cost per Unserved kWh Estimates —

24.53 25.02 25.52 26.03 26.55
Duration (S/kWh) ? ? ? ? ?
Toronto Consumer Price Index 2.0% 2.0% 2.0% 2.0% 2.0%
Customers 800,374 803,344 806,017 808,731 811,245

Average Load per Customer®

For assessing the broad benefits accruing to Toronto Hydro’s diverse customer base, the
utility relied on a “blended” cost from the study; relying on the one-minute or more
interruption blended cost per average kilowatt (kW) and average unserved kilowatt-hour
(kwWh) per customer, where:

e Cost per Average kW Estimates is included in the Outage Duration benefit
calculation, representing the reduced time when energy is unavailable to
customers;

e Cost per Unserved kWh Estimates is included into SAIFI Defective Equipment
Outage Frequency benefit calculation, indicative of fewer sustained outage events

experienced by customers.

37 For historical values Toronto Hydro relied on the Statistics Canada Consumer Price Index, and for future values the
utility relied on the Conference Board of Canada, Major City Insights — Toronto (Released September 13, 2023).

38 Historical and projected average loads are based on total normalized energy consumption and total number of
customers in accordance with Exhibit 3, Tab 1, Schedule 1.




10

11

12

13

14

15

Toronto Hydro-Electric System Limited
EB-2023-0195

Exhibit 1B

Tab 3

Schedule 1

ORIGINAL

Page 61 of 68

To measure improvements in grid reliability, Toronto Hydro compared its targeted average
five-year reliability metrics for 2025-2029 against estimated reliability performance under
an IRM scenario as explained above in section 2.1.1 and 2.1.2. Tables 23 and 24 present the
reliability benefits that Toronto Hydro’s 2025-2029 investment plan offers to customers over

this period compared to the IRM base case.

Table 23: Outage Duration Customer Benefits for 2025-2029 ($ Millions)

2025 2026 2027 2028
Target $50.6 $51.5 $52.5 $53.8 $54.8
Base Case $56.8 $57.9 $58.9 $60.4 $61.5

Reliability Benefits  $6.2

Table 24: Outage Frequency Customer Benefits for 2025-2029 ($ Millions)

2025 2026 2027 2028 2029
Target *° $15.8-$18.7 $16.1-$19.0 $16.4-%$194 $16.8-$19.9 $17.1-$20.2
Base Case $19.9 $20.3 $20.7 $21.2 $21.6

Reliability Benefits  $1.2 - $4.2 $1.3-%$4.2 $1.3-%$4.3 $1.3-%4.4 $1.3-%$4.5

The reliability benefits of Toronto Hydro’s investments in the 2025-2029 plan extend well

beyond this rate period. To quantify these benefits from a longer-term perspective, the
present value of avoided CICs for both duration-based and event-based metrics were

calculated, based on an average life of 45 years for distribution assets, weighted average

39This range reflects the Outage Frequency target set out in section 2.1.2.
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cost of capital,*® and long-term inflation projections.*! Table 25 presents the lifetime

reliability benefits that the 2025-2029 investment plan offers for the utility’s customers.

Table 25: Lifetime Value 2025-2029 Outage Duration and Frequency Customer Benefits*?

Lifetime Value (2025-2070)

Outage Duration (SAIDI) Benefits $605.2M

Outage Frequency (SAIFI) Benefits $182.5M - $413.4M

3.2 New Services Connected on Time

Similar to the Outage Duration and Outage Frequency metrics, the benefits of timely New
Services Connected are calculated using adjusted CICs, under the assumption that delayed
connection results in loss of service hours, yielding associated economic losses. This
approach illustrates the value of the higher level of service that Toronto Hydro has
committed to maintain by evaluating the benefit to High Voltage (“HV”) and Low Voltage

(“LV”) customers who are connecting or upgrading their services to the grid.

3.2.1 Benefits of New Services Connected on Time

The benefits of New Services Connected on Time are measured by contrasting the value of
energy delivered to the customer on time, against a scenario where service is delayed. This
analysis predominantly reflects the needs of HV customers — typically large businesses
where delayed connections directly translate to revenue losses. The CIC study calculates CIC

as direct losses for commercial and industrial customers indicating acute cost and revenue

40 Weighted Average Cost of Capital of 6.17% as per Exhibit 5, Tab 1, Schedule 2.

41 2% inflation based on the 2025-2027 annual inflation projection by Conference Board of Canada, Major City Insights —
Toronto (released September 13, 2023).

42 The base case scenario estimates the Outage Duration reaching 53.2 min and Outage Frequency reaching 0.51 events in
2029, the last year of the rate term. Toronto Hydro applied an improvement delta between the targeted reliability levels
and the base case reliability in the final year to calculate the benefits beyond 2029.
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implications of unsupplied energy. In contrast, residential customers typically have lower
electricity consumption and the interruptions often mainly affect personal comfort and
convenience. Therefore, the methodology to calculate CICs for residential customers is

based on estimating the customer’s willingness to pay to avoid the outage.

HV customers (connected to High Voltage lines >750kVA) typically fall into the General
Service >5MW, General Service 1-5MW, and General Service 50kW -1000kW rate classes. LV
customers (connected to lines <750kVA) generally include smaller business and residential
customers under the Residential, General Service <50kW and Competitive Sector Multi-Unit
Residential rate classes. With small businesses included, the General Service <50kW

category would also face tangible costs from connection delays.

To calculate the benefits of timely connections, Toronto Hydro relied on the data shown in
Tables 26 and 27, which provide:
e Number of forecasted connections to HV and LV customers®3
e Average load per HV and LV customers, based on division of total consumption by
number of customers, based on rate class
e Average delay time in days/hours
e CIC duration, reflecting the 24 hours cost per unserved kWh for Large Business as
HV customers, and a weighted average cost for Residential and Small-Medium

Business as LV customers.

As noted above in section 2.2.1, Toronto Hydro’s target performance against the New
Services Connected on Time metric is 99 percent relative to the OEB’s service quality

requirement of 90 percent of new connections completed on time. Where connection delays

43 See section 2.2.1 above.



10

11

Toronto Hydro-Electric System Limited
EB-2023-0195

Exhibit 1B

Tab 3

Schedule 1

ORIGINAL

Page 64 of 68

do occur, the average delay runs 21 days (504 hours) for HV customers and 13.5 days (325
hours) for LV customers. To quantify the value of the higher level of service that Toronto
Hydro has committed to maintain over 2025-2029 rate term, the utility compared targeted
performance against both the OEB's minimum service quality requirement and the average

five-year (i.e. 2018 to 2022) performance of a peer group of Ontario distributors.*
Tables 26, 27 and 28, below show that meeting the performance target with respect to New
Service Connected on Time custom measure yields a total benefit in the range of $31.7 to

$142.6 million over the 2025-2029 period.

Table 26: High-Voltage Connections Customer Benefits for 2025-2029

2025 2026 2027 2028 2029
Number of HV Customer
. 120 120 120 120 120
Connection
Performance Target 99% 99% 99% 99% 99%
OEB Minimum Service
. . 90% 90% 90% 90% 90%
Quality Requirement
Average LDC Performance 97% 97% 97% 97% 97%
Additional Customers
Connected on Time
relative to Average LDC 2.4-10.8 2.4-10.8 2.4-10.8 2.4-10.8 2.4-10.8
Performance and OEB
Standard®
Average Delay Time
504 504 504 504 504
(Hours)
Average Load (kW) 214 212 210 209 206
CIC Duration (S/kW) $22.78 $23.23 $23.70 $24.17 $24.65

Benefits ($ Millions)* $5.9-$26.5 $5.9-%526.7 $6.0-%27.0 $6.1-%27.4 $6.1-527.7

44 Hydro One, Hydro Ottawa, Alectra Utilities, Elexicon Energy, London Hydro, EnWin Utilities, and Enova Power.

45 The LDC average performance of 98% that applies to Low Voltage connections is assumed for High Voltage as well.
46 High-Voltage Customer benefits range given a threshold performance of 90% (OEB minimum service quality
requirement) and 98% (2018-2022 Ontario LDC average performance).
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1 Table 27: Low-Voltage Connections Customer Benefits for 2025-2029

2025 2026 2027 2028

Number of LV Customer
Connection 5,573 5,714 5,859 6,008 6,161

Performance Target 99 999 999 999 999

OEB Minimum Service
Quality Requirement 90% 90% 90% 90% 90%

Average LDC
Performance 97% 97% 97% 97% 97%

Additional Customers

Connected on Time

relative to Average LDC 111.4-501.5 114.2-514.2 117.1-527.3 120.1-540.7 123.2-554.4
Performance and OEB

Standard

Average Delay Time

(Hours) 325 325 325 325 325
Average Load (kW) 1 1 1 1 1
CIC Duration (S/kW) $7.28 $7.38 $7.48 $7.59 $7.68

Benefits ($ Millions)*’

2

3 Table 28: Total HV & LV Connection Customer Benefits for 2025-2029 ($ Millions)

2025-2029

$6.2-527.8 $6.2 -$28.1 $6.3 - $28.5 $6.4 - 529 $6.5-529.2 $31.7-5142.6

47 Low-Voltage Customer benefits range given a threshold performance of 90% (OEB minimum service quality
requirement) and 98% (2018-2022 Ontario LDC average performance).
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3.3 System Capacity (Non-Wires)

As noted above in section 2.4.3, in the 2025-2029 rate term Toronto Hydro plans to expand
its LDR program to avoid and defer capital expenditures associated with load transfers,
which become necessary when serving customers in areas of the grid that experience

capacity constraints due to high-growth.

3.3.1 Benefits of Non-Wires Solutions

Toronto Hydro assessed the reductions to distribution costs as a result of deferring or
avoiding load transfer projects through the use of LDR as a non-wires solution. The results
of this analysis yield nominal ratepayer benefits of approximately $3.1 million in the 2025-

2029 rate period, and nominal lifetime benefits of $21 million.*®

3.4 Efficiency Achievements

As explained above in section 2.4.1, Toronto Hydro's approach to realizing efficiency gains is
based on achieving a top-down target equivalent to the 2029 revenue requirement value of
the proposed efficiency (stretch) factor within the Custom Revenue Cap Index set out at
Exhibit 1B, Tab 2, Schedule 1. This section outlines the methodology used to calculate the
annual benefits of these efficiency achievements for the forthcoming years, and explains

how these gains align with other performance metrics.

3.4.1 Benefits of Efficiency Achievements
By the end of the rate term, the 0.15 percent efficiency (stretch) factor results in cumulative
stretch of 0.6 percent relative to the 2029 revenue requirement, and yields a 2029 revenue

reduction of approximately $6.9 million — the target on the Efficiency Achievements metric.

48 These benefits are based on the BCA in section 2.4.3 but presented on a nominal basis for comparability with the other
metrics in the analysis.
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A core function of the $6.9 million target, and its associated benefits, is the requirement that
efficiencies must persist into the next rate term, which is assumed to be 2030 to 2034. As
such, through this metric, Toronto Hydro is incented to pursue sustained efficiencies that
will be realized in base rates starting in 2030. To calculate the 2030 to 2034 benefits, the
2029 target of $6.9 million was multiplied by five years. Table 29 below presents the
calculation. Overall, from 2025 to 2034, the Efficiency Achievement metric, in combination
with the 0.15 percent efficiency factor over the 2025-2029 rate period, yields a total

customer benefit of approximately $50.7 million on a nominal basis.

Table 29: 2025-2034 Efficiency Customer Benefits ($ Millions)

2030-34 Total

Base Revenue 972.4 1,027.0 1,074.4 1,175.7 1,219.2
Requirement

Revenue Requirement 972.4 1,025.5 1,071.3 11,1709 1,212.2
with 0.15% efficiency

factor

Efficiency Factor 0.15% 0.30% 0.45% 0.60%

Efficiency Benefits

3.5 Emissions Reductions

As noted in section 2.3.2 above, Toronto Hydro emissions reduction benefit is based on
Scope 1 emissions from vehicle fleet and buildings emissions. Table 30 highlights the buildup
of the emissions reduction benefits throughout 2025-2029 period. Utilizing the increase in
Canada’s federal cost of CO2 from $95/ton in 2025 to $155/ton by 2029,*° Toronto Hydro’s
Emissions Reductions target would yield $221,510 in savings benefits within the 2025-2029
period. To calculate life-time benefits a value of $170/ton was used for 2030 and beyond

over the useful of the assets which is 11 years for fleet and 22 years for facilities. This

49Greenhouse Gas Pollution Pricing Act SC. 2018, c. 12, s. 186 at Schedule 4
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calculation results in a lifetime quantified benefit from Emissions Reductions of

approximately $1.5 million.

Table 30: Emissions Cost Reductions (tCO2e)

2025 2026 2027 2028 2029
Fleet and Buildings Scope 1 Emissions 2,892 2,782 2,684 2,576 2,478
Annual Savings Relative to 2024%° 120 230 328 436 534
Canada CO2 price ($/tC0O2e)>! $85 $110 $125 $140 $155
Annual Emissions Reduction Savings $11,400 25,300 $41,000 $61,040 $82,770

Emissions Reductions

$11,400 36,700 $77,700 138,740 $221,510

Cumulative Savings

Toronto Hydro notes the obvious, but key observation, that the emissions reductions
qguantified benefits above do not consider the inherent value of achieving net-zero targets
to mitigating the existential and economic impacts of climate change. This observation
applies directly to the Emissions Reductions metric and more broadly to this performance
incentive framework, and the 2025-2029 investment plan that underpins it. Among other
many important objectives, this plan reflects Toronto Hydro’s commitment to enable
climate action by readying its grid and operations ready to serve Toronto residents,
businesses and institutions who want plug-in electrified technologies safely, reliably and

efficiently in this rate period and decades to come.

50 For 2024 Fleet and Buildings Scope 1 emissions are projected at 3,012tCO2e.
51
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HISTORICAL PERFORMANCE RESULTS

Toronto Hydro is a performance-driven organization focused on delivering value to its
customers through outcomes. The utility tracks and reports its performance annually on 45
distinct measures aligned with outcomes in the OEB’s Renewed Regulatory Framework for
Electricity Distributors. Over the last decade, Toronto Hydro improved its performance on
a number of key service quality measures, as detailed throughout this schedule, and

summarized in Table 1 below.

Table 1: Toronto Hydro’s Performance Improvements over the Last Decade

OEB Outcomes ‘ Categories Performance Measures 2013 2022 | % Change
Billing Accuracy 96.61 99.11 3%
Rescheduling a Missed Appointment 98.4 100 1.6%
Customer Satisfaction Survey Results (%) 91.01 94 3%
Customer
(AR D Service First Contact Resolution (%) 77.0 92 19%
New Residential/Small Business Services
. 94.2 99.89 5%
Connected on Time
Customers on eBills (total) 64,163 | 381,490 495%
Total Recordable Injury Frequency (per
Safety Rl v (p 2.26 0.47 -60%
100 workers)
Operational SAIDI - Defective Equipment (hours) 0.46 0.34 -26%
Effectiveness System SAIFI - Defective Equipment 0.53 0.46 -13%
Reliability FESI-6 Large Customers (# feeders) 22 12 -45%
Emergency Urban Response 74.4 86.5 16.3%

11

12

13

14

15

This schedule presents and explains Toronto Hydro’s performance results reported in the:

(1) Electricity Distributor Scorecard (“EDS”),

(2) OEB'’s electricity service quality requirements (“ESQRS”), and

(3) 2020-2024 Custom Scorecard approved in EB-2018-0165.

! The OEB started tracking Billing Accuracy and Customer Satisfaction Survey results in 2014.
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Table 2 below summarizes and compares Toronto Hydro’s recent five-year (2018-2022)

results with its performance over the previous five-year period (2013-2017).2 The sections

that follow the table explain the utility’s historical performance for each EDS measure.

Table 2: Toronto Hydro EDS Performance Results (2013-2022)

Performance Measures

2013-2017
(5-year avg)

2018-2022
(5-year avg)

New Residential/Small Business Services Connected on Time 95.72% 99.80%
Scheduled Appointments Met on Time 99.63% 99.68%
Telephone Calls Answered on Time 74.66% 76.15%
First Contact Resolution 83.00% 91%
Billing Accuracy 98.07%° 99.15%
Customer Satisfaction Survey Results 87%° 94%
Level of Public Awareness 70.33% 69%
Compliance with O. Reg 22/04 C C
Serious Electrical Number of General Public Incidents 1.2 17.6
Incidents Rate per 10, 100, 1000 km of line 0.106 0.608
SAIDI 0.96 0.846
SAIFI 1.26 13
DSP Implementation n/a n/a
Efficiency Assessment 5 5
Total Cost per Customer $995 $1,189
Total Cost per km of Line $53,287 $32,073
Renewable Generation CIA Completed on Time 95.64% 100%*
New Micro-embedded Generation Facilities Connected on Time 98.48% 96.71%
Liquidity: Current Ratio 0.68 0.76
Leverage: Total Debt to Equity Ratio 1.47 1.17
Profitability: Regulatory | Deemed 9.41% 8.83%
ROE Achieved 9.30% 7.64%

2 This information is derived from Toronto Hydro’s 2018-2022 and 2013-2017 EDS which are filed at Appendix A to this

schedule.

3 The OEB started tracking Billing Accuracy and Customer Satisfaction Survey results in 2014,
4 Value displayed represents the average from 2018 until the first quarter of 2021, as the filing requirement was
subsequently removed from the Reporting and Record-keeping Requirements (RRR).
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1.1 Service Quality: New Residential/Small Business Services Connected on Time

Toronto Hydro connected new residential and small business services (i.e. new connections
less than 750 volts) on time at average of 99.80 percent over the 2018-2022 period,
consistently exceeding the OEB’s performance standard of 90 percent. In 2022, Toronto
Hydro achieved its best result to date, connecting 99.89 percent of the 5,260 new residential

and small business connections on time.

Serving one of the fastest growing cities in North America, Toronto Hydro receives high
volumes of connections and upgrade requests for residential and commercial developments
each year. To meet these challenges, the utility strives for continuous improvement in its
planning and execution processes. For instance, in 2017, Toronto Hydro consolidated its
connection design teams to enable the allocation and distribution of work across design
team members in a more effective and efficient manner. In addition, Toronto Hydro
provided electronic means for customers to complete their connections inquiries. These
process improvements enabled customer inquiries to be handled efficiently and

expeditiously.

The utility’s performance under this measure is enabled by a number of programs including
Customer Connections and Customer Operations.> Provided that sufficient funding is
available for these and other supporting programs, the utility intends to maintain high
performance on this metric over the 2025-2029 rate period, despite increasing volumes and
complexity of customer connections work. Moreover, as part of the 2025-2029 Custom
Scorecard outlined in Exhibit 1B, Tab 3, Schedule 1, Toronto Hydro intends to augment its
performance on this metric with a custom (composite) measure that includes high voltage

and Distributed Energy Resource (“DER”) connections.

5 Exhibit 2B, Section E5.1 and Exhibit 4, Tab 2, Schedule 8.
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1.2 Service Quality: Scheduled Appointments Met on Time

Toronto Hydro met an average of 99.68 percent of all requested appointments on time over
the 2018-2022 period, consistently exceeding the performance standard set by OEB of 90
percent. In 2021 and 2022, Toronto Hydro achieved its best performance under this
measure, successfully meeting 99.92 percent of all requested appointments on time for both

years.

Toronto Hydro receives a high volume of appointment requests every year. Customers
request, and the utility offers, appointments for a broad variety of services including,
disconnections and reconnections for maintenance or service upgrades, connections,
underground infrastructure locates, inspections, and other site visits. An increase in the
volume of construction, and in particular of larger residential and commercial development
projects in the city, has led to an increase in the complexity of requests received by Toronto
Hydro during the 2020-2022 period. Specifically, there has been an increase in the number
of connections requiring main distribution system expansions, as well as an increase in
complex multi-unit segment locates. To mitigate the cost impacts from these conditions,
Toronto Hydro continues to work on streamlining its processes. For example, Toronto Hydro
is working with the Locate Alliance Consortium to streamline and share costs for the delivery

of locates with other infrastructure owners.

The utility’s performance under this measure is enabled by a number of programs including
Customer Connections and Customer Operations.® Provided that sufficient funding is
available for these and other supporting programs, the utility intends to maintain high

performance on this metric over the 2025-2029 rate period.

6 Supra note 5.
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1.3 Service Quality: Telephone Calls Answered on Time

Toronto Hydro answered an average of 76.15% percent of telephone calls on time over the
2018-2022 period, exceeding the OEB performance standard of 65 percent. In 2017, Toronto
Hydro extended its Call Centre weekday business hours from 8:00 a.m. to 4:30 p.m. to 8:00
a.m. to 8:00 p.m. The extended Call Centre hours resulted in more manageable call volumes,

contributing to improving results.

The utility’s performance under this measure is enabled primarily by the Customer Care
program.” While some year-over-year volatility is to be expected, if sufficient funding is
available for Customer Care program, the utility intends to maintain high performance on

this metric over the 2025-2029 rate period.

1.4 Customer Satisfaction: First Contact Resolution

First Contact Resolution tracks the successful resolution of a customer’s concern or needs
the first time they contact the utility. This measure reflects the proportion of telephone
enquiries related to a residential or commercial account where the issue was resolved in the
first call. Toronto Hydro’s performance on this measure averaged 87 percent over the 2013-

2022 period.

Toronto Hydro’s First Call Resolution performance improved from 77 percent in 2013 to 92
percent in 2022, the best result to-date. This trend demonstrates that Toronto Hydro’s
customer response model is becoming more efficient at understanding and responding to
customer inquiries faster and improving the overall customer service experience. The results
are attributed to continuous improvement efforts to create positive customer experiences,

including targeted process improvements, resource upskilling and leveraging technology

7 Exhibit 4, Tab 2, Schedule 14.
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(such as the Customer Self-Serve portal and mobile application) to offer customers better

tools to engage with the utility.

The utility’s performance under this measure is enabled by the Customer Care program,?
and other supporting areas of Toronto Hydro’s operations such as the Asset and Program
Management and the Public, Legal and Regulatory Affairs which oversee asset standards and
policies, regulatory requirements and customer communications. While some volatility can
occur as the nature of customer inquiries evolves, if sufficient funding is available for
Toronto Hydro’s operations, the utility intends to maintain high performance on the First
Contact Resolution metric over the 2025-2029 rate period. Moreover, as part of the 2025-
2029 Custom Scorecard, the utility intends to complement this metric with a custom
measure that tracks the timely resolution of customer inquiries that are escalated beyond

first contact.

1.5 Customer Satisfaction: Billing Accuracy

Billing inaccuracies may be caused by a variety of factors including incomplete or inaccurate
meter data, incorrect account or move-in/move-out information, or misapplication of rates.
Toronto Hydro issued an accurate bill 99.15 percent of the time on average over the 2018-
2022 period, exceeding the OEB’s performance target of 98 percent. Over the past decade,
Toronto Hydro invested in process improvements and hardware enhancements that
enabled it to achieve billing accuracy performance consistently above to the OEB standard
since 2016. Process improvements included streamlining the meter to cash process,
implementing preventative measures to monitor and reduce billing errors and exceptions,
improving training and standard operating procedure documents, and proactively

integrating relevant controls in new projects. Replacements of defective meters, increased

8 Supra note 7.
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engagement with vendors, enhancements to field service and metering data exception
management processes, and investments in metering and meter data collection

technologies also contributed to reductions in billing inaccuracies.

Toronto Hydro’s performance on this measure is enabled by a number of programs including
the Customer Care program,® and the Metering program.'® Regarding the latter, Toronto
Hydro intends to upgrade its residential and small commercial meters, under the Advanced
Metering Initiative (“AMI”) 2.0 deployment. The new meters will allow for
improved network range resulting in fewer errors and less manual meter reads enabling the
utility to maintain a high degree of billing accuracy even as customer consumption patterns
shift and evolve. Provided that sufficient funding is available for these programs, the utility
is committed to maintaining high performance on the Billing Accuracy metric over the 2025-

2029 rate period.

1.6 Customer Satisfaction: Customer Satisfaction Survey Results

Toronto Hydro first reported this measure in 2014 and surveyed customer satisfaction in the
following key areas: (a) power quality and reliability, (b) price, (c) billing and payment, (d)
communications, and (e) the customer service experience. In the 2022/2023 survey,
Toronto Hydro achieved an overall score of 94 percent. As part of the 2025-2029 Custom
Scorecard, the utility intends to complement this EDS metric with a custom measure aimed
at measuring customer satisfaction using post-transactional surveys at various points of
interaction (e.g. phone and email inquiries, key accounts engagements, customer

communication related to outages and construction projects).

9 Ibid.
10 Exhibit 2B, Section E5.4.



10

11

12

13

14

15

16

17

18

19

20

21

22

Toronto Hydro-Electric System Limited
EB-2023-0195

Exhibit 1B

Tab 3

Schedule 2

ORIGINAL

Page 8 of 37

1.7 Safety: Level of Public Awareness of Electrical Safety

Toronto Hydro values safety and proactively ensures awareness and importance of safety in
the vicinity of its distribution equipment. These activities include proactive contact voltage
scans on street-level assets, taking prompt corrective action where potential safety issues
are identified, and fostering a robust corporate safety culture including comprehensive

internal safety course work.

Distributors are required to report the results of a standard safety awareness survey of the
general public residing within their service territory, who may or may not be direct
customers, at least once every two years. The survey is designed by the Electrical Safety
Authority (“ESA”) and tests the respondents’ electrical safety awareness across several
topics, including power line clearance distances, emergency procedures related to vehicular
collisions with utility equipment and safety precautions related to excavation work. The
average Public Safety Awareness Index over the 2018-2022 period was 69 percent. The
results remain stable, and within the 4 percent margin of error, given the sample size of 600

customers.

For the 2025 rate period, Toronto Hydro intends to continue to monitor the level of public
safety awareness relating to the distribution system. The utility’s performance on this
measure is enabled by effective customer communications part of the Communications and

Public Affairs segment of the Public, Legal and Regulatory Affairs program.!

1.8 Safety: Compliance with Ontario Regulation 22/04

11 Exhibit 4, Tab 2, Schedule 18.
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Ontario Regulation 22/04 — Electrical Distribution Safety (“the Regulation”) establishes the
requirements for electrical distribution safety related to the design, construction, and
maintenance of electrical distribution assets owned by the utility.}? This includes making
sure appropriate procedures are in place to prevent general public accidents or incidents,
keeping the system in safe working condition, etc. The ESA deemed Toronto Hydro to be
compliant with the requirements of the Regulation over the 2018-2022 period. These results
were achieved through successful due diligence inspections, resolution of public safety
concerns, compliance investigations, and annual compliance audits conducted by the ESA
and a declaration of compliance. Toronto Hydro intends to remain in compliance with the

Regulation through the 2025-2029 rate period.

1.9 Safety: Serious Electrical Incident Index

The overall number of serious public electrical incidents increased over 2018-2022 due to
changes in the ESA’s guideline for reporting serious electrical incidents, which broadened
the scope of qualifying events under this measure as of 2020. For 2018-2019, Toronto Hydro
reported an average of 7 incidents, with an average ratio of 0.227 incidents per 1,000 km of
line. Due to more incidents qualifying thereafter, this number increased to an average of 25
incidents and average ratio of 0.862 incidents per 1,000 km of line for the years 2020, 2021
and 2022.

For the 2025-2029 rate period, Toronto Hydro continues to invest in a number of capital and
maintenance programs that aim to prevent incidents relating to equipment failures, for
instance through the Overhead and Underground System Renewal Program, Tree Trimming

Program, Insulator Washing Program, Overhead Infrared Scan Program/Overhead Line

12 Ontario Regulation 22/04 — Electrical Distribution Safety, under the Electricity Act, 1998, S.0. 1998, c. 15, Sched. A.
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Patrol and Cable Chamber Inspection and Infrared Scan. The mitigation of public safety risk

is enabled by a number of programs included in Exhibit 2B, Section E6 and Exhibit 4, Tab 2.

1.10 System Reliability: SAIDI / SAIFI

Over the last decade, Toronto Hydro’s investments to renew the system delivered
demonstrable reliability improvements by reducing the average duration of power outages
due to defective equipment by 30 percent over the 2013-2022 period, and the frequency of
outages due to defective equipment by 13 percent. Over the same period, the average
duration of outages — SAIDI excluding Loss of Supply (“LoS”) and Major Event Days (“MEDs”)
— reduced by 26 percent, while the frequency — SAIFI excluding LoS and MEDs — remained

steady.

The utility’s SAIDI performance improved over the last five years (2018-2022), averaging 0.85
and exceeding the OEB’s distributor target of 0.87. The utility’s SAIFI performance is slightly
worse than the OEB’s distributor target of 1.20, averaging at 1.30 during the 2018-2022
period. Please see Exhibit 2B, Section C for a comprehensive discussion on the underlying

causes of system interruptions captured by SAIDI and SAIFI.

The utility’s performance under the measure is enabled through a number of planned
sustainment and modernization work programs in the Distribution System Plan filed at
Exhibit 2B, as well as numerous operational programs detailed in Exhibit 4, Tab 2 including
Corrective and Preventative and Predictive maintenance programs, Asset and Program
Management, Control Center, and Emergency Response.? As part of the 2025-2029 Custom

Scorecard, Toronto Hydro intends to augment its reliability performance commitments with

13 Exhibit 4, Tab 2, Schedules 1-5 and 7.
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two custom measures: SAIDI excluding LoS, MEDs and scheduled outages, and SAIFI

Defective Equipment.

1.11 Asset Management: Distribution System Plan (“DSP”) Implementation Progress
The DSP Implementation Progress measure reflects the effectiveness of the utility in
implementing its DSP. This measure tracks the ratio of the actual cumulative capital

expenditures to the aggregate approved five-year capital expenditure amount.

Toronto Hydro undertakes hundreds of individual capital projects each year, and the
selection and timing of those projects varies with dynamic customer and system needs, as
well as weather, field conditions, permitting, site access, third party co-ordination, and other
factors. A regular part of Toronto Hydro’s operations is rebalancing the mix and timing of
capital projects to adjust for these factors. As of 2022, the DSP implementation progress
was 59 percent and is forecast to be 103 percent by the end of 2024. See Exhibit 2B, Section

E4 for more detailed information about the implementation of the utility’s 2020-2024 DSP.

1.12 Efficiency Assessment

Efficiency is determined using an econometric benchmarking model that compares actual
total costs to average total costs predicted by an econometric model based on Ontario
utilities. Utilities’ total costs are evaluated to produce an efficiency ranking based on the
magnitude of the difference between each utility’s actual and predicted costs. For the
period 2013-2022, Toronto Hydro’s efficiency ranking remained at a “5” as a result of
ongoing capital investment needs to sustain a safe and reliable grid, connect and serve

customer demand in a growing city, and standardize and modernize legacy equipment.
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While Toronto Hydro endorses the importance of an empirical assessment of distributor cost
efficiency, it submits that the methodology underlying the reported results for this measure
does not adequately assess the efficiency performance of an urban utility with Toronto
Hydro’s operating characteristics (e.g. density, system configurations and customer make-
up). In previous rate applications, econometric experts agreed that an expanded data set
including U.S. utilities along with urban variable is more appropriate to benchmark Toronto
Hydro’s cost performance.’* To that end, in this application the utility commissioned and
filed a custom econometric total cost benchmarking study which can be found at Exhibit 1B,
Tab 3, Schedule 3, Appendix A. The study found that Toronto Hydro’s total costs from 2020
through 2022 were 28 percent below the predicted benchmark which would place the utility

at an efficiency ranking of 1.

1.13 Total Cost per Customer and Total Cost per km of Line

From 2018 to 2022, Toronto Hydro’s total cost per customer increased by $189 and total
cost per kilometer increased by $5,367 as a result of Toronto Hydro’s ongoing investment in
prudent and necessary capital and operational work programs to (i) inspect, maintain and
renew aging and deteriorating assets that pose safety, environmental and reliability
performance risks, (ii) maintain and improve service quality performance on a number of
metrics as detailed through this schedule, (iii) serve customer demand in Canada’s largest
and fastest growing city, (iv) comply with a multitude of existing and evolving legal and
regulatory obligations; and (v) address incremental requirements driven by evolving
customer preferences and technology advancements. Over the 2018-2022 period, this
increase represents a cumulative average growth rate of 4 percent in total cost per customer
and 4.3 percent in total cost per kilometer of line, compared to an average inflation rate of

2.68 percent over the period using OEB parameters.

14 EB-2018-0165, Exhibit 1B, Tab 4, Schedule 2; Exhibit M1; OH Volume 10 (July 15, 2019) at page 116, lines 7-12.
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However, as noted in Exhibit 4, Tab 1, Schedule 1, a key observation to highlight when
evaluating the utility’s cost performance on per customer metrics is that serving Canada’s
densest and fastest (vertically) growing city, Toronto Hydro serves far more end-use
customers through bulk-metering and competitive sub-metering arrangements than its
actual customer count would otherwise indicate. Based on self-declarations submitted by
multi-unit residential buildings for the purposes of Regulated Price Plan elections and the
Ontario Energy Rebate (“OER”) program, Toronto Hydro estimates that it serves
approximately 340,000 end-consumers or more behind bulk meters. As the sub-metering
market has become more mature in Toronto over the last decade, a greater share of new
multi-unit buildings is opting for bulk-metering service connections. The practical effect of
operating in this urban environment with a deregulated sub-metering market is a slower
rate of formally reported customer growth from 2013 to 2022, which is putting artificial
upward pressure on cost performance metrics like Total Cost Per Customer and Total Cost

per km of Line.

1.14 Generation Connections: Renewables and Micro-Embedded Facilities

As of the end of 2022, Toronto Hydro connected nearly 2,400 distributed generation projects
of various sizes totalling approximately 305 MW in capacity. The utility averaged 96.71
percent for New Micro-embedded Generation Facilities Connected on Time over the 2018-
2022 period, consistently exceeding the OEB’s industry target of 90 percent. Toronto Hydro
also completed 100 percent of Renewable Generation Connection Impact Assessments
(“CIA”) on time over this period. Over the 2025-2029 period, Toronto Hydro intends to
include these measures as part of an expanded custom measure for New Service Connected

on Time.
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The utility’s performance on these measures is enabled by the Customer Connections,®
Generation Protection, Monitoring, and Control,'® Asset and Program Management,!’ and

Non-Wires Solutions.'®

1.15 Liquidity: Current Ratio (Current Assets/Current Liabilities)
The ratio of current of current assets and current liabilities reflects the company’s ability to
repay its current liabilities with its current assets. The average liquidity ratio for regulated

operations over the 2018-2022 period was 0.76.

Toronto Hydro’s “Current Assets” and “Current Liabilities” are determined in accordance
with the requirements of the OEB’s Electricity Reporting and Record Keeping Requirements
for Electricity Distributors (“RRR”) and the Accounting Procedures Handbook (“APH”), and
not by reference to International Financial Reporting Standards (“IFRS”). As a result, the
“Liquidity Ratio” expressed in the EDS may differ from similarly-termed financial ratios or
information presented in documents that the utility’s parent company, Toronto Hydro
Corporation, is required to file under securities laws, and which are available on System for

Electronic Document Analysis and Retrieval (“SEDAR”).

1.16 Leverage: Total Debt-to-Equity Ratio
The debt-to-equity ratio reflects the relative proportion of shareholders' equity and debt
used to finance a company's assets. The average leverage ratio for regulated operations over

the 2018-2022 period was 1.17.

15 Exhibit 2B, Section E5.1.
16 Exhibit 2B, Section ES5.5.
17 Exhibit 4, Tab 2, Schedule 9.
18 Exhibit 2B, Section E7.2.
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Toronto Hydro’s “Total Debt” and “Equity” are determined in accordance with the
requirements of the OEB’s RRR and APH, and not by reference to IFRS. As a result, the
“Leverage Ratio” expressed in the EDS may differ from similarly-termed financial ratios or
information presented in documents that Toronto Hydro is required to file under securities

laws and which are available on SEDAR.

1.17 Profitability: Regulatory ROE

Toronto Hydro’s average achieved regulatory Return on Equity (“ROE”) over the 2018-2022
period was 7.64 percent compared to an average deemed ROE of 8.83 percent. As of the
end of 2022, Toronto Hydro’s average achieved regulatory ROE over the first three years of
the current rate period (i.e. 2020-2022) was 6.81 percent, which is 1.71 percent lower than
its deemed ROE of 8.52 percent due to funding challenges experienced in the current rate
period, including the impacts of COVID-19 in 2020 and 2021 which were reported to the OEB

during the pandemic. 1920

The regulatory ROE is calculated on the same basis as the methodology used to establish
Toronto Hydro’s base rates for a year, which is prescribed by the OEB. The Regulatory ROE
is not determined in accordance with IFRS. As such, the EDS’ “Profitability” performance
measures (“Deemed” and “Achieved” Regulatory ROE) may differ from similarly-termed
expressions of profitability and return on equity presented in documents that Toronto Hydro
Corporation, the utility’s parent company, is required to file under securities laws and which

are available on SEDAR.

19 Exhibit 1B, Tab 2, Schedule 1.

20 Ontario Energy Board, Temporary Monthly Reporting Requirement Related to the Impact on Distributors Arising from
the COVID-19 Emergency (May 12, 2020) online:<https://www.oeb.ca/sites/default/files/letter-LDC-Liquidity-Reporting-
Requirement-20200512-rev.pdf>. For more information about COVID-19 impacts please refer to Exhibit 1B, Tab 3,
Schedule 3.
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2. ELECTRICITY SERVICE QUALITY REQUIREMENTS PERFORMANCE

Toronto Hydro monitors and reports ESQRs annually to the OEB’s RRR and the EDS. In

accordance with section 2.1.6 of the OEB’s Chapter 2 Cost of Service Filing Requirements,

this section discusses the reported ESQRs performance for the last five years (2018-2022).

A completed Appendix 2-G, documenting both Service Quality and Service Reliability

Indicators, is provided in Exhibit 1B, Tab 2, Schedule 2, Appendix B.

Table 2 below shows that over the last five years (2018 to 2022) the utility met or exceeded

the OEB’s ESQR standards on all the measures, except Appointment Scheduling for the

reasons explained below.

Table 2: 2018-20222 Toronto Hydro ESQR Performance Results

OEB 5-Year
ESQR 2018 2019 2020 2021 2022
Standard Avg.
Connection of New Services — Low
P 90 99.8 99.7 99.7 99.9 99.9 99.8
Voltage (“LV") (EDS)
Connection of New Service — High
90 100 99.3 99.7 99.3 99.2 99.5
Voltage (“HV”)
Connection of Micro-Embedded
. " 90 100 100 100 92.3 91.3 96.7
Generation Facilities (EDS)
Appointment Scheduling 90 81.6 91.8 94.1 90.7 81.2 87.9
Scheduled Appointments Met on
. 90 99.7 99.0 99.9 99.9 99.9 99.7
Time (EDS)
Rescheduling a Missed
. 100 100 100 100 100 100 100
Appointment
Telephone Accessibility (EDS) 65 80.2 74.8 69.9 76.9 79.1 76.2
Telephone Call Abandon Rate 10 1.4 3.5 2.7 1.1 1.1 1.96
Written Response to Enquires 80 98.4 99.4 96.3 98.3 99.7 98.4
Billing Accuracy (EDS) 98 99.3 99.2 99.2 99.0 99.1 99.2
Emergency Response (Urban) 80 86.6 92.4 88.3 88.5 86.5 88.5
Reconnection Performance
85 99.7 99.9 99.5 NA 99.5 99.7
Standard
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The following subsections discuss performance trends on specific ESQRs, excluding metrics
where performance is steady over the period (i.e. Rescheduling a Missed Appointment, and
Reconnection Performance Standard) or metrics that already are addressed in the EDS

section above.?!

2.1 Appointments Scheduling

Toronto Hydro offers customer appointments for a broad variety of services including
disconnections and reconnections for maintenance or service upgrades, connections,
underground infrastructure locates, inspections, and other site visits. Of these many
different types of appointments, underground infrastructure locates, are the highest volume

and the biggest driver of performance on the Appointment Scheduling metric.

Over the 2018-2022 period, Toronto Hydro scheduled 87.9 percent of appointments within
five business days, falling slightly below the OEB standard of 90 percent. The performance
did not meet the OEB standard over this period because in recent years Toronto Hydro
experienced a shift in locate work mix and volumes due to legislative changes and more
complex “multi-unit segment” locates relating to projects with large geographic footprints.
In light of these developments, Toronto Hydro took numerous steps to improve its locates

processes and improve performance on this metric, including:
e Working with Ontario One Call (“O0C”) and other utilities to take steps to streamline
locate requests to improve performance, including reducing the amount of

unjustified locate requests;

21 Specifically, the metrics for Connection of New Services — Low Voltage, Connection of New Micro-Embedded
Generation Facilities, Scheduled Appointments Met on Time, Telephone Accessibility, and Billing Accuracy.
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e Working with government and other utilities to transition large projects into the
dedicated locator model and potentially create an alternate project stream for large
projects separate from standard/residential locates;

e Working with the Locate Alliance Consortium (“LAC”) to coordinate locate services
with other infrastructure and sharing costs accordingly, which allows a single locate
service provider to perform locates on behalf of all participating utilities in a certain
area, streamlining the quality, timing and efficiency of the process;

e Establishing alternate locate agreements that enable excavators that meet Toronto
Hydro-specified requirements to excavate without the requirement of a utility
locate; and

e Expanding the locate request screening process which involves reviews by a trained
worker in office, eliminating the need for a site visit (and an appointment) where

there is no underground infrastructure owned by Toronto Hydro.

These utility’s efforts summarized above led to increase in Appointment Scheduling
performance from 2019 to 2021. Over these years, Toronto Hydro scheduled an average of
92.2 percent of all appointments within five business days, exceeding the OEB standard.
However, in 2022, performance once again decreased due to execution challenges in the

provincial locate industry a result of resourcing shortages and increased demand.

In addition, in April 2022, Bill 93, Getting Ontario Connected Act, 2022, received royal assent
and resulted in major changes to the Ontario Underground Infrastructure Notification
System Act, 2012 (“OUINSA”), which governs the provision of locates. 22 The new legislative
framework is significantly more onerous on utilities and other infrastructure owners due to

mandatory, penalty-backed, and increased compliance obligations, intended to impose

2250 2012, Ch 4. [“Ontario Underground Infrastructure Notification System Act, 2012"].
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stricter performance standards with respect to the timeliness and accuracy of locates. These
developments have greatly increased the demand for locate services and relevant input
costs, such as wages for workers with appropriate qualifications. There remains a great
degree of uncertainty with respect to the volumes of locates in the 2025-2029 rate period,
as the Government of Ontario signalled that it will consult on additional enhancements to
locate delivery requirements under the OUINSA, which may result in future legislative and

regulatory changes affecting demand for locate services.

The utility’s performance for Appointments Scheduling is enabled by programs such as
Customer Operations.?® To ensure the availability of funding for locates work necessary to
meet performance standards on this metric, without jeopardizing other outcomes and while
protecting ratepayers from potential over-recovery of costs in base rates, Toronto Hydro
requests the continuation, throughout the 2025-2029 rate period, of the recently approved
generic, sector-wide Getting Ontario Connected Act (“GOCA”) variance account.?* Please
refer to the Customer Operations program evidence, and the Deferral and Variance

Accounts evidence at Exhibit 9, Tab 1, Schedule 1 for more information about this proposal.

25

2.2 Telephone Call Abandon Rate

The Toronto Hydro’s Contact Centre receives approximately 343,000 telephone calls per
year. Despite this significant volume of calls, over the 2018-2022 period, Toronto Hydro
consistently exceeded the OEB standard for this measure with an average call abandonment
rate of 1.96 percent compared to an OEB standard of 10 percent. In 2019 and 2020, call

abandonment rates slightly increased to 3.5 percent and 2.7 percent respectively due to a

23 Exhibit 4, Tab 2, Schedule 8.
24 EB-2013-0143, OEB Decision and Order (October 31, 2023).
25 Supra note 23.
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combination of record high call volumes and resource shortages resulting in less tenured
staff for call handling. However, in recent years (2021 and 2022) the call abandonment rate
dropped down to 1.1 percent. The improvement is attributed to a more consistent
availability of resources for call handling throughout 2021 versus 2020, improved forecasting
methodologies and scheduling techniques to better align staffing levels with call arrival
patterns, and a higher abandon rate in 2020 resulting from a surge of calls related to launch
of the Customer Choice for Regulated Price Plan (giving customers choice to pick between

Time of Use or Tiered pricing plans) creating short duration challenges.

For the 2025-2029 rate period, Toronto Hydro intends maintain high performance on this
measure, provided that the Customer Care program which incorporates the Contact Centre

function is adequately funded and resourced. 2®

2.3 Written Response to Enquiries

A significant portion of customers continue to demonstrate a preference to communicate
via email versus telephone and expect shorter response times due to the electronic medium.
To be responsive to this evolving customer preference and expectation, over the last decade
Toronto Hydro invested in improving its performance in responding to written inquiries.
These efforts produced strong results. Over the 2018-2022 period, Toronto Hydro
responded to written enquiries within ten business days 98.4 percent of the time,
consistently exceeding the OEB standard of 80 percent.

Notably, in 2022, Toronto Hydro responded to over 90 percent of emails within one business
day. The utility achieved this result by implementing a number of training and process
improvements, including enhancements to internal email routing algorithms, to quickly

identify and contact the most appropriate resource to assess the customer enquiry and

26 Supra note 7.
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respond to the email. Toronto Hydro found that responding more quickly to customers
reduced the total volume of emails annually by 25 percent (approximately 23,000 emails)
from 2020 to 2022, and resulted in a 15 percent increase in customer satisfaction in this

area, as measured by post-transactional surveys.?’

For the 2025-2029 rate period, Toronto Hydro intends to maintain high performance on this
measure provided that key programs such as Customer Care, and Public, Legal and

Regulatory Affairs within the OM&A plan can be adequately funded and resourced. 282°

2.4 Emergency Response

Over the 2018-2022 rate period, Toronto Hydro responded to emergency calls within 60
minutes 88.5 percent of the time, consistently exceeding the OEB standard of 80 percent for
urban areas. Over the last decade, the utility invested in strengthening its Emergency
Response function to be better prepared to respond to more frequent extreme weather
events such as storms and high-wind days. These efforts resulted in improved performance

on this measure of 16 percent.
For the 2025-2029 rate period, Toronto Hydro intends maintain performance on this
measure provided that the Emergency Response program within the OM&A plan can be

adequately funded.3°

3. 2020-2024 CUSTOM PERFORMANCE MEASURES

27 Exhibit 1B, Tab 3, Schedule 1.
28 Sypra note 7.

29 Sypra note 11.

30 Exhibit 4, Tab 2, Schedule 5.
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This section presented the results of Toronto Hydro’s performance on the 2020-2024 custom

scorecard approved by the OEB in the utility’s last rebasing application (EB-2018-0165).3!

Table 3: 2020-2022 Custom Measure Performance

Toronto Hydro OEB Reporting
Toronto Hydro’s Custom Measures
Outcome Category

2020 2021 2022
Results | Results = Results

Customer Satisfaction | Customers on eBills 317,341 | 350,993 | 381,490
Total Recordable Injury Frequency 0.58 0.56 0.47
Safety
Network Units Modernization 61% 63% 65%
SAIDI - Defective Equipment 0.36 0.36 0.34
SAIFI - Defective Equipment 0.40 0.46 0.46
System Reliability FESI-7 System (# of feeders) 9 10 27
FESI-6 Large Customers (# of feeders) 10 5 12
Reliability MAIFI 3.18 3.39 3.36
System Capacity (# of Stations) 11 11 12
System Health (Asset Condition) —
N 11% 14% 9%
Asset Management Wood Poles
Direct Buried Cable Replacement 729 km | 697 km | 679 km33
In-Service Additions (Cumulative) 17% 35% 56%
Average Wood Pole Replacement Cost | $7,779 | $7,847 | $7,973
Financial Cost Control
Vegetation Management Cost per Km | $2,158 | $2,213 | $2,175
Oil Spills Containing PCBs (# of spills) 0 0 1
Environment Environment
Waste Diversion Rate 90.3% 91.5% 92.4%

3.1 Customers on Electronic Bills (“eBills”)

31 EB-2018-0165, OEB Decision and Order (December 19, 2019) at pages 44-45. Note that in place of some of these
measures, Toronto Hydro has proposed 15 Custom Performance Measures for the 2025-2029 plan period in the current
Application. Please see Exhibit 1B, Tab 3, Schedule 1 for more details.

32 As explained in Section 2.10 of this Schedule and Exhibit 2B, Section D3, Appendix A, Toronto Hydro refined its asset
condition assessment methodology for wood poles. With this approach, the System Health (Asset Condition) for Wood
Poles decreases to 6% in 2020 and decreases to 8% in 2021.

33 |n preparing this evidence, Toronto Hydro identified a data error in the number of km of direct buried cable remaining
on the system reported for 2022 actuals. As of the end of 2022, Toronto Hydro has 666 kilometers of cable remaining
rather than 679 kilometers. Please refer to Section 2.11 of this Schedule.
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The Number of Customers on eBills measure tracks the number of customers who opt-in to
receive an eBill, as opposed to a paper bill. From 2020-2022, Toronto Hydro achieved a 20
percent increase in eBill adoption over the 2020-2022 period converting over 64,000
customers to eBills. Since 2013, Toronto Hydro converted approximately 381,000 customers
to eBills yielding cumulative savings of $4.4 million from avoided paper, printing, and
postage costs. This accomplishment exceeded Toronto Hydro’s target of reaching 347,000
customers on eBills by 2024. The utility achieved this result through targeted customer
communication campaigns and continuous efforts to drive higher adoption of eBilling.

Please refer to Exhibit 4, Tab 2, Schedule 14 for more details.

Customers on eBills

450,000
400,000

350,000 =
300,000
250,000
200,000
150,000
100,000
50,000
0

2020 2021 2022

Figure 1: Customer on eBills Performance from 2020-2022

3.2 Total Recordable Injury Frequency (“TRIF”)

The TRIF measures tracks the number of recordable injuries per 200,000 exposure hours,
where a recordable injury is defined as any occupational injury or illness that results in an
employee experiencing a fatality, lost-time injury, medical treatment beyond first aid,

restricted work, or any other type of injury or illness associated with a significant injury,
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illness or loss of consciousness. TRIF performance reflects the utility’s commitment to health

and safety.

From 2020-2022, Toronto Hydro reduced TRIF from 0.58 in 2020 to 0.47 in 2022, an
improvement of approximately 19 percent. Toronto Hydro intends to continue reporting
TRIF as a custom measure over the 2025-2029 period. Please refer to Section 1.4.1 of Exhibit

1B, Tab 3, Schedule 2 for more details.

Total Recordable Injury Frequency
0.7
0.6
0.5
0.4
0.3
0.2

0.1

2020 2021 2022

Figure 2: Total Recordable Injury Frequency from 2020-2022

3.3 Network Units Modernization

The Network Units Modernization measure tracks Toronto Hydro's progress in installing
network units with resilient submersible protectors. In Toronto's downtown secondary
distribution network, there are approximately 1,900 network units that deliver safe and
uninterrupted service to customers. Some existing units are not watertight, making them
vulnerable to corrosion and rust after prolonged exposure to flooding. To mitigate the safety

and reliability risk of this equipment, the utility is actively installing new submersible units —
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a more resilient asset that can withstand potential flooding and maintain reliable service to

customers.

From 2020-2022, Toronto Hydro increased the percentage of submersible network units
from 61 percent in 2020 to 65 percent in 2022 through investments in the Network Unit
Renewal program and reactive network unit changeouts. By the end of 2024, the percentage
of submersible network units is expected to be 70 percent. This is slightly lower than planned
due to emerging needs within the program and cost pressures. For more details, please refer

to Exhibit 2B, Section E6.4.

Network Unit Modernization
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Figure 3: Network Unit Modernization Performance from 2020-2022

3.4 Momentary Average Interruption Frequency Index (“MAIFI”)
In the last rebasing application (EB-2018-0165), the OEB required Toronto Hydro to include
MAIFI on its custom scorecard to measure the average frequency of momentary

interruptions (i.e. less than one minute). The five-year average MAIFI result for 2018 to 2022
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is 3.11 compared to the corresponding value of 2.56 reported in the utility’s last application
(for the period 2013 to 2017). Although it appears from these results that the performance
on MAIFI is getting worse, Toronto Hydro notes that its ability to measure MAIFI is affected
by SCADA coverage, and that improving SCADA coverage over time (e.g. by converting
customers served by 4.16 kV stations without SCADA to 13.8 kV or 27.6 kV ones with SCADA
through programs such as Area Conversions) naturally results in capturing a higher
proportion of the momentary interruptions that are occurring. Therefore, performance on
this metric must be interpreted with a degree of practical caution as it is not necessarily
reflective of actual trends with respect to the frequency of momentary interruptions on the

system.

MAIFI
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1.5

0.5
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Figure 4: MAIFI Performance from 2020-2022

3.5 System Average Interruption Frequency Index (“SAIFI”) — Defective Equipment
SAIFI — Defective Equipment reports the number of sustained customer interruptions caused
by equipment failures due to material deterioration from age, utilization or environmental

conditions. This particular cause of outages is affected by the health of the distribution
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system, and the impact of Toronto Hydro’s capital and maintenance investments in
maintaining health demographics such as age and condition. From 2020-2022, Toronto
Hydro performed within a tight range of 0.40 and 0.46, consistent with its expectations and

historical performance.

SAIFI - Defective EQuipment
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Figure 5: SAIFI — Defective Equipment Performance from 2020-2022

As part of the 2025-2029 custom scorecard, the utility intends to continue reporting on this
metric to track customer outages directly attributed to equipment failures. For more details,

please refer to Exhibit 1B, Tab 3, Schedule 1.

3.6 System Average Interruption Duration Index (“SAIDI”) — Defective Equipment

SAIDI — Defective Equipment reports the average duration of customer interruptions caused
by equipment failures due material deterioration from age, utilization or environmental
conditions. Toronto Hydro’s efforts to renew and modernize the grid affect performance on
this metric. From 2020-2022, Toronto Hydro performed within a tight range of 0.32 and 0.36,

consistent with its expectations.
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SAIDI - Defective Equipment
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Figure 6: SAIDI — Defective Equipment Performance from 2020-2022

3.7 Feeders Experiencing Seven or More Sustained Interruptions (“FESI-7")

FESI-7 measures the number of feeders on Toronto Hydro’s system that experienced seven
or more interruptions exceeding one minute within a 12-month period. This measure
provides insight into the number of customers experiencing poor reliability service. In the

period from 2020-2022, feeders exceeding the threshold have increased from 9 to 27.

FESI-7 System
30
25
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15

10

2020 2021 2022

Figure 7: FESI-7 (System) Performance from 2020-2022
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This increase is primarily due to implementation of a new commercial software solution,
Oracle Utility Analytics (“OUA”), which allows outage data to be captured more accurately.
In particular, Toronto Hydro is now benefiting from improved record keeping for very small
outages (e.g. outages on the low-voltage secondary side of a transformer, serving only a
handful of customers). While the inclusion of these outages had a significant negative impact
on the FESI-7 measure (which counts all outages as equal regardless of size), this impact is
purely the result of better data quality and does not represent a real-world decline in the
customer experience. Furthermore, as many of the incremental outages being recorded are
very small (and therefore highly localized), it is less likely that these outages are contributing

to an experience of multiple outages per year for a significant number of customers.

This effect is illustrated by Figure 8 below. Over the 2017-2022 period, FESI-7 performance
resulted in an average of approximately 14 outages per year, however, when normalized for

localized events, FESI-7 performance is an average of about 5 outages per year.

30
25
20
15

10

2017 2018 2019 2020 2021 2022

e A\|| Feeder-Level Outages, excl. LoS & MEDs

Feeder-Level Outages excl. Localized events, LoS & MEDs

Figure 7: FESI-8 Performance Comparison from 2017-2022
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Toronto Hydro continues to perform targeted capital investments and maintenance work,

including Worst Performing Feeders investments to reduce the number of FESI-7 feeders.3*

3.8 Feeders Experiencing Six or More Sustained Interruptions (“FESI-6")

FESI-6 Large Customers tracks the number of feeders serving customers with average
monthly peak demand greater than one MW, that experienced six or more interruptions
exceeding one minute, excluding Major Event Days and Loss of Supply. Measuring feeders
experiencing outages at this threshold enables Toronto Hydro to account for customers with
lower tolerance for interruptions and heightened reliability needs such as hospitals, water
treatment plants, and commercial manufacturers. In the 2020-2022 period, feeders
exceeding the threshold have increased from 10 to 12. This increase is primarily due to
implementation of a new commercial software solution, Oracle Utility Analytics (“OUA”),
which allows outage data to be captured more accurately (refer to the FESI-7 discussion

above for more details).

FESI-6 Large Customers
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Figure 9: FESI-6 (Large Customers) Performance from 2020-2022

34 Exhibit 2B, Section E6.7.
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3.9 System Capacity

The System Capacity measure tracks potential capacity constraints at the station level by
measuring the ability of each station to connect at least one large customer. Focused on
transformer stations that supply power to the City of Toronto, this measure considers a
variety of factors that contribute to capacity concerns, including bus, transformer and feeder
capacity and positions. If any of these factors render the utility unable to connect a large
customer to a station, Toronto Hydro will report that particular station as part of this
measure. For the period 2020-2022, Toronto Hydro maintained its performance under this

measure at 11 to 12 stations.

System Capacity (# of Stations)
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Figure 10: System Capacity Performance from 2020-2022

3.10 System Health (Asset Condition) — Wood Poles

The System Health — Asset Condition (Wood Poles) measure reflects the health of wood
poles by tracking the percentage of poles in Health Index (“HI”) 4 condition (i.e. “material
deterioration”), and in HI5 condition (i.e. “end of serviceable life”). Wood poles are critical

assets and serve as an indication of overall distribution system health. This equipment
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represents a sizeable portion of the utility’s assets and is instrumental in ensuring reliability

and safety.

In 2022, the utility refined the asset condition assessment model for wood poles based on
its field experience to better reflect specific conditions. With this update, the System Health
(Asset Condition) for Wood Poles decreased to 6 percent in 2020 from 11 percent and
decreased to 8 percent from 14 percent in 2021. The percentage of asset in HI4/HI5 in 2022
is 9 percent which is a slight deterioration relative to 2020. This decrease is attributed to
natural changes in conditions of assets based on the latest inspection information as well as
changes in asset population due to system investments to manage deteriorating assets. As
explained in Exhibit 2B, Section E4, to balance the execution of the 2020-2024 capital plan
with a constrained level of funding relative to the needs and cost of the plan, the utility
reprioritized investments and reduced program pacing for the Overhead System Renewal

program.®®

System Health (Asset Condition) - Wood Poles
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Figure 10: System Health (Asset Condition) — Wood Poles Performance 2020-2022

35 Exhibit 2B, Section E6.5.
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3.11 Direct Buried Cable Replacement

The Direct Buried Cable Replacement measure tracks the number of kilometres of direct
buried cable remaining in the distribution system. Customers supplied by feeders containing
direct buried cable are more likely to experience lengthy interruptions resulting from
increased difficulty in locating and replacing faulty segments. This measure reflects Toronto
Hydro’s efforts to remove legacy assets from the grid that pose a reliability service risk to

customers.

In preparing this evidence, Toronto Hydro identified a data error in the number of kilometers
of direct buried cable remaining on the system reported for 2022 actuals. As of the end of
2022, Toronto Hydro has 666 kilometers of cable remaining on the system rather than 679
kilometers. Therefore, for the 2020-2022 period, Toronto Hydro replaced a total of 63 km of

direct buried cable, with 666 km of cable still remaining in the system at the end of 2022.

As explained in Exhibit 2B, Section E4, to balance the execution of the 2020-2024 capital plan
with a constrained level of funding relative to the needs and cost of the plan, the utility
reprioritized investments and reduced the pace of direct buried cables replacement in the

Underground System Renewal — Horseshoe.3®

36 Exhibit 2B, Section E6.2.
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Direct Buried Cable Replacement (km)
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Figure 12: Direct Buried Cable Replacement Performance from 2020-2022

3.12 In-Service Additions (Cumulative)

The In-Service Additions (Cumulative) metric measures the actual cumulative annual in-
service additions relative to the total five-year amount approved by the OEB in Toronto
Hydro’s last major rate application (EB-2018-0165). As of 2022, 56 percent of the total
approved amounts were put into service. By the end of 2024, Toronto Hydro expects in-
service additions (“ISAs”) to be just over 100 percent as outlined in Exhibit 2A, Tab 1,

Schedule 1.

In-Service Additions (Cumulative)
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Figure 13: Cumulative In-Service Additions Performance from 2020-2022



10

11

12

13

14

15

16

Toronto Hydro-Electric System Limited
EB-2023-0195

Exhibit 1B

Tab 3

Schedule 2

ORIGINAL

Page 35 of 37

3.13 Average Wood Pole Replacement Cost

The Average Wood Pole Replacement Cost measure tracks the unit cost of wooden poles
installed in the distribution system using a 3-year weighted average. In 2021, Toronto Hydro
refined its unit cost methodology and applied the new methodology retrospectively to
ensure year-over-year comparability in the results (i.e. as shown in Figure 14 below). With
this approach, the Wood Pole unit cost was $8,101 in 2020, $8,716 in 2021 and $8,317 in
2022. Year-over-year variances are attributed to the mix of programs through which poles
are replaced including Area Conversions for both box and rear lot pole configurations, as

well as the Overhead System Renewal program. 3738

Average Wood Pole Replacement Cost
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Figure 14: Three-Year Weighted Average Wood Pole Replacement Cost Performance

3.14 Vegetation Management Cost per km
The Vegetation Management Cost per km measure tracks the costs of trimming and clearing
of vegetation located near overhead feeders to minimize the risk of power interruptions

using a 3-year weighted average. In 2022, the vegetation management cost per km was

37 Exhibit 2B, Section E6.1.
38 Exhibit 2B, Section E6.4.
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$2,175, which is in line with costs per km in 2020. Toronto Hydro’s vegetation management

activities are described in Exhibit 4, Tab 2, Schedule 1.

Vegetation Management (cost per km)
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Figure 15: 3-year Weighted Average Vegetation Management Cost Performance

3.15 Oil Spills Containing Polychlorinated Biphenyls (“PCBs”)

The Qil Spills Containing Polychlorinated Biphenyls measure tracks the number of oil spills
containing PCBs that must be externally reported. Toronto Hydro has various types of
transformers (e.g. submersible, pad mounted, vault, pole mounted, network), all of which
can potentially contain PCB-contaminated oil. Toronto Hydro reported 1 oil spill containing
PCBs in 2022. Toronto Hydro notably reduced the number of PCB spill incidents, from as high
as 17 incidents in 2018 to 0 in 2020 and 2021 and 1 incident in 2022.

The decrease in the overall number of PCB spills is attributed to the proactive replacement
of transformers at risk of containing PCBs, which was enabled by an improved inspection
process put in place in 2018 to identify transformers with the potential to leak (e.g. heavily

corroded). These activities mitigate the risk of spills containing PCBs and align with meeting



10

11

12

13

Toronto Hydro-Electric System Limited
EB-2023-0195

Exhibit 1B

Tab 3

Schedule 2

ORIGINAL

Page 37 of 37

the December 31, 2025 legislative deadline to remove PCBs with a concentration greater

than 50 ppm.

3.16 Waste Diversion Rate

The Waste Diversion Rate measures progress on Toronto Hydro’s performance on office and
work site waste diverted from landfills. Waste diversion promotes recycling and reusing
materials and presents a number of environmental benefits including reducing waste and
lowering greenhouse gas emissions. For the period 2020-2022, Toronto Hydro consistently
reduced the amount of waste sent to the landfill and increased the amount of waste

recycled, achieving its highest waste diversion rate so far of more than 92 percent in the

year 2022.
Waste Diversion Rate
93.0%
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Figure 16: Waste Diversion Rate Performance from 2020-2022
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Customer Focus New Residential/Small Business Services Connected

Scorecard - Toronto Hydro-Electric System Limited 8/4/2023

) 99.80% 99.74% 99.73% 99.86% 99.89% ﬁ 90.00%
Service Quality on Time
Services are provided in a Scheduled Appointments Met On Time 99.66% 99.04% 99.85% 99.92% 99.92% €§ 90.00%
fnanr!er that responds to Telephone Calls Answered On Time 80.15% T4.77% 69.89% 76.87% 79.08% U 65.00%
identified customer
preferences. First Contact Resolution 89% 90% 92% 91% 92%
CustomeySatistaction Billing Accuracy 99.25% 99.21% 99.20% 99.00% 99.11% b 98.00%
Customer Satisfaction Survey Results 92% 92% 95% 95% 94%
Operational Effectiveness Level of Public Awareness 69.00% 70.00% 70.00% 68.00% 68.00%
Level of Compliance with Ontario Regulation 22/04 ! (¢} C c C C C
Continuous improvement in Serious Electrical Number of General Public Incidents 6 7 24 22 29 0 8
productivity and cost Incident Index Rate per 10, 100, 1000 km of line 0.209 0.244 0.831 0.758 0997 0.291
performance is achieved; and A Numb fH hat P G -
distributors deliver on system e | ‘:e'ag"; d“"; CIr @ e BEl (REer (D & s (9 0.81 073 0.90 0.97 082 ¥ 0.87
reliability and quality System Reliability nterruote ' .
objectives. Average Number of Times that Power to a Customer is 1.14 1.09 1.42 1.46 1.39 n 1.20
Interrunted 2
Asset Management Distribution System Plan Implementation Progress 95% 105% 17% 36% 59%
Efficiency Assessment 5 5 5 5 5
Cost Control Total Cost per Customer 3 $1,123 $1,164 $1,159 $1,189 $1,312
Total Cost per Km of Line 3 $30,210 $31,349 $31,120 $32,110 $35,577
Public Policy Responsiveness Renewable Generation Connection Impact Assessments
Distributors deliver on Completed On Time 4 100.00% 100.00% 100.00% 100.00%
obligations mandated by Connection of Renewable
government (e.g., in legislation Generation
and in regulatory requirements New Micro-embedded Generation Facilities Connected On Time . i . . . .
imposed further to Ministerial 100.00% 100.00% 100.00% 92.31% 91.25% U 90.00%
directives to the Board).
Liquidity: Current Ratio (Current Assets/Current Liabilities)
Financial Ratios 0.53 0.93 0.71 0.95 0.68
Leverage: Total Debt (includes short-term and long-term debt)
. . 1.20 1.15 1.19 1.13 1.17
to Equity Ratio
Profitability: Regulatory Deemed (included in rates) 9.30% 9.30% 8.52% 8.52% 8.52%
RET @R iy Achieved 9.33% 8.44% 5.90% 7.08% 7.44%
1. Compliance with Ontario Regulation 22/04 assessed: Compliant (C); Needs Improvement (NI); or Non-Compliant (NC). Legend: 5-year trend
2. An upward arrow indicates decreasing reliability while downward indicates improving reliability. o up €3} down a flat
3. A benchmarking analysis determines the total cost figures from the distributor's reported information. Current year

4. Value displayed for 2021 reflects data from the first quarter, as the filing requirement was subsequently removed from the Reporting and Record-keeping Requirements (RRR). . target met . target not met



Scorecard - Toronto Hydro-Electric System Limited 9/7/2018

Target
e e S O 2 94.20% 91.50% 96.90% 97.70% w2 ) 90.00%
on Time
Services are provided in a Scheduied Appointments Mat On Time 99.60% 90.80% 99.90% 99.50% 2037% §) 90.00%
Telephone Calls Answered On Time 82.00% 71.90% 76.80% B54.70% 77.92% 0 65.00%
First Cantact Resolution % B1% 84 86% 88%
Billing Accuracy 96.62% 97.54% 98.86% 2024% € 98.00%
Customer Satisfaction Survey Results 91% 21% 83% 83%
Operational Effectivensss Level of Pilblic Awareness 71.00% 71.00% 69.00%
Lavel of Compliance with Ontario Regulation 22/04 ) c (o] [} Cc Cc z (o]
Continuous impravement in Sefious Electrical Number of | Public Incid 2 3 0 0 L | 2
productivity and cost Incident Index Rate per 10, 100, 1000 km of fine 0.202 0.205 0.000 0.000 0035 ¢} 0.083
performance Is achieved; and
distributors daliver on system Averags Nun;borof Hours that Power to a Customer is 111 0.89 0.99 0.91 0.91 o 111
reliability and quality Intastinked
objectives. Average Numbar of Times that Powar to a Customer is 1.34 118 131 128 118 u 138
Interruoted *
Distribution System Plan Impk tation Prog: 105% 147% 100% 113% 09%
Efficiency Assessment 5 5 5 5 5
Total Cost per Customer 2 $924 $067 $1,000 $1,044 $1.042
Total Cost per Km of Line 3 $66.793 §70,688 §73.300 §27.818 §27.825
FUNCRONCY, et ponsipioss . . Net Cumulative Energy Savings ¢ 12.51% 34.58%  63.11% 1,556.05 GWh
Distributors deliver on -
obligations mandated by R ble G ion C jon Impact A
government (e.g., In leglsistion Completed On Time 100.00% 97.12% 100.00% 100.00% 81.08%
and In regulatory requiraments
i 8 M badded G ¢ iiteo o v
AR ST 10 Mneeie) RN Fecurls OhJ ke 100.00% 100.00% 100.00% 100.00% o241% U 90.00%
directives (o the Board).
Liguidity: Current Ratio (Current Assets/Current Liabilites)
0.80 0.68 0.67 0.61 0.64
Levarage: Total Debt (includes short-tarm and long-tsrm debt)
o Equity R 134 165 157 145 134
Profitability: Regulatory Deemed (included in rates) 9.58% 9.58% 9.30% 9.30% 9.30%
Ratityon Equly Achisved 7.10% 7.41% 1071% 12.18% 9.08%
1. Comp with Ontario Reg 22/04 d: Compliant (C}; Needs Impi (NI); or Nen-Compliant (NC). Legend:  S-yeartrend
2. The trend's armow direction Is based on fe comparison of the current 5-year roling average to the specific targat on the right. An upward amow indicates decreasing O w €) down 3 fiat
reliability while downward indicates improving reliability. Current year
3A ing anal e intal cost Sgures from the s d Infe

4. The CDM measure Is based on he new 2015-2020 Conservason First Framework. ® wrostmet @ target not met
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2020-2024

Category

Service Quality

Measures

= New Residential/Small Business
Services Connected on Time

= Scheduled Appointments Met on Time

= Tel. Calls Answered on Time

Requirement Measures
= Connection of New Services (LV)?
= Connection of New Services (HV)3
= Appointments Met
= Telephone Accessibility
= Appointment Scheduling
= Rescheduling a Missed Appt.
= Telephone Call Abandon Rate
= Emergency Response - Urban
= Reconnection Performance
Standards

Custom Performance Measures!

Customer
Satisfaction

= First Contact Resolution
= Billing Accuracy

= Customer Survey Satisfaction Results

= Written Responses to Enquiries

= Customers on eBills

Safety

= Level of Public Awareness

= Compliance with Ontario Reg. 22/04

= Number of General Public Incidents
= Rate per 10, 100, 1000 Km of Line

= Total Recorded Injury Frequency
= Network Units Modernization

1 See Exhibit 1B, Tab 3, Schedule 1 for a detailed discussion of Toronto Hydro’s 2025-2029 Custom Performance Measures.

2 Low Voltage (“LV”)
3 High Voltage (“HV”)
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2020-2024

Category

= Average Number of Hours that Power

Requirement Measures

Custom Performance Measures*
= SAIDI - Defective Equipment
= SAIFI - Defective Equipment

System to a Customer is Interrupted (SAIDI) e
Reliability = Average Number of Times that Power
. = FESI-6 - Large Customers
to a Customer is Interrupted (SAIFI)

= MAIFI
= System Capacity
= System Health (Asset Condition) —

Asset )

= DSP Implementation Progress Wood Poles
Management

= Direct Buried Cable Replacement
= |[n-Service Additions (Cumulative)

Cost Control

= Efficiency Assessment
= Total Cost per Customer
= Total Cost per Km of Line

= Average Wood Pole Replacement
Cost

= Vegetation Management Cost per
Km

Financial Ratios

= Liquidity: Current Ratio
= Leverage: Total Debt to Equity Ratio
= Regulated ROE - Deemed vs. Achieved

Public Policy

Connection or
Renewable
Generation

= Renewable Generation Connection
Impact Assessments Completed On
Time

= Micro-embedded Gen. Fac. Connected
on Time

= Micro-embedded Gen. Fac.
Connected on Time

Environment

= Qil Spills Containing PCBs
= Waste Diversion Rate
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PRODUCTIVITY

Toronto Hydro strives to provide value for money to its customers through continuous
improvements in productivity and performance. The importance of this principle remains
paramount even during the upcoming period of change, growth, and development. As noted
in the rate framework evidence filed at Exhibit 1B, Tab 2, Schedule 1, Toronto Hydro believes
regulatory evolution is necessary to incent productivity and efficiency alongside other
outcomes that are important to customers and stakeholders. Therefore, the utility is
proposing a custom rate framework that enables this evolution in a manner that is aligned

with the principles of performance-based regulation.

Notwithstanding this view and its proposal to evolve the incentives within the rate
framework, the utility took note of the OEB’s comments in the 2020-2024 Decision, that
“Toronto Hydro needs to be more aggressive in its search for increased productivity.”! The
OEB implemented this finding by increasing the stretch factors built into Toronto Hydro’s
rate framework to a blended rate of approximately 0.82 percent over the rate period,
reducing available funding to execute planned work programs to address system and
operational needs. The utility challenged itself to deliver the work programs with reduced
funding by finding efficiencies where possible and by rebalancing and reprioritizing its plans

where productivity gains could not bridge the funding gap.?

Beyond taking additional measures to drive productivity as described herein, Toronto Hydro
also recognized the need to more clearly articulate its efforts and outcomes in this area of
performance and took the steps outlined below to do so. In this narrative Toronto Hydro

outlines specific considerations, achievements, and commitments with respect to its past,

1EB-2018-0165, Decision and Order (December 19, 2019) at page 29.
2 Please refer to Exhibit 2B, Section E4.
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current, and future productivity efforts to demonstrate to the OEB that the utility has been

and remains firmly committed to continuous improvement in efficiency.

Urban Distributor: An overview of the most pressing challenges and costs that
Toronto Hydro faces as a unique urban distributor serving Canada’s largest and North
America’s fastest growing city.

2020 to 2024 Plan Execution: An explanation of how the utility managed through
unprecedented pressures within the current rate period, most notably the COVID-19
pandemic, significant increases to inflation, upward pressures in customer
connections, and unexpected workforce challenges;

2020-2024 Productivity: A detailed account of notable productivity accomplishment
over the current rate period. Where the benefits and outcomes of productivity are
qualitative in nature, Toronto Hydro made all reasonable efforts to clearly
demonstrate improvements to operational effectiveness and value for customers.
Benchmarking: An overview of expert benchmarking studies and key internal
benchmarking analyses filed to assist the OEB in evaluating Toronto Hydro’s
application. In addition, Toronto Hydro discusses the results of the OEB’s Activity and

Program-Based Benchmarking (“APB”) initiative as it relates to the utility’s costs.

1. URBAN DISTRIBUTOR

11

Density

In Ontario, both Toronto’s downtown core and the broader City of Toronto stand apart with

respect to population density. The City of Toronto is home to over 3 million people within a

land mass of 630 square kilometers, resulting in a population density of over 4,800 people

per square kilometer.? Toronto’s downtown core saw population growth of 16 percent from

3 City of Toronto, Toronto at a Glance, “online”, https://www.toronto.ca/city-government/data-research-maps/toronto-

at-a-glance/
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2016 to 2021, and is now home to 275,931 people in an area of approximately 16.6 square

kilometers, resulting in a population density of 16,608 people per square kilometer. %4

Table 1 shows the population, land mass, and population density of Ontario’s ten largest

cities by population.

Table 1: Ontario Cities Population Density®

Top 10 Largest Cities in . Land Mass Population Density

Ontario by Population Population (People) (km?) (People/km)
Toronto 3,025,647 630 4,803
Ottawa 1,071,868 2790 384
Mississauga 771,891 292 2,640
Brampton 745,557 266 2,799
Hamilton 597,010 1,117 534
London 448,051 420 1,066
Markham 352,404 212 1,660
Vaughan 338,891 274 1,239
Kitchener 282,375 137 2,065
Windsor 236,789 146 1,618

Within the downtown core, Toronto Hydro’s working environment is unique even within a
global context due to an extremely high proportion of high-rise buildings. As seen in the
table below, New York City is the only urban centre in the world with more high-rise buildings
than Toronto, which is home to nearly one thousand more high-rise buildings than Montreal

and Vancouver combined.

4 Statistics Canada, Canada's Large Urban Centres Continue to Grow and Spread, “online”,
https://www150.statcan.gc.ca/n1/daily-quotidien/220209/dq220209b-eng.htm; Statistics Canada, Defining Canada’s
Downtown Neighbourhoods: 2016 Boundaries, “online”,
https://www150.statcan.gc.ca/n1/en/pub/91f0015m/91f0015m2021001-eng.pdf?st=DgPrOh-x

5 City Population, Canada: Ontario, “online”, https://www.citypopulation.de/en/canada/cities/ontario/
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Table 2: International Cities High-Rise Buildings®

Rank City Country Highrise Buildings
1 New York City United States 6,223
2 Toronto Canada 2,598
3 Seoul South Korea 2,578
4 Dubai United Arab Emirates 2,360
5 Hong Kong China 1,916
6 Tokyo Japan 1,533
7 Busan South Korea 1,311
8 Kyiv Ukraine 1,275
9 Chicago United States 1,247
10 Shanghai China 1,236
11 London United Kingdom 1,146
12 Mexico Mexico 1,105
13 Incheon South Korea 1,041
14 Buenos Aires Argentina 1,037
15 Bangkok Thailand 964
16 Vancouver Canada 824
17 Montreal Canada 810
18 Sao Paulo Brazil 595
19 Los Angeles United States 588
20 Moscow Russia 561

Both population density and the significant number of high-rise buildings have material
implications for Toronto Hydro’s costs to operate and sustain the grid, and serve customer
demand for electricity. More people occupying less space has implications for available
rights of way, congestion with other utility providers, traffic congestion and drive times, the

size and scale of distribution assets, and disruptions related to large-scale local events.

6 Highrise building categorized as a multi-floor building at least 12 stories or 35m in height. As per data from
SkyscraperPage: https://skyscraperpage.com/cities/#notes
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1.2 Customer Base
Beyond density, Toronto’s downtown core creates additional requirements on Toronto
Hydro as a system operator due to its unique customer make-up. Toronto Hydro customers
in the downtown core include, but are not limited to, the following unique customers and
customer groups: several hospitals with internationally recognized research and related
facilities, the provincial legislature; a major international shipping port, the Toronto Stock
Exchange, and, the headquarters of various banks, trading houses, insurance companies,

and other critical financial entities.

One effect of this customer make-up is an elevated requirement for reliability and continuity
of service to customers whose operations are critical to the sound functioning of the
Province and the Country. As such, Toronto Hydro’s downtown system is designed and
operated with redundancy beyond that typically necessary for an Ontario electricity
distributor, which in turn drives additional prudent costs to be incurred for investments and

operation.

13 Rights of Way & Underground Congestion

As a dense but old City by North American standards, Toronto suffers from a challenging
combination of a high volume of local infrastructure, and legacy standards with respect to
rights-of-way and general spacing. Toronto’s urban core contains major arterial roads, which
in @ modern planning context are encouraged to be at the top end of the 20-45-meter
range.” In Toronto’s case however, the age of the City results in many major and minor
arterial roads having only a 20-meter right-of-way. Similarly, while some of Toronto’s newer
major roads have the benefit of 3-meter sidewalks, a significant number of legacy 1.2-meter

sidewalks remain.

7 City of Toronto, Road Classification System Summary Document (August 2013) at page 9, “online”,
https://www.toronto.ca/wp-content/uploads/2018/01/950a-Road-Classification Summary-Document.pdf




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Toronto Hydro-Electric System Limited

EB-2023-0195

Exhibit 1B

Tab 3

Schedule 3

ORIGINAL

Page 6 of 38

The outcome of smaller rights-of-way in an increasingly dense urban environment is
underground congestion, as electricity, natural gas, water, sewer, and communications
infrastructure compete for a limited amount of space. Each utility within the right-of-way
has standards and clearances, which in turn must be known and respected by other utilities
installing or maintaining their own infrastructure within the corridor. This underground
congestion ultimately leads to significant incremental planning and coordination, adding

time and costs to system maintenance, renewal, or enhancement.

1.4  Municipal Consent Requirements & Road Moratoria

An additional consequence of utility congestion and general urban density is a uniquely
involved and thorough set of coordinating, permitting, and approval processes overseen by
the City of Toronto. Beyond standard permitting requirements for the location and
construction of Toronto Hydro assets themselves, additional permissions for completion of
work such as road cuts, lane closures, and pedestrian obstructions require additional time

and planning resources.

Beyond the processes themselves, construction in the City of Toronto is dynamic, with
frequent instances in which Toronto Hydro is required to advance, delay, or otherwise
modify construction plans to accommodate projects overseen by the City, other utilities, or
private interests. Road moratoria are a common reality for Toronto Hydro to manage as the
City undertakes road or pedestrian refurbishments. At any one point in time, there are
thousands of active road moratoria in the City of Toronto, which can range from 5 to 15
years in duration. The result of these road moratoria are requirements, which are not always
established well in advance, for Toronto Hydro to re-prioritize projects for early completion,
significantly delay projects, or re-organize its resources to complete work in truncated

timelines or during specific hours of the day.
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The pace of external investment and construction congestion show no signs of easing in the
City of Toronto. A breakdown of 2021 infrastructure spending reveals significant
investments in city infrastructure, indicative of a growth in future projects which will
necessitate the need for municipal consent and planning with respect to road closures. In
2021, transportation infrastructure saw $446 million allocated to bridge repairs, sidewalk
upgrades, expressway maintenance, and both major and local roadwork. Water
infrastructure garnered over $616 million in expenses, channeled towards projects like
water mains, sewers, flood protection, and stormwater management.®2 Water projects,
infrastructure developments, and residential construction all require proactive and reactive

planning on Toronto Hydro’s part, with additional administrative burden applied by approval

times which can take up to 34 months.

While some version of the above noted challenges exist for most utilities, the density and
complexity of the City of Toronto places unique pressures on Toronto Hydro relative to other
electricity distributors in Ontario. The net effect is an increased need for flexibility and
adaptability in planning and execution, and in some instances increased costs to execute

work under conditions which could not reasonably be anticipated.

1.5 Drive Time

Operating in a dense urban service territory has direct implications for the drive time
required for Toronto Hydro technicians and contractors to reach job sites to complete
inspections, maintenance, repairs or restoration work. Figure 1 below shows the relative
drive time across Toronto Hydro’s locations at 500 Commissioners (downtown), 71 Rexdale

(Etobicoke) and 715 Milner (Scarborough) locations.

8 City of Toronto, News Release - Mayor John Tory kicks off more than $1 billion City of Toronto 2021 construction season
(March 29, 2021), “online”, https://www.toronto.ca/news/mayor-john-tory-kicks-off-more-than-1-billion-city-of-
toronto-2021-construction-season/
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Figure 1: Drive Times Across Toronto Hydro Work Centres

As seen above, drive time for crews operating out of the 500 Commissioners downtown
location can be longer by 45 percent or more relative to similar crews operating in less dense
areas. Of note, the comparators in this group are not rural or suburban locations, and are
themselves urban locations in Etobicoke and Scarborough - highlighting the high levels of

congestion inherent to Toronto’s downtown core.

Longer drive times increase the amount of time required to complete work, and therefore
relative cost of the same work due to extended use of vehicles and labour. Lacking
adjustment for this factor, higher drive times inaccurately present an urban utility as less
efficient in direct comparison to peers operating in less congested suburban service areas.

In addition to comparing relative drive times, the above figure also demonstrates the impact
that COVID-19 had on drive times for crews in Toronto. Notably, the aggressive recovery of
drive time at 500 Commissioners in 2021 prior to the Omicron wave in the winter of
2021/2022 indicates that despite some long-term societal changes anticipated to remain

post-COVID, lengthy drive times in Toronto’s urban core are expected to persist in the future.
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As of 2023, drive times in downtown Toronto have stabilized at levels approximating pre-

COVID years.

2. 2020 TO 2024 EXECUTION CONSTRAINTS
The following sections addresses three of the most material constraints faced by Toronto

Hydro in executing its capital and operational plans over the current rate period.

2.1 Managing the Impacts of COVID-19

Toronto Hydro was deemed an essential service at the onset of the COVID-19 pandemic in
March 2020.° The pandemic significantly affected normal operating procedures for in-office
work and close-contact working conditions in the field. The utility had to rapidly adapt in
order to continue reliably distributing electricity to its customers while protecting the safety

of its employees, contractors, and the public.

To address these challenges, Toronto Hydro made a Level 2 Emergency Declaration and
established an associated Incident Management Team and supporting response
infrastructure in March 2020.1° The utility quickly pivoted to remote and social distancing
work for all employees; procured, warehoused, and distributed personal protective
equipment to protect working staff; and implemented social distancing rules preventing
shared vehicle use so that employees could safely continue to execute their work. These

measures increased the utility’s fleet mileage and its vehicle utilization.!?

Toronto Hydro also managed changes to its customer service rules to mitigate the

pandemic’s financial impacts on its customers.*? These included reducing the late payment

9 Ontario Regulation 82.20, section 33.

10 See Disaster Preparedness Management program at Exhibit 4, Tab 2, Schedule 6.
11 Exhibit 2B, Section E8.3

12 Exhibit 4, Tab 2, Schedule 14 at page 27.
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charge by 75 percent, waiving the returned cheque charge that is normally collected for
payments when customer accounts have insufficient funds, and voluntarily extending its
disconnection moratorium for residential and low volume customers. The utility also sent
targeted arrears communications to provide its customers with greater payment term
flexibility, and promote financial assistance programs.3 These measures were in effect from
March 2020 until July 2022. In 2020, Toronto Hydro recorded an incremental $17.2 million

in bad debt expenses as a result of the COVID-19 emergency and related financial pressures.

The pandemic challenged the utility’s operations across many areas of the business,
including financially. With respect to expenditures, in addition to the incremental bad debt
expense noted above, the utility incurred $11.3 million in incremental expenditures from
2020 through 2022 to ensure continued provision of service to customers in a manner which
responded to the unique safety needs of the COVID-19 pandemic. With respect to revenues,
as of its final COVID-19 reporting to the OEB, Toronto Hydro estimates lost revenues

resulting from COVID-19 totalled $45.8 million up to April of 2021.

Social distancing and lockdown measures, in conjunction with a rapidly changing business
environment, delayed the implementation of Toronto Hydro’s staffing resource plan over
the 2020-2021 period.'* As noted in Exhibit 4, Tab 4, Schedule 3, these measures had a
particularly acute impact upon positions requiring specific apprentice-worker ratios and in-
person training, such as the Power Line Technician program. In addition, the pandemic gave
rise to a spike in retirements in 2020 and 2021 that were expected to occur gradually over

the rate period. The combined effect of these pandemic-driven changes to the workforce

13 LEAP, OESP, the COVID-19 Energy Assistance Program (“CEAP”) and COVID-19 Energy Assistance Program for Small
Business (“CEAP-SB”), and the Canada Emergency Response Benefit (“CERB”).
14 Exhibit 4, Tab 4, Schedule 3 at pages 19-20.
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plan, Toronto Hydro’s compensation costs and associated headcount declined to a

historically low point of 1,203 FTEs in 2021.

In addition to impacts on the utility’s staffing plans, the COVID-19 pandemic disrupted
manufacturing capacity and transportation networks, resulting in supply chain challenges
that affected Toronto Hydro’s capacity to procure materials and equipment in a timely and
cost-effective manner. > These challenges added another layer of complexity of the capital
planning and management process and put upwards pressure on the costs of materials due
to higher raw material and labour costs. For example, the cost of padmount transformers
increased by approximately 45 to 168 percent (depending on the transformer size) between
2020 and 2022.%% The utility continues to manage these challenges by updating contract lead
times, by reviewing alternative sources of supply for products, and by negotiating forward

buys and price increases with suppliers for major components and materials.

2.2 Managing the Impact of Extraordinary Inflation

Over the course of second and third quarters of 2021, COVID-19 vaccines became widely
available to the Canadian population, and over the course of late 2021 and 2022, public
health measures were gradually relaxed. Though many ongoing COVID-related costs
persisted, the passage of time allowed for greater opportunities to accommodate such costs
in the course of business planning. Unfortunately, in the second half of 2021, inflation in
Canada began to accelerate, and by mid-2022, inflation had reached the highest levels seen
in 40 years.'” Construction cost increases in Toronto were more pronounced than in other
urban centers across Canada. From the first quarter of 2020 to the second quarter of 2023,

the Non-Residential Buildings Construction Index applicable to the Toronto Census

15 Exhibit 4, Tab 2, Schedule 13.

16 For more information, refer to Exhibit 2B, Section D2.1.3.

17 Statistics Canada, Consumer Price Index: Annual review, 2022, “online”, https://www150.statcan.gc.ca/n1/daily-
quotidien/230117/dg230117b-eng.htm




Toronto Hydro-Electric System Limited
EB-2023-0195

Exhibit 1B

Tab 3

Schedule 3

ORIGINAL

Page 12 of 38

Metropolitan Area (“CMA”) rose 37.7 percent, well outpacing the already high increase of
28.6 percent in the same metric across a composite of 11 Canadian CMA’s, as shown in Table

3.

Table 3: Non-Residential Buildings Construction Index for Metropolitan Areas!®

Toronto Canada 11 Census Metropolitan Area Composite
Qtr to Qtr | Cumulative Qtr to Qtr Cumulative
2020 | Q1 0.0% 0.0% 0.0% 0.0%
2020 | Q2 0.5% 0.5% 0.1% 0.1%
2020 | Q3 0.7% 1.2% 0.5% 0.6%
2020 | Q4 0.2% 1.4% 0.1% 0.6%
2021 | Q1 1.9% 3.3% 1.4% 2.0%
2021 | Q2 5.0% 8.4% 3.9% 6.0%
2021 | @3 4.3% 13.0% 2.9% 9.0%
2021 | Q4 3.4% 16.9% 2.9% 12.1%
2022 | Q1 3.8% 21.3% 3.0% 15.5%
2022 | Q2 5.0% 27.4% 4.0% 20.1%
2022 | @3 2.6% 30.7% 2.1% 22.6%
2022 | Q4 2.5% 33.9% 1.6% 24.6%
2023 | Q1 1.7% 36.2% 1.7% 26.7%
2023 | Q2 1.1% 37.7% 1.5% 28.6%

In contrast, the OEB inflation-factor parameters for electricity distributors were 2.2, 3.3, 3.7,
and 4.8 percent over the 2021 to 2024 period resulting in a compound increase of 14.73
percent. What’s more is that while the Custom Price Cap Index allowed for annual
inflationary adjustments to non-capital-related revenue requirement (less the stretch
factor), no such inflationary adjustments were available for capital-related revenue

requirement. The net result is that as inflation pressures surged to 40-year highs in 2022,

18 Statistics Canada, Table 18-10-0276-01 Building construction price indexes, by type of building and division, “online”
https://www150.statcan.gc.ca/t1/tbl1/en/tv.action?pid=1810027601
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the inflation assumption underpinning Toronto Hydro’s capital expenditure envelope

remained static at 2 percent less the impact of capital stretch factor of 0.9 percent.

With significant increases in input prices and limited increases in revenue over the current
rate period, Toronto Hydro took necessary steps to manage the financial impacts and adapt
its plans to balance these constraints and still deliver key objectives. For example, the utility
negotiated a proposed price increase for network protectors and protection accessories,
driven by material increases in raw material costs, that was approximately 43 percent lower

than the supplier’s originally requested increase.!?

In addition to managing input prices, Toronto Hydro slowed down the pace of work in the
Underground Downtown, Underground Horseshoe, and Overheard Renewal programs by
approximately 22 percent leading to a $189 million reduction compared to forecasted
budgets for these programs in the 2020-2024 rate application. The utility reprioritized its
work by conducting greater volumes of targeted replacements directed towards the highest
risks on the system, including the removal of at-risk PCB transformers and the conversion of
legacy box construction equipment. In other aspects of its work plan, such as the demand-
driven Customer Connections and Load Demand programs, the utility had no choice but to
spend more than forecasted to maintain its obligation to connect and serve customers. For
example, in Customer Connections the utility managed a spike in the budget of

approximately $147 million (71 percent) compared to 2020 plan budgets.?°

19 Supra Note 15
20 For more information about the execution of the 2020-2024 capital plan please refer to Exhibit 2B, Section E4.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

2.3

Toronto Hydro-Electric System Limited
EB-2023-0195

Exhibit 1B

Tab 3

Schedule 3

ORIGINAL

Page 14 of 38

Workforce Challenges

Over the 2020-2024 rate term, Toronto Hydro successfully managed a series of workforce

challenges both related to broader shifts in the Toronto-area labour market and Toronto

Hydro-specific issues. Workforce challenges encountered during this time include:?!

Retirements: Toronto Hydro is in the midst of renewing its workforce and
developing new entrants. Over the rate period to-date, Toronto Hydro steered a 7
percent reduction in the average age of its employees, which now averages 40 years
of age. The utility also filled over 100 trades and technical positions, with another
100 positions forecast to be filled by the end of 2024.

Recruiting: The COVID-19 pandemic temporarily suspended talent acquisition,
training, and development for critical areas and skill sets established during the
previous rate period. To manage these challenges, Toronto Hydro implemented a
system to facilitate remote and hybrid work and a comprehensive infectious disease
response plan to address increased safety risks. Coming out of the pandemic, the
utility successfully increased the pace of its recruitment to return its staffing levels
to pre-pandemic levels and increase resourcing capacity for the next rate period.
Changing Labour Market: The Toronto area experienced increasing competition and
strong demand for workers in a digital economy over the 2020-2024 rate period, with
notable shortages of workers trained in science, technology, engineering and
mathematics (“STEM”).22 Toronto Hydro managed these challenges by pivoting to

hybrid work model in line with employee preferences.

Despite the challenges noted above, Toronto Hydro achieved notable workforce successes

over the course of 2018 through 2022, including:

21 Exhibit 4, Tab 4, Schedules 1 and 3.
22 Mahboubi, Parisa. 2022. The Knowledge Gap: Canada Faces a Shortage in Digital and STEM Skills. Commentary 626.
Toronto: C.D. Howe Institute, “online”, https://www.cdhowe.org/sites/default/files/2022-08/Commentary 626 0.pdf
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Total recordable injury frequency improved by 43 percent;
Absenteeism decreased by 1.9 percent;
Consistently ranked as one of the Best Corporate Citizens in Canada by Corporate
Knights placing as high as 2" overall and 1tin the category of Electricity Transmission
and Distribution; and
Received multiple awards from Electricity Canada, including recognition