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Court File No.: CY-15-535019-00CP

ONTAX.IO
SUPERIOR COURT OF JUSTICE

BETWHEN

BII.L BEIII.IETT
Plaintiff

-and-

FIYI]RO ONH iNC., HYDRO ONI] BRAMPTON NETWORKS INC., }-IYNRO ONI]
RTMOTE COMMUNITIES INC., NORFOI,K POWER DTSTRIBUTION INC., ANd

IIYDRO O}'{T NTTWORKS INC.
Defendants

Proceeding under the Cl*ss Proc*edings Act, I 992

ATS'II}AVIT OT'M. LILLY TANNACITO
(sworn April 13,2016)

i, M. Lilly lannacito, of the Town of Richmond Hi1l, in the Regicnal Municipality of York,

MAKIi OAT}{ AND SAY:

1" I am a Law Clerk with the law firm of LAX O'SI]LLIYAN TISUS COTTLIEI} LLP,

co-counsel fbr the Plaintiff and, as such, have kflowledge of the mattels eontained in this alfidavit"

2. Attached to this alfidavit and marked as Exhibit "A" is a copy of the "Hydro One

Comerstone: Case Study", dated 2008, which I have accessed online.

3. Attached to this affidavit and n'rarked as Exhibit "B" is a copy of ths "Shared Seryiees *

Cornerston* Capital", filed on July 13,2CI09, which I have accessed sniine.



4" Attached to this affidavit and marked as Exhibit "C" is a copy of the "shared Services

Capital - Cornerstone", filed on May lq, 2010, which t have accessed *nline.

5" Attaehetl to this affidavit and marked as Exhibit "D" is a capy of *'Hydro One Inc.

Submissions to the Board of Directors", dated IMay 12, 20tr 1 and filed on June 15, 2012, which tr

have accessed online.

6" Attached to this affidavit and marked as Exhibit "ll" is a bundle of documents filed ein June

15, 2012, including: "Flydro One C*rnerstone Phase 4 CIS Replacement Stakeholder Session",

dated June 29, 20 tr 1 ; "Hydro One Stakeholder Consultation Notes", dated Octobor 19, 201 1 ; and

"Hydro One Stakeholder Consultatiein Notes", dated June 5, 20X2. I have accessed these

deisuments anline.

?. Attached to this afficlavit and marked as Hxhihit "F" is a copy of "I{ydro One Customer

inf,ormation System Replacement, Project Update, Cornerstone llhase 4 Update fbr Stakeholders",

dated October 19, 201 I, which I have accessed online.

8. Attached lo this affidavit and marked as flxhibit "G" is a copy of "I{yclro One Annual

R*port 2012", which I have aceessed online"

9. Attached to this a{Adavit and marked as Exhibit "H" is a eopy ol the "shared Services

Capital - Cornerstone", flled on May 28,2A12, which I have accessed online"

10. Attached to this atfidavit and marked as Exhibit "I" is a copy of the "Non-Typieal Capital -

Customer Infiormation Systerx", filed on June 15,2A72, whieh I have accessed online.
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I 1" Attached to this affidavit and marked as Exhibit "J" is a cr:py af, a number of

interrogatories, along with Hydro One's responses thereto, filed on October 11,2012 regarding

Ontari* Energy Board file numbsr EB-2012-0136, which I have accessed cnline.

\2. Attached tei this affidavit and marked as Exhibit "K" is a copy of "Hydro One Armual

Repofi 2013", which I have accessed online.

13. Attached to this aftidavit and marked as Hxhibit "L" is a copy of "Hydro One inc.

Management's Discussion and Analysis for the three and six months ended June 30, 2013 and

2012". which I have aceessed online.

14" Attached to this affidavit and marked as Exhibit "M" is a copy of a l"{ydro One News

Release headed "Hydro One Releases 2013 Third Quarler Financial Results", dated November 14,

2013, which I have accessed online.

15" Attached to this affidavit and marked as Hxhibit "N" is a copy of "I{ydro One Annual

Report 2{i14", which I have accessed online.

16. Attached to this alfidavit and rnarked as Exhibit "O " is a copy of the excerpt lrom Chapter

3 of the "2014 Annual Report of the Office of the Auditor General of Ontario", Section 3.11

entitled "Srratt Metering lnitiative", which I have accessed online.

17. Attached to this affidavit and marked as Hxhibit "p" is a copy of a llydro One News

Release headed "Hydnr One Releases 2013 Year-End linancial Results", dated February 13,

2014, which I have accessed online.
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i8. Attached to this affrdavit and marked as Exhibit "Q" is a copy of a Hydro One News

Release headed "Hydro One Releases 2014 Year-End liinancial Results", dated May ?, 2A14,

which I have accessed online.

iq. A$ached to this affidavit and marked as Exhibit "R" is a capy of "Hydro One Inc.

Management's Discussion and Analysis for the years endecl l)ecember 31, 2014 and 2{}13", which

I have accessed online.

?0. Attached to this aftdavit and marked as Exhibit "S" is a copy of a reperrt prepared by PwC

entitled "Hydro One Custnmer Sepice and Billing Issues - l,esscns Leamed", dated l)ecember

2414, which I have accessed online.

21. Attached to this affidavit and marked as Hxhibit (''f') is a eopy of the Ontaric Ombudsrnan

Report entitleel "lR the Dark", dated May 2015, which I have accessed online.

22" Atlached to this aflidavit and marked as llxhibit "U" is a cCIpy of "scorecard - l{ydro One

Netwnrks lnc." dated September 28,2015 with attached "Appendix A - 2014 Scorccard

Managemenl l)iscussicn and Analysis Tempiate" elated May 22,2015, which I have accsssed

online.

23. Attachsd tr: this affidavit and marked as lixhibit "Y" is a copy of the Ontario Energy Board

"Retail Settlement C$de", revised on October 8, 2015, which I have accessed online.



24. Atlached to this altdavit and marked as Exhibit "W" is a copy of the Huffington Post

media report datetl December 4, 2015 entitled "Hydro One Billing Complaints Probe Ends,

Because Company Is Being Privatized", which I have accessed online

SWORNI BEFORE ME at the City of Toronto,
in the Provinee of Ontario on April 13, 2016

Commissioner for Taking Affidavits

LISA S. LUTWAK

M. ACITO
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This is Exhibit "A" referred to in the Affidavit of N{. Lil}y {annacito
swom,April 13, 201S
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S}TARE} SERYICTS - CORNERSTONE CAPITAL

1.0 OYERYIEW

Ths Cornerstone Project is part r:f the overall int:rmation technology ("1T") strategy to

replace several of l{ydro One's key enterprise infbnnalion systems as they reach their

'end of life'. Th* Comerstone Project is also a major business prooess transtormation

initiative that prr:vides a platform far fiuther effuctiveness and elficiency gains at l-lyelro

One. The Conrerstone Project is to be carried oul in fcur phases as summarized below:

Fhase 1 {Completed .}une 2t}08): Replace cnd of liie Passport applicatior: and

functionality associatscl with work management, supply chain, procuromonl, accounts

payable and asset registry with a modern Enterprise Asset Management {"EAM")
solution using SAP. 'fhis phase was completed successfully in June 2008.

Phase 2 (ln-Service Q3 2009): Replace end of lilb Peoplesofl application fbr

Finance/Human ResourceslPayroll processing with funclionality provided by SAP that is

integlated wilh th* EAM solution installed in Phase i " Alsi: address the currently

anticipated analytical and reporting business nceds and requirements fbr Internationai

Financial Reporting Standards ("IFRS") compliance. It is expecfi:d that additional

releases will be required in late 2009 or early 2010 to address any late ehanges in IFRS

requirements.

Phase 3 (ln-Service 2012): Enhance integrated planning by expanding Hydro One's SAP

salution and integrating key systems/technologies and specialized packaged point

solutions to drive additional business yalue, improve end-to*end process ef{iciency and

improve asset ii{bcycle management analyticsldeeisions. This includes adding SAF

functionality by turning on new SAI) modules (including workflow for process control);
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integrating specialized software applications for reiiability centred maintenance

optimization and scheduling/dispatch; interf'acing key enterprise systems {e.g. graphical

information system ("CIS"), cperating, fleet, telecom, proteclion & eontrol, etc);

incorpr:rating new assets into the asset registry (e.g. iT &ssets, real estate assets, metering

as$ets, etc); deploying enterprise mobiie strategy across the province; and consolidating

erd*user databases/applications.

Phase 4 (2016): Replace end of lilb customer service system ("CSS") or Custcmer-l

application.

'Iable I bclow identifies the capital expenditures and savings 1-r.:r the Cornerstone

program tbr the period 2005 to 201 I .

Table I
Cornerstone Capital 2006 - 2011 ($ Milli*ns)

The Cornerstone capital expenditures consist ol Minor Fixed Assets and Development

Costs" 'l'he latter include all the costs to acquire, install and place into service the new

Cornerstone systerns. Comerstone capital expenditures sLlppcrt the Sxstainment,

Developrnent, and Operations work programs of Hydro One Networks Inc. As such they

consist of assets that are largely shared by both tht: 'lransmission and Distribution

Histcric Bridge Test
Allocated t*l
Distribution

2006 2$$7 2008 2009 2010 2011 2{}10 2{}1 1

Minor Fixed
Assets

(} 1' 7"2 5.3 1.3 tr.5 0.7 0.8

Ilevelopment
Proiects

0 60"4 99.9 97 "2 22.V i q.3 10.0 8.5

Total Capital
Cost

0 63.6 107.1 102.5 24.0 20.8 10.7 q"3

Savings 0 0 0 (8.0) ( 10.5) ( r9.9) {3"1 ) (6.t)
Net Capital Cast 0 63.6 107.1 0ds 13.5 0.9 7.$
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businesses. The differences in year to year expefiditures are the result of the phasing of

Cornerstone implementation. This table also shows the {brecast capital savings arising

from Cornerstone proeess improvements and the result nf netting these savings against

the totai capital costs. These savings are diseussed latcr in this schedule.

The Cornerstone Proiect O&M spending and the percent aliocation to l)istribution over

the llistoric, Bridge, ancl Test years are shown in lixhibit Cl1, l'ab 2, Schedule 10. ln
Exhibit Cl,'fab 5, Schedule 3 the appropriate cost allocation drivers that have be$n

utilized to derive the Distribution allocation of the Cornerstone Proiect are shown.

2"0 BACKGROUND

The capital work program for Cermerstonc commenced in 2007. Ilhase 1 o!'the project

was successfully completed in June 2008, Phase ? is scheduled lor cornpietion in August

2009 and work has begun on Phase 3. .tr'he four phases of th* Cornerstone llrnject are

discussed below:

Phase I - Enterprise Asset Management Core Functionality (Comptreled Jr:ne 2008)

The EAM initiative replaced the existing Passpofl applications with * modern ilAM

solution in June 2008. The result is an integrated EAM application to allow for more

effuctive infonnation transfer within the Company and provide the basis fbr connectivity

with other eore systsms as lhey are replaced or upgraded.

l{ydro One started Phase 1 after obtaining Hydro One Board of Director approval in

February 2007 and successfully implemented ("go-live") Phase 1 on June 30, 2008.

Phase I delivers an EAM solution that replaces existing Passport functionality; provides

additional enhancementlcapability 10 {acilitate business process improvements;
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establishes data governarce and data structure for ongoing data collection and

managsment activities; addresses Bill 1q8 and other regulatory compliance requirements;

and provldes the basis for future phases of the project by turning on and utilizing

additionai modules within the same application suite.

The benefits from Phase I are Lrased upon a complele understanding of the benefits &om

the SAP application. These trenet'its are derived from three key value levers underpinned

by Cr:rnerstor:e Phase 1 application, process and organizational changes. These value

levers ars:

Centralizing to a single asset registry with a uniform hierarchy and selective

integration to legaey databases;

Providing greater process transparency, integratiol and collaboration (enabirel

through the application and process changes) acr{iss }lydrr: one's lines of
business ("1,08"); and,

Enhancing compliance to the underlying proces$es and dala r*quirements.

Phase 1 savings (both Transmission and Distribution) total $200 million over a scveil

year period starting in 2009 to 2015. Total savings of $5{i.4M are expecteel in ths test

years 2010 and 201 I as shown in Table 2.
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Table 2
Tatal Cornerstone Phase I Savings ($M) (Transmissi*n & Distritrution)

20I0 201 1

OM&A 13.0 16.5

Capital 9"2 r 1.8

Tolal 22.2 28.3

fhe bulk of the lr:tal savings are through the following

a

Optimize O&M and Capital spe nd through enhanc$d asset analysis and

mainlenance by managing operational risks over the asset lifi: cycle {Expected

Savings $50.3M).

Enhanced crew productivity due to better materials availability through more

elficient fr:recasting, pianning and cxecution. 'I'he contribution to improvement in

*rew productivity results from having the right matcrials availabie at the right

time and the right location (Expected $avings S35.5M)"

Improve internal & supplirr conlract compliance through reduction in non -
Purchase Order spend for direot purchasc i;{'materials and services. This benefit

is derived fram all users purchasing standardizeti matcrials and services off
negotiated contracts at agreed priccs and terms (lrxpccted Savings $35M).
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[ach o1'the l"uture phases build on ths f'oundalion set by Phase 1. l]ach olPhases 1,2 and

3 witl utilize the interconnected SAP application platfirrm. Each phase is stand-alone tc

the extent that each vrill add its own benefits to the overall Cornerstone program.
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Phase 2 * Replace PeopleSoft Finance/Human R.esources/Payroll Functionality (In-

Service Q3 2009)

Ily Q3 2009, Phase ? will replaee existing end-of:lile PeopleSo{l Flnance, Human

Resources ("HR") antl Payroll processing with functionality provided by SAF that is

integrated with the IIAM solution installed in Phase I. Phase 2 alsc addresses the current

anticipaled analytical and repofting [':usiness needs and the requirement to be compliant

with International Financial Reporling Standards by January 1, 2011 as diseussed in the

project investxent justificalion document shown in Exhibit D2, Tab 2, Sehedule 3. It is

expected that additional rr:leases will be rr:quired in late 2009 r:r early 2010 to address

any late changes in IFRS requirements.

The PeopieSafl l'inance, HR and Payroll processing modules werc installed in 1998 and

the HR nlodule was upgraded in 2002 and sr"rbsequently customizrd" l'hese syslems are

core to Hydro One's financial reporting and human resoilrce management capability"

Cornerstone Phase 2 proposes to expand l1ydro One's $AP solution lootprint to replace

PeopleSoft; provide onr integrated systcrn of record tbr all {inance, HI{ and asset data

anel bring a greater proporlion cf i{ytirLr One's core busincss systems under vendor

support" The scope also covers the following:

repiace the in-house application, Business, Regulatory Planning & Reporling

("BRPR"), which tracks the release r:f work from Asset Management 1o the field,

with SAP business planning and investment managemenl funetionality;

replace legacy data warehouse applicalions and databases with a single SAP

business data warehouse and a repor"ting tool, to provide one source of reliable

business data; and
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adilress currently anticipated International Financial Reporting Standards

("iFRS") requirernents to accommodate IFRS compliance by January l, 201 1" A

parallel IFRS Project will be carried out to review l{ydro One aecounting

policieslpractices and recommend changes to meet IF'RS compliance

requirements. lt is expected that many of these recommendatlons wiil be

incorporated into the Phase 2 SAP solution while others wiil be addressed in

subsequent releases of SAP, to address any late changes in IFRS requirements so

as to provide fu}l IFRS compliance before the January 1,2011 deadline. A full

discussion olIFRS is provided in Exhibit A, Tab 13, Schedule l.

Phase 2 of Cornerstone was undertaken lbllowing a competitive RFP selection and

discovery process ccmpleted in 2007 and early 2008, respectively, which was used to

contlrm cost and scopo. l{ydro One started Phase 2 after obtaining Hydrei One Board

approval in April 2008 and aller successfully completing Phase I in June 2008.

As in Phase 1,lhe main ob"iective is not only to install an off-the-shelf solution, but also

to adopt industry-standard praclices. Integration of th* nsw finance and l{R applicalion

with the modxles installeri in Phase I will enhance repoding capabilities" This will be

done hy providing Business lntelligenee / Business Warehouse capability in Phass 2"

Business intelligence is the capability ol'collecting and analyzing intemal and extemal

data to generate knowledge and value for the organization. Business Warehouse is

making information readily acc*ssible and available for anaiysis"

Inergi is working cioseiy with l{ydro One, in its role as outsource business service

provider and as an end user ofthe applications and revised business procssses. Inergi and

its parent .ompany, Cap Gemini, are working with Accenlure, the system inlegrator, to

ensure the solution delivered meels Hydro One's needs. Accenture, SAP and Cap

Cemini/lnergi have all cnmmitted to delivering the required solutian and working in a
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eollaborative and open process. Govemance over the project includes oversight by a sub

committee of the Hydro One Board of Direclors, Executive and project level reviews and

an ongoing Quality Assurance /Quality Control process implemented by Accenture.

l'he Phase 2 benefits buileJ on the benefits derived liom three key valur levers

underpinned by the Cornerstone Phase I application for technology, proeess and

organizational ehanges. The Phase 2 savings total approximately $50 million with

expected savings oI'about $9.4 million in the test years 2010 and 201I as shown in Table

3 below.

Tahle 3
Total Cornerstone Fhase 2 Savings ($M) (Transmission & Distritrution)

20t 0 20r r

OM&A 2.6 J"t

Capital t.3 2.3

'lotal 3.9 5.5

T'he Phase 2 savings are baseel upon the lbllowing benefits identified oyer a seven year

pcriod sta:ting in 2010:

11 Funct

lixprcted Benefits $20M

10

ll
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t Provide efficiency improvements that are driven by having a standardized

platform for business proaess, technolagy and reporting and an integrated system

of r*cord within SAP fr:r allasset and financial data;

Improve I'f security and internalcontrol; andI
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Avoid costs associated with maintaining and reconciling two separate financial

system applications and h*ving to implement IFRS complianee requirernents in

both (the SAP financials implemented with Phase l, and the legaey PeeipleSoft

application.).

2. Business Intelligence$usiness Warehousq

Expected Benefits $30M

a

a

Provide field supewisors vrith key operatioaal data, standard reports and

analytical tools to enable further workforce productivity improvements;

Provide the eentralized Asset Management group with a common and single

s{}urce for information and better analytical tools to improve ass*l investment

d*cisions; and

Provicle the Con"lpany with a tool to help realize and measure progress in realizing

the business benefits of Cornerstone.

?hase 3 (ln-Service 2012): Enhance lntegrated Planning

Phase 3 will enhance integrated planning by expanding }-lydro One's SAP salution and

integrating key systemsltechnologies and specialized packaged point solutions to drive

additional business value, improve end-to-end process efficiency and improve Asset

Lilecycle Management analyticsidecisions. l"his ineludes adding SAP functionality try

tuming on now SAP modules (including workflow lor proeess o$ntrol); integrating

specialized sei{tware applications for reiiabiiity centred maintenance eiptimization and

schedulingldispatch; interfaeing key enterprise systems (e"9. GlS, operating, fleet,

telecom, protection & eontrol, etc); incorporating new assets inio the asset registry (e.9.
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IT assets, real estate assetsl metering assets, etc); deploying enterprise motrile strategy

across the province; and consolidating end-user databases.

Hydro One business infarmation consists *f many different components that reside in

rnany different sources even after eompletion ol Phases I and 2. The key is to integrate

thess sources to allow for asset and other trtsixess data to be captured q:ncc and used

consislently throughout the Company to provide asset and asset work inlbrmation from a

variety of perspectives e.g. system performance" asset condition, labour, cost (historical

and fbrecasted), work accorlplishment, perlormancc and work metrics, cust*mer

reliability, outage management, etc" This fbcilitates breaking down the infor"rnation silos

and driving enterpris* integration and improvements via process, people anrl technology.

An essential element of this vision is to provide seamless integration of data tretween the

asset registry, work orders, scheduling/dispatch and CIS system using mobile technolcgy.

This phase enhances and streamlines end-1o-end business processes by expanding an<i

treveraging the SAP application {unctionality to implement workflow for proccss controi,

cons*lidale anel eliminate duplicative and disparate end-user databaseslapplications to

insrease the assets being managed in SAP and integratinglinterfacing key systems (e.g.

cperating, real estate, lleet, protection & control, telecom, metering, etc) to provide a

eentralized asset repository and single souroe of truth across all lines of business.

Phase 3 will also integrate SAP to the enterprise CIS system and to operating srhedulingl

dispatch using standard mobile technology lhat is deployed to field stafT across the

province. it will integrate legacy historical infbrmation with current SAp data to

fucilitate trend analysis and performance forecasts and integrate new reiiability centred

maintenance optimization software to provide ongoing analysis of preventative

maintenanee results, validation of asset models, and facilitate strategiclscenario planning

that is {bcused on improving asset lifecycle management decisions.
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Hydro Onrl expects savings tiom improved processes, elimination of duplicative data

systems and impraved transparency across the crganization. l'he Phase 3 savings total

apprcximately $130 miliion over a sevsn year period with expected savings of $14

nrillicn starting to flow in the test y*ar 2A I I as shown in table 4 which tollows.

Table 4

Total Cornerstone Phase 3 Savings ($NI) (Trausmission & Distributian)

2t)10 201 I

OM&A 0 B.7

Capital 0 5.2

"t'otal 0 14.0

Phase 4 (In-service 2016) - Replace Cusiomrr Inlormation Systern lrunctionality

The CSS or Customer-1 application was purchased in I997 from Andersen Consulting

(now Accenture). 'fhe application has undergone significant modifications in order to

address the changes in the Ontarlo regulatory environment and to meet Ontario linergy

Board requirements. This is an extensively customized product which is very costly to

maintain and very costly to modily to meet new regulatory a::d Lrusiness needs.

Accenture no longer supports tl":e application"

To obtain full functionality with the newer systems, and 1o improve workflow and

irnprove customer satisfaction, the intent ol'Phase 4 is ttt replace the existing Customer-l

system with a rnore integrated application which would intsrface with the application

suite implemented in Phases l, 2 and 3.
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SHART,I} SNRYICE,S CAPITAL - CORNSN.STOF{X,

1.t} OYERVIEW

fhe Cornerstone Project is part of the overall infarmation technology ("I'tr"') strategy to

replace severai of Hydro One's key enterprise infomation systems as they reach their

'end of life'. The Comersteine Project is alsc a major bnsiness process transformation

initiative that provides a platform lor further ef{bctiveness and efficiency gains at Hydro

One" The Cornerston* Prcrject is to be carried out in four phases as summarized beiow:

Phase I (Completed June 2008): Replaced end of life Passport application and

f'unctionality associated ra.ith wcrk management, supply chain, procurement, acccunts

payablc and assel registry r.vith a modem linlerprise Asse{ Management ("HAM")

solution using SAP. This phase was completed successfully in June 2008.

Phase 2 (Majority Completed August 2009, minor items to be eompleted in 20-10):

Replaced end of lilb PeopleSoft application lbr Irinance / I-luman Resources I Payroll

processing with functionality provided by SAP that is integrated with the HAM solution

installed in Phase 1. The phase 2 in'lplementation also addressed the analytical and

reporting business needs for work management, finance, investment rnanagoment, HR

and Pay and requirements for International Financial Reporting Standards ("iFRS")

compliance. Additional releases will be required in 2010 to address the most recent

requirements for lf'RS and final phase 2 repo(ing and analytical requirements.

Phtse 3 (ln-Service 2010-2012): Enhanee integrated planning, Enterprise Asset

Managemenl / Enterprise Resource Planning syslems, tools and processes by expanding

l-lydro One's SAP solution and integrating key systemsltechnologies and specialized

packaged point solutions to drive additional business value, improve end-to-end process



Historie Bridse Test TX Alloeated
2t)07 2{}08 20CI9 2010 201 I 2t)1? ?{}ll 2012

Minor Fixed
Assets

3.2 ?.2 0.2 2.0 1.5 2.1 CI.6 0.9

l)evelapment
Proiects

60.4 99.9 90"8 32"9 19.4 27.2 10.9 l{,

Total Capital
Cnst

63.5 1 07 I 9l.0 34"9 20.9 29.3 1 1.5 16.1

Savings 0 0 * {10"8) fl3.e) {22"1) {q.5) rr5.9)
llet Capital Cost s3.6 107.1 91.0 24"1 7.0 7j 2.4 {t.2

1

2

3

4

5

6

"t

8

9

10

ll

l2

1l

14

l5

l{r

17

t8

i9

Filed: May 19,2010
EB-2010-0002
Exhihit Dl
Tah 3

Schedule 7

Page2ofll

efficiency and improve asset lilecycle management analyticsldecisions. This ineludes

adrling SAF functionality by turning on new SAP moclules; integrating speciaiized

software applications for reliability centred maintenance & optimization, scheduling &

dispatch enhancements; interfaeing key enterprise systems (e"g. geaspatial infonnation

system ("GiS"), operating, fleet, ielecom, protection & control, etc); incorparating new

assets into the asset registry (e.9. tr'I assets, real estate assets, n"letering assets, etc);

integration with enterprise mobile technoiogy, enhancing funetionality for HR, Finance,

Work Managemont and Supply Chain and colsolidating end*user databases/applications.

Phase 4 (2016): Replace end of life customer inlormation system ("CIS"). Core product

is Customer-i application with numer$us best of breed and cuslom applications fullilling

thr: rernainirg functionality of the CIS.

Table I below identifies the capital expenditures and savings fbr the Ceirnerstone

program fbr the period 2007 t$ 2012.

Table I
Cornerstone Capital2007 - 2012 ($ Millions)

20 * 8.0 million in savings realized in 2009

21
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The Carnerstr:ne capital expenditures consist of Minor Fixed Assets and Development

Costs. The latter include all the costs to acquire, install and place into service the new

Cornerstone systems. Cornerstone capital expenditures suppcfi the Snstainment,

Development, and Operations work programs of Hydro One Networks Inc. As such they

consist of assets that are largely shared by both the Transmission and Distribution

businesses. The differences in year to year expenditures are the result of the phasing of
Cornerstone implementation. ?his table also shows the forecast capital savings arising

from Comerstone process improvements and the result of netting these savings against

the total capital costs. These savings are discussed later in this schedulr.

The Cornerstone Project O&M spending anri the percent allocatiein to Transmission over

the Historic, Bridge, and Test years are shown in Exhibit Cl,'l'ab 2, $chedule i0. In

Ixhibit C1, T'ab 5, Schedule 3 the appropriate cost allocation drivers that have been

utilized to derive the Distribution allocation of thr: Cornerstone Pro.iect are shown.

?.0 BACKGROU}i{D

The capital work program lor Cornerstone commenced in 2007. Phase I of the projecl

was successfully compieted in June 2008. The ma.iority of Phase 2 was completetl in

August 20{}9. Work has begun on Phass 3. The fbur phases of the Cornerstone Froject

are discussed below:

Phase I * Iinterprise Asset Management Core Functionality (Completed June 200S)

The EAM initiative replaced the existing Fassport applications with a modern IIAM

solution in June 2008. The result is an integrated EAM application that has enabled more

efftctive information trans{br u,ithin the Company and provided the basis fcr

connectivity with other core systems as they are replaced or upgraded.
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l{ydro One started Phase i alter obtaining l{ydro One lloard of Director approval in

February, 2007 and successfully implemented ("go-live") Phase 1 on June 30, 2008.

Phase I delivered an EAM solution that replaced legacy Passport func:ionality; provided

additional enhancement/capability to fucilitate business process improvements;

established data governanee and data slructure fur ongoing data collection and

management activities; addressed Bill lq8 and olher regulatory compliance requirements;

and provided the basis for future phases ol the project by turxing on and utilizing

additional modules within the same application suite.

Ths benefits from Phase i are hased upon a complete understanding of the benefits from

the SAP application. 'Ihese benefits are derived frcm three key value levers und*rpinned

by Cornerstone Phase 1 application, process and organizational changes. These value

levers are:

a

I

Centralizing to a single asset registry with a unilorm hierarchy and selective

integration tc legacy databases;

Providing greater process transparency, integration and caliaboration (enabled

through the application and process ehanges) across Hydr* C)ne's lines of business

("1-OB");and,

Enhancing compliance to ths underlying pracesses and data requirements"

Phase 1 savings (both Transmission and Distribution) total $200 rnillion over a ssven

year period starting in 2009 to 2015. 'Iotal savings of $60.4M are expected in the test

years 201I and 2012 as shown in Table 2.
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Table 2
Total Cornerstone Phase I Savings ($M) {Transmission & I}istritrution)

201 1 zA12

OM&A 16.5 19.0

Capi:al 1 1.6 I J.J

Tolal 28" I 32.3

The bulk olthe total savings are through the fcrllowing:

Optimize O&X4 and Capltal spend thr*ugh *nhancecl asset analysis and maintenance

by managing cperational risks over the asset lilt cycle (Expeeted Savings $50"3M).

H,nhanced crew produetivity due to better materials availability through more efficient

forecasting, planning and executio::. The contribulion to improvemcnt in crcw

productivity resuhs {iom having the right materials available at thu right time and the

right location (Expected Savings $35.5M).

Improve internal & sr"rpplier contract compliance through reduclion in non * Purchase

Order spend for direct purchase of materials and services. This benefit is derived

triom all users purchasing standardized materials and services off negotiated contracts

at agreed prices and tetms (Iixpecled Savings $35M).
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Each af tlre future phase s build on the foundation set by lihase I " Each of Phases 1, 2 and

3 will utilize the interconnected SAP application platform. Each phase is stand-alone to

the extent that each will add its own benetits to the overall Cornerstone program.
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Phase 2 * Replaced PeopleSntl Financs / Humar"l Resources I Payroll Functionality

(Mlajority Cornpleted August ?009, minor items to be completed in Ql-Q3 2{il0)

In August, 2S09, Phase 2 replaced existing end-of-lif"e PeopleSoft Finanee, Human

Resources ("HR") and Fayroll processing with functionality provided by SAP that is

integrated with the HAM solution installed in Phase 1. Phase 2 also addressed analytical

and reporting trusiness needs and helped to fulfill the requirement to be compliant with

International linancial Reporling Standards by January 1,2011 as discussed in the

project investment "iustification document shown in Exhibit D2, Tab 2, Schedule 3.

Additional releases are currently underway to address additional changes in IFRS

requiren'lents and final repofiing and analytical requirements.

The PeopleSoft F'inance, HR and Payroll processing modules were installed in 1?98 and

the HR modulq was upgraded ln 2002 and subsequently cristomized. These systems were

core to Hydro One's financial reporling and human resource manlrgement capability.

Cornerstons Phase 2 expanded Llydro (Jne's SAP soh-rti*n footprint by replacing

PeopleSoft; providing one integraled system of record lor all finance, l{R and asset data

and bring a greater proportion oi l{ydro One's ccre business systems under vendor

support. The scope also covered the following:

replaced the in-house application, Business, Regulatory Planning & Repo:ting

("BRPR"), which tracked the reloase of work tiom Asset Management to the lield,

with SAP i:rvestment management fu n ctit;nality ;

replaeed legacy data warehouse applications and databases with a single SAP

business data warehouse and the business objects reporting suite, to provide one

source of reliatrle business data; and
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Addressed International Financial Repnrting Stantlards ("IFRS") requirements to

acccmmodate IFRS cnmpliance by January 1,2011. A parallel IFRS Project has

bsen carried out to review F{ydro One aecounting policieslpractices and recommend

changes to rneet IFRS compliance requirements. Many of these recommendations

were incarporatsd into the Phase 2 SAp solution ivhile athers will be addressed in

subsequent releases nf SAP, 1o addresl any late changes in XFRS requiremenls so as

to provide ful1 iFRS compliance before the January l, 2011 deadline. A lull

qliscussion of IFRS is provided in Exhihit A, Tab 13, Schedule l.

Phase 2 of Cornerstone was unde$aken faliowing a competitive RFP selection in latc

200? / early 2008 and the discovery process coxpleted in 2008, which was used to

confirm cost and scope. Hydro One stafted Phase 2 discovery work a{1er obtaining

Hydro Ons Board approval in Muy, 2008 and continued projecl delivery alter

successfully c*mpleting Phase I in June 200f1"

As in Phase 1, the main olrjective was not only to install an off-the-shelf solution, but also

to adopt lndustry-standard practices. Integration of the new finance and I{R applicati*n

with the modules installed in Phase I has enhanced repo*ing capabilities. This was done

by providing Business Intelligence / Business Warehouse capability in Phase 2. lJusiness

intelligence is the capability of collecting and analyzing inlernal and external data to

generate knowledge and value for the organization. Business Warehause is making

informalion readily accsssible and availatrle for analysis.

lnergi worked closely with Hyclro One, in its role as outsource business service provider

and as an end user of the applications and revised business processss" Inergi and its

parent company, Cap Gemini, worked with Accenture, the system integrator, to ensure

th* solution delivered met Hydro One's needs. Accenlure, SAP and Cap Cemini/lnergi

committed to delivering the required solution and wcrking in a collaboralive and open
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process. Governanee over the proiect included oversight by a sub committee of the

I{ydro One Board of Dirsctors, Executivc and project lcvel reviews and an ongoing

Quality Assurance lQuality Control process implemented by Accenture"

The Phase 2 benefits built on the benefits derived ftorn three key value levers

underpinned by the Ccmerstone Phase I application for technology, process and

organizational changes. The Phase 2 savings total approximately $50 million with

expected savings of at:out $5.5 rnillion in the test year 2011 and $7.0 million in 2012 as

shown in Tablg 3 below.

Tahle 3
Total Cornerstone Fhase 2 Savings ($M) {Tr*nsmission & Distribution)

201 I 2$1?

OM&A 3.2 4.1

Capital z.t 2"5

l'otal 5.5 1.4

The Phase 2 savings are based upo:r the fbllowing benefits identified over a levr:n year

period starting in 2010:

2.t Replacement of the core Finrnce / lnvestment Management / Time Reportiug

/ Human Resources / Payroll Functionality

Hxpected Benefits $20M

I Provide e{Iciency i:rprovements that are driven by having a standardized platform

for i:usincss proce$s, technolcgy and reporting and an integrated syst*m of record

within SAP fbr all assel and financial data;

Improve IT security and inlernal control; andI
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Avoid costs associa:ed with maintaining and reconciling two separate flnancial

system applications and having to implement IFRS compliance requirements in both

{fhe SAP financials implemented with Phase 1, and the legacy PeopleSoft

application").

2,2 BusincsslntelligencelBusinessWarehoase

Expected Benefits $30M

t

I

Providt field supervisors with key operalional dala, standard repo$s and analytical

tools to *nabie further wcrk{brce productivity improvements;

Provide the centralizeel Assel Managcment gr$Llp with a oommon and singl* source

for inlbnnation and better analytical tools to imprcve asset investment decisions;

and

Provide the Company with a tool to help realize and measure progross in realizing the

business benefits of Cornerstone.

Phase 3 {In-Service 2010-201 2): Enhance int*grated Planning

Phase 3 will enhance integraled planning and linlerprise Asset Managemenl" I linterprise

Resource Planning systems, lools and procasses by expanding Hydro One's SAP solution

and integrating key systems/technologies and specialized packaged point solutir:ns to

drive additional business valuo, improve end-to-end process elficiency and improve asset

trifecycle management analyticsldecisions" This includes adding SAP functionality by

turning on new SAP rnodules; integraling specialized software applications lor reliability

centred maintenance & optirrization, scheduling & dispatch enhancements; interiacing

key enlerprise systems (e.9. geospatial informatir:n system ("GIS"), operating, fleet,

telecorn, protection & control, etc); incorporaling fiew assets inio the asset registry (e.g.
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1? assets, real estate a$sets, metering assets, etc); integralion with enterprise mobiie

teehnr:logy and enhancing functionality fcir HR, Finance, Work Management and Supply

Chain and consclidatin g end-user databases/appli*ations.

Hydro One bnsiness iniormaticln consists of many different components that residc in

many diffurent sourees even afler campletion of Phases I and 2. 'Ihe key is to integrate

these sources to allow fnr asset and other business data to be captured once and used

consistently thrr:ughoul the Company to provide asset and asset work informatian frnrn a

variely of perspectives e"g. system p*r{irrmance, asset condition, lahour, cost (historical

and farecasted), work accomplishment, performance and work metrics, customer

reliability, outage management, etc. 'fhis lbcilitates breaking down the inlbrmation silos

and driving enterprise integralion and improvements via process, people and technology.

An essential element of this vision is to provide seamless integralion of data i:etween the

asset registry, work orders, scheduling/dispatch and CIS systern with mobile integration.

This phase enhancgs and streamlines end-to-end husiness processes by expanding ancl

leveraging the SAP application functionality to implement workflaw lbr process control,

conseilidate and elirninate duplicative and tlisparate r:nd-user elatabaseslapplications to

increase the assrts heing rnanaged in SAP and integrati*glinterlacing key systems (e.9.

operating, real estate, l1ect, protection & c*ntrol, telecom, metering, etc) to provide a

centralize<l asset repository and single sourc{ o{'truth aaross all lines of trusiness.

Fhase 3 wili also integrate SAP to the enterprise CIS systern and to operating schedulingl

dispatch leveraging enterprise mabile lechnclogy that is deployed to field statT across the

province. It will integrate legacy historisal information with current SAp data to

facilitate trend analysis and performance fbrecasts and integrate new reliability centred

maintenance optimization software to provide ongoing analysis ol' preventative

maintenance results, validatir:n of asset mr:de ls, and facilitate strategiclscenario planning

that is focused on improving asset lifbcycle management decisions.
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Phase 3 will be completed late in 2011 and savings are not expected to be realized until

2t)12. Hydro One expects savings trom improved processes, elimination of duplicative

data systems and improved transparency across the organization" The Phase 3 expected

savings total approximately $130 million over a sevefl year period with expected savings

of $14.I million starling in 2012 as shown in table 4.

Tahle 4
Tatal Cornerstone ?hase 3 Savings ($M) (Transmission & Distributitx)

2011 7At2

OM&A 0.0 8.2

Ciapital 0"0 5.9

-l'otal
0"0 14" 1

Phase { (trn-S*rvice 2016) - Replace Customer Informalion Syslem Functionality

The CSS or Cuslcimer-l applicutiqrn was purchased in lQ97 liom Andersen Consulting

(now Accentirre)" 'l'he application has undcrgone significant modifications in order ta

address the ehanges in the Ontario regulatory snvirclnmenl and to :neet Ontario Energy

Board requirements. 'l-his is an exlensively customized product which is very ccstly to

maintain and very costly to modily to meet new regulatory *nd business needs"

Accenture no longer suppofis the application.

To otrtain ftrll functionality *,ith the newer systems, and to improve wr:rkflow and

improve customer satisfuction, the intent of Phase 4 is to replace the existing Customer-1

system with a more integrated application which would interhce with the application

suite implernented in Fhases l, 2 and 3.
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THAT'the tsoard of Ilirect*rs nlHyrlro One Inc. approve thr implernentatinn of,for:nerslon*

Phase 4 at a cumr:lative capital and operating cost o1'$180 rriliion. Phase.l will replace the

Custom*r lnlbrrnation S1,'stcms (t')S) of the compmy including custorner/accourt serviccs,

bi1ling, settlernents and n:eter" tnata managen:e::t.

KHY HIGHI,TGHTS

Ccrn*rslone Phase 4 elirninates the risk assuciated lvith relyilrg on a set of aging, customiz*d,

lcgai:y custcrer systems which are built on disconti::ued platfarms.

Phase 4 will upgrad* capabilities aoross all eustomer-facing pa*s of Hydro Ons. The

investu:ent yielcis direct Lrenefils in the range of $ 144M to $ 172k1 oyer a 7-year p*riod.
'Ih* new CIS solulior: wili acl as a k*y enatrler to a broader Customer $ervice Deliv*ry
Visinn thal irnprcr.es ths quality ols*wice {br custornrrs lrom a leener and urore prr:ductiv*

service delivery rnodel.

Ihaso 4 is expecl,ed to take approximately 21 months t* compiete witir an estimated go-live

dale olOctober 2012.

There is adeqriate funding in the 201 1-2i)15 Busi:ress Plan for this project. The timing of
fuiure OBB rate fitrings introduces a regulat*ry risk of cE:st rscovery, which is partially offset

by the substantial benefits to tre realized hy th* CIS investment.

This fio*rd Mesnorandur?l wd"t reviewed and apprrsvedfor sr&missrCIn to tlte8er*rd *f frtrectars
af {{ydro One (nc. by the Silsincss Trans_formatiorz Comrnitte€ at its rnaetixg on &.{ay } I , 20 t L
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EXECUTIYT SUMMARY

$ackground

A oarnpetitive CIS Comerstone Phase 4 * Request F*r Propr:sal {Rfpi was developed and issusd

on July 30,201i). The RFP soiicitod both a software solutio:r and systen: integration serrrices tt:

mce{. tire staterl requiremanls. An *xtsnsive eva}uati*n olthe responses was conducted dr:ring

October and early T:{ovember 20i0. A selection was made and negotiatinrrs for t}re }is*nvery
Phase were compieted in Janr:ary 20i 1. A three*nonth $iscovrry Phase comrnenced in

Februaly 201 I resuiting in a finalized scope and a {ixeci pri** for System lntegrator sericos to
impi*rnent the projecl. Projected in-sen"ice is planned f*r October 20i2, ta maximize cur
leverage enl*ring into the Outsourcing Agrecment RFP process. Th* curront Outsourcing

Agreement with Inergi expire s in March ?{i i 5 and must be put ort tn RFP.

1" Strategic Significance

tririth ti:re introtluction of ner.v programs s*rh as sm*rt meters and associated Timc-of-LTse

pricing; n*w Cr:nseratior"r and Dsmand h.{alagement {C}M) prfigrams; and growing

Feecl-In Tarilf (FiT) and Mi*rsFIT progr:ams, th* nalure of cusiomer sewice ts rapidly
evolving" Futnre utilit,v cusfoiner programs will likely inclade p*rson*lized

c$mmuuicaticn channels, specializeii segment spr*ific programs (i"c. iow income),

sepic*s f'or electrie vehicles, and home enorgy management suppor-t" The eieclrica]

energy indr:slry is at the beginuing of broad transformational ch*nge tliat wiil require a

nelv level of complexi*, in pr*perly serviciag and suppc$ing the r*ility custoiner ofl the

future.

With tirese luturo customer chailenges ir: :::ind, as weli as corporate oi:j*ctives of
iniproved Productivily and g0% Customer Satisfacliein, & teanl of Hydro One customer

msnagers developed * Custam*r Servi*e Delivery \rision nf the future. The Vision
points t* the delivery of a more customizeci service, liom a streamlinecl, laterally
integrated, en:powered delivery org*nizalion. This nrrv orga::ization will have an

emphasis eiu simplifying the interactions for customers (first contact resoXutinn) and

driving ef{iciency and *tTectiveness thrcugh innovation and service delivery
transfbrmatian. The Yision wiil be enabled through the investmr*t in a core set of
foundational teclinclogies. The CIS invcstm*nt will be one of thess key building blocks

to developing the $ervice Delivery Model of the future Othrr dependent t*chnologies
inciude: filS (Geographic Infarmation Systems), mcbile. \SEP {Work Ex*cution
Projects) upgrade, and existing SAP r::odules.
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More specifically, CIS aiong rvi& the cther enabling techn*l*gies will allow for a

consr:lidation and sireamlining of customer back-otXce functicns leadir:rg to a leaner and

msrs &Xgdi}g$vg wcrkfr:rce. These fi;nctions currently involve approximateiy 800 staff

{iirc}udes bofh insourced and nutsour*ed resources}. Ci;nentiy, many manual steps are

necessary l* rneet customsr, government and indr.letry demands ti:us reducing

productivity along the *ntire procsss iife cycle. Ths new CIS r,viil drive in&gJitlq&

through the ir::plernsntation of best practice appr*ach*s t* customer serviees. 'Ihese

facets of impr*ved customer servi*e have direct relalionship on qx*lity melrics that are

key drivers to 9$%-{q{tsqgr S.t}Iis&cti$n. In conclusion, the CI$ invcstment enables a

future custouler serv'ice delivery rnodei that wili: msst the ::e*ds of the evolving utility
custon:er of the future; supporl the achierrement of key corp*rate objectiv*s (Customer

Satisfaction, Innovatio*, Pr*dr:ctivity); *nd onsure that related strategic t*cl:r:ology

investments yield maximum value.

7. Furpose

The ClS invcstrnent selves three prirnary purposss" First, it is a core r:nabier of the

Customer Service Deiiv*ry Vision of tLe futuro (as outiined above). Se*r"rnd, th*
inveslurent rvill realize imrnediate value" And third, it addrcsses a cxrrent need to replace

an aging CIS infiastnrcture.

ltcrlize lrlrtrediate Value:

Tlie planned CIS solutinn will prim*rily l":e built upon a vanilla, out-of-the*bnx, SAF

solution reptesenting industry bost practice in core utilitv *ustomer functions. The new

soh"ition int*grates with sxisting SAP compt;nents providing all *ustsmer-facing stafl
with a more complete set of servi*e capabilitios and custor:rer inforn:atio:r. "fhe vatrue

ob{ained in the new solution wiil be measureable in lhe form cf s*rrerai key seffice
quality metrics such as the items listed below"

$erviee Quatity Metric Currenl Baseline 'fnrget Lrased cn

Slaxned $aluti*n
First Call Resolution &7% 92%

Average Hanclle Tirne * Calls i1.5M
agent handlerl c*lls per y*ar)

305 seeonds 285 s*conds

Average Handie"Iime *
C*rr*spr:ndence

{280,000 it*:xs per year)

?50 seconds 234 seconds



Average Hancile Time * Biiling
Excepti*ns {400,0*0 items per year}

325 seconds 3{J5 seo$nds

Escalated Complaints - Agett Lack of
Knorvledge (2959 complaints per y*ar)

276 ccmplaints per

year

9? compiaints per year

Page 4 of 7

Address Current Need:

The core application comp*nnnts within tire legacy CIS functionality is CSS (Custorner

servics System) and oh.{$ (open Market Systems}. CsS is based on a Cus{omerl
pl*tfirnx, origir:al}y put in-service in 1998. CS$ eombins$ rllixly customer-related

functio::s inclueiing billing, customer account mfiiagsmc:lt, ard i*itiation of customer-
d*maud wr:rk. OMS scops includes systems that support our interval metered custorners,

Distribr-rted Oeueration (DG) cuslcmers, retailer enrolrn*nt and billing as weil as

wholssale settleinents. OMS is tightly intagrated rvith Customerl, and tog*ther suppo:t
the customer-reiated ftlnctions *f our ca*solidated castofirsr base. Over the last number
of y*ars, many changes to tl:* system }:ave bee* implem*nted t* support mandatecl
programs such as )vlarket Openir:g, Smart M*tering and Time-of-Use billing. While this
has tteeu done successfulty, it reinf*r*es the concern that the legacy CIS is: exp*nsive {*
rnaintain; expensive to modi$r to salis{y an acc*lerated pace of c}range; increasingiy al
risk for instability; and nc longer ven<lor-supported.

Core Deliverables for Pl:ase 4 include :

Replacemenf of Custorneri and current Open Market systems with a modem system
piatform (SAP + ITROI'I) to sirppo:1 the m*ter to cash pr*cesses across all customer
$egment$

Ir:"rpr*ved custorner relationsl:ip manasement capabllilies {communication channetrs

self-serue capabilities, con*epation and Demand Management (cDh,I) suppofi to
enable custttrner choice and assist Hydro One ir: f*ifilling constantly increasing

consorvation targets)

Improved capabilities to support projected DG customer grow'th. The cument legacy
system requires man*ai prooessss to pay MicroFIT generators that will not bs f*asible
at projected lirture volum*s.

Integr*tion rvith Ccrxerstone Phases i and 2 installed system and pr*cesses

Leveraging SAP equipment managemeut capatriiities to support metering devices

Leveraging SAP Busi*ess Warehouse/Business Intelligence (BW/SI) capai:i1iti*s for:

customer anaiytics, which will enable us to execute a *ontinuous improvement cycl*
that drivas future improvements to cust*mer satisfaction and productivity
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3. Alternatives

a) Proceed indefixitely with the eurrexf legacy systenr

For the reasons specified in the }ast section, we do not recommeud this altemative.

b) Wait for OEB cammitmnnt to the project before proreeding with the inv*stment
To mitigate regulatory risk, the project could be tin"reel lo he executcd once OEB appr*val

tlthe associ*tsd 20i2-2013 Distributio:: rate req*iren:ent is approved. The assumed

Sistritrrutior: Filing would take place in lat* 2011, rvith a hearing in summor 2012. The

pmjbct wCIuld then launctr: in iate 2012 or early ?013 once tho OEB Distribution Rate

I;iling outcom*s were known. Leveraging curront worlq the CIS Implementation would

still take approxirnately 24 months" This s*hedule wonld lead to *n in*service date of
earl3r 2015. Th* problem that arises with this schedule is that the curent outsourcing

el:angements for both IT and Customer Service Operations {CSO} expire on Febnrary

28th, 2015. Ar: opea and can:prtitii,e bid process for this set of serr,ices will be

conducted lvith a possible culcomn that a new vendor{si may be chos*n" 'f fuis tjslilr: ^l
the project is not r*cnmmer:tied *s ti:r* risk assriciated with a cilange ln our key

outsourcing pa$ners at li:is late stage in CIS project implementaticn wouid not be

tolerable . Inergi ard Verlex rvill be required to play key roles iu *:aking the CiS prq*ct
implemenlati0n succ$ssful.

e) Ileplace CIS rfter cxpiry of current outsrurciug contract-

Tire implementation of a new outs*urcing contract as of },{arch ?() i 5 woulcl require a

transition anil stabilizati*n period. Therefore, the CI$ proi**t wouid commeilce late in
2S15. Tl:e project would require an er:lirely r:sw RFP ar:d Discov*ry period. The earliest

reas$nable date to irave the new CIS in-se:vice w*uki b* iate ?018. At this point, the

legacy CI$ r,vill be in its 20th ycar of operation - wcll past its **d-of-lile. Tire additioual

5-ytar dciay will mean accornlrodating incremental r*grlat*ry changes that are likely to
inlrr:duce new customel requirements which will be expensive lo meet and u,ill increase

tire risk of instability or: lhr legacy environment. Finally, the ireneflts expected fi*rn this

project woutrd be delayed iry 5 years. Therefore, this timing is nct recomm*nd*d.

4. Cost Estirnate antl Recry*rv

Cornerstone Phase 4 prr:je*t cost is eslimaled at $18*M. This amor:nt ineludes intcr*st,
overhead, and funds allocatcd far risk mitigation. Although the amount is within the

approved business plan hudget of $19?M, spread over 201 I to 2014, it is impcdant to

::ote thal fuxding wiil need to Lre advanced into ?011 and ?$12.
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The overall Crrnsrstone Frogram costs and bene{its are es fallows:

lAclual cost *f phase I anrJ 2 prciects

'Th* phur* 4 beneiits are the midpoini. of the range provid*rl on pagi: i ($144M tt
$ 1?21\4)

5. Regulntory

In several recent OXB rate hearings, th* Comerstolle prograrn wa$ discussed at length

and described as * 4-phase plan, with th* I*urtli phase being CIS replacement.

Con:erstoue has boen view'ed r.r,ithin thcse proceedings as a successfr:l tr*nsformatirnal
initiative and Fhases 1 and 2 we::e approved for full cost recovery" Siuilar: ter past

Cornerslone Phases, approval to proceed with Pi"rase 4 implementation is being sought

prior to discussion of the specifie *xpenditur* with the OEB. The likely timir:g cf
planned furr:r* Sistrib*ti*n liearings rneans that the ilEB outcomes rvili nol be knawn
urtil late ii:to the Implen:entation stage r:f the CIS project. For previors phases,

associated OEB apprcvals on the i::vestn:ent of the Con:erstone projects were knorva

enrlier in their irnplem*nlation schedi.lles. Uniike other Comerstofie pliases, tlio CIli

;:roject is *ot allocated between trailsmissi*n a:rd distribution so the &rl1 expenditure is at

risk of approval in th* next Distritruti*n pr*ceeding. Based on the above considerations,

there exists a cost re**very risk. H*wever, tire significant benefits ass*ciated with the

i*vestn:lent serYe t$ partly mitigate the risk of OEB non-appr$val" The impact to rates

from lhe CIS investr:e*t is esl.imaled to be approximately 194 of revenue r*quirem*nt on

everage annually over 7 years.

Costs Senefits
{projected over 7

years)

Phase I Hnterprisc Asset Managernent $127M' $2001,I
Phase 2 FinaneelHuman Resoureesl Payroll,

Business Rei:ortins.IFRS in SA}
$165&,f ' $s0M

Phase 3 Enhanced Enterpris* Asset Manag*insnt $60h,I $ r 50h,{
Phase 4 Custo* er laformation Svstenr $1*0h{ $153M'

Total $533M $5s3M

Phase 4 Avoided costs associatod rryith unforessen
larg* ei:lrancements, upgrados to OM$ to
accommcclate MicroFiT voluntes.

$ 19h,{'

Tota] Conrer$tons PropJr-am $s33M $s72M
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6. Risk An*lysis

Risk Mitig*tio:l

Qnaiify of projeet

cutcomes and

realization of
targefed projcct

berrefits.

" Selecterl e provsn systems inlegrator. HCL Ax*n is a leader

in the CIS SAP ulility system$ integrati*n marketplace.

They have ied *ver 36 SAP Customer Relationship & Biltring

{CR&ts) implementations"
. HCL Ax*n approach is beneflts-driven. It has included a

focus on benefits during Discovery that will continue througir
to fina1 design. The plan also includes comprehensive and

fi:cused change manegement, communications, and training
programs to accelerate staflprepatedness ftom awareness lo
ur:derstanding lo buy-in ar:d adopti*n tlir*ugh a proactive,

engaging, and managed prouess.

Pr'*ject delivered on

time

Target date of October 2012 is built orr Axon's I 7-month

work plan lhat has been scrutinized in the liscovery Phase

Establislied a goverrance fr amework sirnilar to the rnodei

successfully einplo,ved in past Cornelst,:ne Pl:ases

Internal audit wiil :el,iew *re p:oject management

raetli*dol*gy at key stages in the project scheduic

HCL AXON's 5?0 SAF utility professionals is tl:e largest

pool af experiei:ced fesourcss in lJortir America. Their depth

of utility experience includ*s fully,configured SAP CR&l]
specific laols, templales, aud pre-coi:figured solutir:ns that
vrill reduce tlie risk of ect

;

a

t

a

Proj**t delivered on

budget

I:ICI" Axon will be co:rtracted fbr the projecl through a fixed
price an*ngement
'lhe Discovery lihase includr:d several design wor-kshops *l.l

all aspec{.s r:f the proposed solution. This e{T*r1 shauld
greatly minin"rize the chances of unli-rreseen scop* changes

treing r-equired during the Implerner"rtaticn Phase.

The project cost estimate has included a *o:rti::gency budget
of approximately $25M i20% of proj*ct cost) Srr mitigation

unfores*sn issues

I

t

a
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Harold Thiessen-Ontarlo Inergy Eoard
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Susan Frank, VP & Chief Regulatory Officer*l-lydro One

Allan Cowan, Director, Transrnisslon Applications Regulatcry Affairs*!-tydro OnE

leff 5mith, Difector, Froj*ct [\{anagen'lent & Coirtrol-i-{ydro One

Vicki Fowsr, Advisor, Xegulatory A,ffairs*l-lydro One
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5TA&T 1:35pmr

l$."ffi V\dm$*mm"rm hy &$fimn ffiffiwffim, ffi$nmctmr, Mfrmlmn App$fem*iimns

AIlan Cowan welcomed all participants to the Stakeholder updat* mesting on the ClS Replacernent *
Phase 4 of the Cornerstone project. He indicated that {"{ydro One wil} be advancing this pro.ie ct to 2012,

ahead ofthe previous target of 201S. The presenters wil! pr*vide a hackground nn the Cornerstone

projeet in general and the Customer lnformation Systern {ClS} in rnore detail, and urill he includingthe

reaso!'is for advaircing the system in-serviee date.

OpTlMluS lSBRwillbeprovidingthenote-takingandfaciiitation.AtlanintroducedEohSettsastlre
facilitator and to start the meeting.

ffi.ffi ffipmnimg Mmrmmrks ky ffimf* ffimtt$, S*lef{frii..auqr'

3l4ffipom

Eoir Setts welcomed all par-ticipants, advising he is facilitating tngether with OFTiI\l{"i5 | SBR. Enb

introduced ths SPTIhllUS | SER teanr - Angela Eoychuk and fvtiles Smil - as nst*-takers.

ln his presentaticn, Eoh went over housekeeping itenrs - n'rscti$g facilities, refreshmenls, planned break

around 2:45prx, and the er"norgenc"t' instructions pslnting out the exits in case of need. Note-taking wlli

be done by OFT|IVIUS | SBR. The session will bc necorcled anel the recordings destroyed once the notes

are approved. Any corx'rments rnade by individuals are dsne mn behalf of the partythey represent.

ilartlcipants were advised itthey want eomment$ to be off the record tn advise beforehand.

&oh reviewed the agenda for ti'le rl'ieetlng, indlca{lng the ground ruies" Preser:tatior'ls and notes witl be

posted on Hydro One's website. AII participants wflre asked tc intrcduce themselvesfcrthe reccrd.

S.ffi ffi$$ &*trx$*eumffitrmt, flmrnmystmmm $$hmsm 4 L"lpdmtm

3";SSX*r'm Cerrnersts$ne L,pdate - $b{ti$qe Winters, Semisr Viec Pnesidcmtu !mfmrmmtiom Tee knmlogy

As ari in{roductifin ts the Corner"stcne P!'ojert, l\"4ike Winters hegan the presentaticn with a review and

explanation o{ F{ydro One's ove ra!l lTstnategyto rationalize applications and transforn'l husiness
processe$ through the irmplenrentatisr'1 of csnrrnercial mff-the-she!f (COT$) appiication$"

Thi< (tr!{64\/ rim< lt ro.lr,rino c\?-foe c^mnnn^nrc c',n^^dinq nrnrlglp{ivi+tr;m^r^\/a-^^+,r;:1fig
u.(bt uirriJ uirusr,'.b JyJ.!,,, !v,i,Pu,iL,,!J, JqyPv,

husiness be nefits of adopting stanejareJ industry processes and best praetifles, and nritigatir:g the risks

associated with unsuppsrted custmrn solutions.

Ti:e current c{"*ston'ler serviee $yst*m {C55} is expensive and curnbersofiie to n:aintain and update, he!ng

built on an lT platforrx frcnr the rnid-1990's, usin6 Cobol eodlng and ma!nfnanre technotogy, requrring
progrannming !'esoLrrces and skills that are beccn'ling mo!'e searee wnrldwide.

L{ydro 0ne Networks Ine . I 4.
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Currently, l-iydro One relies on outsourced lT rnanagement" We wnuld fike to re ly less on specialized and
customized skills and tools, thereby reduclng costs sn outsourced pren'lium services" Custorner service
and lT aceount for absut 75% *fthe total lnergi outsnurcing contraeted by Hydro One.

Mike Winters provided a silmmary of the 4-plrased Cornerstone pnoject, whicl'r started in 2006.
* Fhase 1 eove red S&P's Enterprise Asset Managenrent ine luding asset rnanagenrent, wurk

n'!ai'lagernent, investment rnanagernefit, supply chain and sonre reporting" Fhase L went Nive in

Q2 2008.
o Fhase 2 ineluded Finance, 1-lR, payroll, tirne reporting and business intelligenee reporting" Fhase

2 urent live in Q3 2009.
w Fhase 3 eonrprises a numben of sm:ailer scale prujects, buiiding on Fhases l" and 3 and ineludes

sueh projects as supply chain mptimiratioil, advanced asset analytics, engineerlng design
transforv'nation, and business planning consnlidation all of whiclr are atvarious stages of
conrpletion and in"lplenT enta't!on"

o Phase 4 involves a elS to re place tlre custornized, iegacy C55 huilt un dlseontlnued platforn'ls, to
simplifu interactions for custsm*rs and to dr'!ve efflciency and *ffectlveness through innovatinn
and servicc de livery transfornratioru.

-Xhe current C55 applieation runs on a totally dedicated IEN{ rnainframe fsr both prinrary and backup
systems, costing appreximately $2-3rnillion per year to n"laintain" &y nroving ts a new SAP C[$, l"iydro
One can take out the mainframes and eliminate the associated upkeep costs"

Jay Shepherd asked wl"r*n the predece ssor system {C55} vras installed and went l}ve. lVlike lndicated it
was June 199E, using the CustomerlX platfornr" Andersen Consulting installed the systeffi, i:ut shortly
got out of th*t line cf husiness and rc-aligned with the SA,P eustoiner eare system.

Custorner/l was rjiscontinued slr*rtly after l-lydro One went live unfnrtunately. 5* we were dependent
upon the Custormer/tr utility clieflts ts rr'lake changes based om r.rnique husiness neeCs. Tirene lryas no
stnndard installatiqn mr roadmap, so t-{ydrc One csutd not ask fsr service mr enirancement packs"

The new SAF system is widely used, anei they have plans for servlce and enhaneemcnt servlce packs that
N-{ydro One can readiiy install to inrprove business processes" The SAF systern alsu a{iows easier
integration rvith ecirrent sysNerns {e.g", *sset !"}lnnagement, work rnanagement, supply el'la!n, etc.},
there by reduclng the linking ssftware needed to tie syslems together.

Mike reviewed a sunrmary *f the pro.iect process

3) ,4 Request fcr lnfornratinn {"R!:}"} was issued with Focus airned at so{tware vendcrs. Hydr* On*
reeeived respsnses frnrvl Oracie and 5AF, tl'le only vendqi's tl"lat cou$d rneet the requiren'lents of a

utllity of l-'trydro 0ne's sire;
2) A Request for Proposals ("RFP"i was issue,l for system !ntsgrfitors witl'r 4 respunses * 2 rvith Oractre

and 2 with S,AP;

3) A rigorous evaluation prseess resulted in a 3-nrnnth discovery phase with the l*ae{ integrat*r and to
{inaliee $cop€, establish fiNed price and benefits"

Jay She pl'rerd asked who the integration bidders vrere. Mike indicated that ths hidders vyere HCL AXOi\

{SAP}, eCl {Orarle}, Accenture {SAi:} and Fricewaterhouseeoopers {firactre}.

l-iydro 0ne Networks lnc. I $



i'tI)tr* i)f{[ Ci! i-l;pi;urrl..:e ,T i. e*in*istni:e l1;sr ,{ iinll,:LriSe ri Ie:lh:": .1r,:rt )ll.,llii"l-

Roger Higgin asked w!rat role "lfiergi", Hydrc One's cu!'rent outsourced senvices provider, wou!d play in

the solutisn. illlike replied that lnergi has 2 roles:

1) Through V*rtex {the call eentre and customer care pnoviden}, lnengi will help define detailed
requ'ren'rents and functional design and assist with testing and irrrp!enrentation.

2) For appliratlon and infrastrllcture rnanagement, Inergi wili ensure the platform stands up correctly,
overseeing capability, lnad applieation, and testing.

Jay Sh*ph*rd ask*d if any nf the systen: integ!"ator bidders were reiated to Vertex or Ine rgi. flllike

indicared that they were !"xot related. ln*rgi is an effiliate of CapGemini and CapGemini chose not ts hld"

l-1Ct AXOI\ was selected as $Vstor'lx integrator anc{ dur"lng the disrove ry phase i"iydno One negotiated
software ccsts fcr ltrnil and 5,&P. l-iydro One useci Gartner for third pfirty expertise to disc*rn the level of
discount that could he eNpected from SAF. l-{ydro One was pieased to report tf'}at they urere ab}e t*
achieve an approxirnate &5% ciiseount frorn SAP.

Rcger h'liggln asised if the discpunt was hased on siee. Mlke answered that 6al"t,'ier indiceted a price [:and

andh*sedonvariousfactors rrrainlysizeandcurrentfootprintnfSAF"&ogeropinedthathlydroOne's
other SAP applications likely played a part;n chcosing SAP and without those applieations, i-lydro One

would not havo ae hieved sueh a large disrount. l!'iike agreed.

The Board uf $irectors'approvalwas received in &day ?Sll1 with projected in-service date of late 201"2

The planning and the RFP process for the replacement of Outsourced Services will begin in earnest in Q"3

nr Q4 2CI12. The targe{ issue date of the fiFP is in early to mid 2S13 ts get to cornplete outsourced
services switch ou{ in early 2015.

Jay Shepherd asked a|:out Verlex' involvesxent ane* requested information on the cnn{racted vendor,
contract start dato, te rm and additinnal ccsts for tl"le extension, and furthernrore wirether the ex{ension
contiact made mnlt cssts stee$er.

{\,{ike answ*red that the ryialn contract is wlth ln*rgi as prinre with a sub-ccntract ts Vertex for customer
cane s*nviees. The originai contrmct starteri in 2S02 for a 10-year {errn *nd wi{}'l a 3-year extensimn clause

exe ncised to take Fnydro ilne through 2CI1"5" in the extension, hlydro Sne was actual$y able to negstlate a

steeNler decline in eost through the various towers, with irnproved service levels"

fdlike ndded ihfit the llFl and &FP urere used to assess the rnarket, cnn{irnr {ixed costs and set timeiines
nrncca;li,-1o tn p yr6r[-\:.lr crlrodlrio ailnrrrino f lS tn o6 l;rrp hofn6p herlino tn nocnlllfp rlor]/ ^lttS^UfCaf
frontracts. fl'4ike indicated it is not desinable to have a nrajar c*stomer inforrnaii*n system change
ongoing in a window wher"r the putsourced cus{sn'rer service provider was distracted by other issues,

surh as blddlng and being evaluated on a new cutsourring csrltract. From a sirnplicity standpoint, this
apprcaclr wrth fein,er 3ct!\,ities occurring sinrultanecL;sly also makes fcr more favctLl".lble negotietions on

fiew slllsourced services contr*c?s related ts c{".}s{smer service and lT once the extensl*n expires: the
rfiore csrnnlercla!off-the-shelf iCOT$) applica{ions l"iydro Sn* uses, the lower nxr costs sttouid be"

Roger Fliggin asked rf the ltrservice ls for on-going cilstonler care services or systemx integratlon et
so{tware systems. {Wike replied that the outsourcing contrfict deals with [:oth e ustcmer services,

lncluding custoixrer eare, and iT. Specifieallyto lTservices, lhe lTcnmponent !nvolves infrastructure

i-iydro 0ne liletrzuorks lne. : &
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seen the template and will be looklng at how best to present their informatlon, which urill be included in
the next appiication.

l\Iike indicated Hydi'o One has a rigorous p,'ocess for tracl<ing and reporting on benefits realiratinn and

ensuring they are attained and put !nto futura investrrrent plans and regulatory filings.

Jay Shepherd commented that the impact on costs, relative to the benefits to the ratspay*r shouid be

analyzed explicitly, which is a more focuse d cxamination cnmpared to the general emrporate cost to
benefits analysis"

Shelley Srlee asked if the costs !nclude software lice nces and th* ehange-out of the rrainfrarne in tl'le
Phase 4 costs. l\{ike advised that the licenccs ars included in the cost. The deeornn'nissioning of the
m*inframe ls part of project cost and tl'le rr.;n costs of $:-:ttn will he nen'rov*d and refleeted in future
filings"

Jaek l-lughes askeclif the $172lVI hene{its !nclude the 2CI% contingeficy that was huilt into the $:i80lv}
cost f*r Fhase 4" lV!ike confirn'l€d tl-'at the 2fi% contingency is a project cost nst refleeted in the hen*fits
value" tf the project !s cornpleted without the 20% cor"ltingency tlre project benefits of $17?&ll will not bs
irnpacted, but the project cost cf $f80ed \Mitl.

Mike Winters then Intrcduced hdyles D'Arcey to presenl the visinn and approach for the ClS hulld

il:2S pn"r C}$ &eplaecmemt prsje€t * &Si0es ffi'Aneey, $elli*r \fiee Fres$demt, eustmrxen ffiperatloms

l\4yles reviewed thnee key h*nefits of system replaeen:ent hased on the proposed timeline in terrns of
n"ree{ing curren{ needs, realizlng irnrnediate value and enabNing a future eu$tomer vision.

x. The change addresses currerlt needs -the current system wns depioyed in "1"9$& and is a custorn-
code systen'1. {iydro One has invested over $200&{ in custorniaed n'rodifications since deployrnen{
and the C55 is r"low a stand-alone l-{ydro One systsn'x as a result nf ail of th}s custnrnizat!on. As an

unsupported systen'1, the risks attacl'red are greater" The n*ed t6 continue to custsnrire the current
sy$tem is driving ever increasing css{s. TNrere are costs and risks everytirne Hydro One "lifts the
hocd" sr adds boit-ons on requlred functionality to th* systen'r.

To tl":is {irst point, Jay Shepherd asked wirat had changed i* the plan to replace it for 201"2 instead of {he
original date o{ 20}"5" &llyies }',&rc*y indieated genenatly that it reiates tn a "windovr rf rppcrtunity" that
has opened and that this wor.rld lre discussed in greater detai$ on Slide 1"6: Tirneline for Repiacement and
Jay was satlsfied tu hear the {ull respofise at that time"

2" Custsmervalue -tl"lenewsystem|rasgreatercapahiiityandflexil:lli{y"5,&Pand0raclehave
incorpora{ed utility :ndustry hest prartiaes. Additionally, i-lydro One will be ab}e to dnive {r,rtur*
enhanceiments lo meer rrlston"ler requirempnts Hydrn Orre lnnked at thp cnsr,q nf irnple'rnantrng the
Ontario Clean [nergy ffienefil changes, and determined tirat a 7S% cost savings wsuld have bee$
possibie tilrough S,*,P lystem. Thus, a !ower tctal cost wlll he achleved, as code changes and
revisions become easier.

Ts this second pnint, jay $hepherd asked what the avernge spend is t* make chang*s to the current
sy$tci"r1. i\{yles D'Arcey replied that in the last ll2 *"oonths they liave spent $10 - 12lV}. Xeeent years have

N"iydrn 0ne {\letworks lnc" i &
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av*raged ssmewhere hetween $5*10nfl in revisions. Onc reason ls that a rate e h*nge requires a code

change in the current system, whereas SAP is table-driven"

Jack |-lughes asked if the study was internal or external and rzuhether the informatiorr would be included

in futur* filings. ldyles confirmed it was an internal study and it wnuld be included in future filings,

N\{yles briefly reviewed the Benefits lvaluation infnrrna{in,'1, providing *xamples of sonre benefits that
would be ae hieved hy the new ClS, irre luding total cost of ownership lsy elinrinating the rnainframe

eon'tputars, plus be nefits, 1r:rluding best practiees such as lmproving eustorne!' information retefltisn
wh*n cllstomers change accouvrts within the l-'lydro One territory.

.JNdy Simon was interested in kirowing the c,letailed irnplementatlon strategy from now tc 2il15,
especially concerning tl"re srder of eon"lponents to be lnrpier:rented" Fmr example, given possible

regulatory chang*s, cnuld sne csnlp*nent he con'lpNeted soonerthan o{l'lers, such as lcw lrlcnme

custome r beneflt improvement?

i\llyles suggest*d that with a live date of Oct 2012, Hydro One wili havc the flexlhility tm lmplement

change at lower cost. l-"lydro One wlll revisw tl-re regulatory timeframe to ensure the best possihfe

a lign nne nt.

$usan Frank indicated that tlTe key challenge here is assessing any regulctnry changes that need to he

applied hefore the Oetober 2017 tirrrefrarne: either ch*nges would hsve to |re {ruil{ into bnth platforms

at a high cost, or psrties will need tc consider whether rJelaying some changes we uid he rnore cnst-

effective.

&ly)cs reviewed the link between tl'le new C,5 capfibilities and the corporxte ohjcc{ives such as

predietive analytics relating tr the iCar"e cornponent {prornpting the agent to address the l!kely issue

bel'lind a call), aehleving $0% overali custsffier satlsfaction, daploylng enhaneecl touls to imprnve
ernployee engagernel'rt, eonservation denrmnd rnanageme.lt {Cnl\4}, and driving produetivlty"

.,lay Shepherd asked whether suclr i'lew Cl$ capan*llitles frre pa!"{ of tl"re initial solutimn sr if they are add-

oms requirlirg nrore spend. [\4yles advised that tl'le exmrnpNes g]ven are !nc]urded 0s part e{ttre lnitiai

$fgcm solutisn"

Jay Shepherd asked lf sonle propoi"tioin mf cost is allocated to unregulated activities ts eover the CDIVI

con'tpofient, given that reguNatrd CD|\"4 trrnogranrEnes are iargely OPA-rna:ldated" &,'|yles answered tha{
there is nn aliocatimn for un:"egulated artivitles"

l\4ylessummarized the &?sinttssaythat CiSwill prmvide a holisticvlewo$a customcr's !:lli, history, usage

and ccnservation pl'ogrnnr enrolnrent. Ttris w!!l ailor,, for rneaningft*[ dlssussipns with the $u$tor$er as

tlrey manage their bills, wirich is a need-to-irave"

Discr.rssion eontinued with Susan Frank, Jay She;:herd,.!uiie fiirvan and i\4yles D',&rcey eNploring the CDiVI

program exan'lple, its piri"pssc and e*st ailocailmns. l\{y}es confirmed that the purpmse mf the CDI\,4

cornponent is data mlnlng and to use when se rvicing s customer.

Hydro 0ne Nerworks lnc. I
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Susan suggested that the issue cnuld be sumrned up by saying that the new ClS would be ahle to
geilerat* data for subsequent use in marketing, *nrclment and other applied efforts, which belong

unde r CDI\{ ccsts"

\{yies agreed and said that the cmsts for CDIVI prograrnming {enrulirrent, delivery ancl reportlng} are not
part of the projeet costs and w*uld be identi{ied aild aliocated later as required. .}ulie suggested that the
cnsts s{ unreguiated components be separated from regulated pnes in the next fil!ng. Jay added that a

'fair practice for allocation be used for regulated ver$us nnn-re6ulated elements, to ensure tlrat
csrnpsfierits or portiofis of *mrnponents used ts suppsrt non-regulateej benefits are identified separateiy
and nor included in ratepayer costs.

3, fiustonrer vision - *nsurlng that thr sy$ten'l has rapabllity and flexihility for future changes and

needs. [:uture needs are not currently huiNt-in, but [-{yalro One is ionking ferward to ensure the
$ysten'l has the flexibiiity to grmw in the ever clranging environment. l-lydrn Orre is looking tm see

hmw tlrey cnn use t[re iarvestments already rnade to prnvide nlor€ datfi, funetionallty and eapability
$or the eL{stomerus beirefit.

To this thlrd poin*, lV'like Winters added that under the current system, it ls cost-prehibitive to integrate
rnrlth core applications sueh as tinre tracking, G!5, etc., tu hmprcve aorporate prmductivity. The new

iystem wlll af iow better responsiveness to the field. Son"re less irnportant add-uns have not heen

included ln the current plan to erisure that the approxirnate t?&00 critical business requirements
curr*ntly in the CIS implementation ;rlan are cunrpleted effertlvely and efficiently.

ticger l-liggin asked w*rich classes cf custonrer shnuld be *bie to acce$$ accor,,nt informatioll online.
h,,lyles l)'Arcey repliecf that with tl'le curr*nt C$$ system, c!"Istoffi€r$ can log onto Miy &ccoufit and will be

included in the new Ci$. The chailenge i$ to $'l*et the increnrental functionaiity the (L;ston'ier will want
gning tnrward. l-l're new systern flexihility wiil provlr*e for that. Custonrer cmnsumptlon history is an

*xamp[e o{ that.

/ 50prrr Sessiun llrerk

S;SSpmr

|\,{yles D',4re*y eontirlued with sonre inf*rtxetien y:artict*larly retrevnnt ts eleetricity generatiofi

custsrne!'s fit siide 13 uf t'lis presen{atiolr. Frimarily thE new elS wi{l prmvla}e grester visihility rf data,
provide n'lere Infornratioi"l, and prmvide inrreesed sppmrtunitles un how to prescnt billlilg data {e.9.,
ri"rultiple aec*u11t$ mn one hilN).

Jake Srs*ks asked what level o{ det*ii is expect*d. &4yies ll,ldica{ed that as a;r exan"lple, tnday {mr

mier*FlT, $ettle,")"ients ars \iery sinrple, writh start and end readings and t{re rats. l-{o$rever; ln an oLltage

situation, c{.iston}ers may qu*stion discrepamcles fretwe*n projected and actuaNrevenur" Wlth the new

C,!, ll.Tdrl One will be herrer-equippeC ro prcviCe dsr.i rnd srlr!'ysl: to 3nsi..'cr the:e snd m:n,; other
questions in the future.

.Juiie Girvan elk*d if tl'lere wmuid be chargesfortliis kh'ld o{'sErvlce" l\{yles res;eonded there will b* no

incremental eosts, because tl'r* r*quisite data ir elready available.

tr'1ydrn Sne hletworks lnc" I &*
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.tay Shepherd asked wh*thsr diftrerent repoils could bo created $or custonren gr$up$ at a future tim*.
h,{yles r*plled that llke TOU, t}rese reports would be enhaneemsnts t* the sy$tem and they wou:d need

tn review r*,hat lvill be beneticlalfor the whole group. Mike Vtlinters corfimentsd that any requirements

nmt in tNre initial scog:e of the Cl$ could be considered later.

Susan {:rank comrnented that it wsuld be go*d to know what klnd of fc.*nctionai}ty Jay was requesting

slnce !t rnay ln fact be eontainieel in the orig!nai Cl5 senpe. lt wsuld be valuable information for l'{ydrn

One to assis{ in planning and }:udgeting to addness t}rmse requinemen{$ in the futr"lre. lV}yles c*nfinnred
that the r{ata wll{ he availa[:le- hut they neec{ evaluate and unclerstand what {unctlonalities wsuld bs

required ts prseess the data"

J*y Shephend lnclicated that it is li$portant to knowr whet {unctionnllties are [:uil( into the current scope

so that the cos{s of any ac}d-un; cou}d be prn6:erly accout'lted for"

Sinniiariy.}ake &resks lndicatec{ that iN is importan't to knutlr what is gsing tm lse emllected as xrart of the
deta set regardness of what is curre ntly antielpaied ts !:e used fmr reporting. ftilyles pr*vided an example,

saying that FlTgeneretsrs receive the sanre data in{o as interva}-metered custon"rer. Fnn n"licroFlT,

customers wil! see initial frne{ final reads, elnd rates applled..Jake esn'lmentcd thet rnore inforn'lalisi'l
slioulcl perhaps lre nhtaineel to deterrnine wlrat data ls nrnst use{ul to present. hdyles gave a further
eNampie cf generatlnn information, whielr must go through the l\dlhflll{ and be ra}culated se6:arntely,

and which is not eurrently accessible to the custmrner.

The data collection and rcpnrting issue ls eornplex enough that it was agrced that it sXrould be disct.rsscd

further in subsequent co!lsuitatioi'rs"

As an exanrpte of pressing conc*ri']s relevant to ClS, i\4yles reviewed sonre of tlre:'levv cLrsiomer

requlrements for electric vehlcle and charging requir*rnents, generation hy smlar and winrj turbine- load

n'nan6gen'ient, etc. C{-}rrently l-{ydrc Sne has ahout 500ffi rmicrmilTgeixeratsrs cmnnected, with 11"0$fi in

the hr:pper {mr rural Ontario, amd an*ther :t40SS hy year e *d, as raottcp nr standalone untts.

Itnger i-'{iggln cmnlmented thatgenermtipn is l"% nf t}re custnrner base anci queried the ft*metiona}ity and

{sst ts lr* invested nn applicntions versL,s mverali $:l$ni\4"

i\4yl*s cuuntered that onlytmday's reEuirements are huilt-in the $tES&4, and no lncrernentataost has

leecn added fmr future funutimnality. [or a;'ly ac{e$ltinnaIfunctionaNity l-{ydro $ne would huilel a iluslness

case nnd requost stakehmlder iriput fft that |aier time" Thls tuture infnrmatioll requiren,lont wes {octor*d
into th* vlsinn sc tha{ th* sy$terfl would have the futxre ratrrab!iity tc pr"*vide t[rose functicnalitles at
.^^.^-^Lt^^^-" Tl^^.^6^..^-i.:^.:{1,,-r,^.^J^^"1;J^ ?r ^'L^a^"-+^,^..^,^{*L^r,."".^ ", ^E+H^lEd)ulidJJls LU)t. iltd lltlulllldttull riluJIldlLU ul] >l!uu lJ - llrE LUrtulllL-,l ,rl ll{E I utulg, l) IiuI Pdll ul tllL'

current i?rsject.

lVlyles ihen reviewed the tlmeline $or th* prsjert and nddressed "Iay Shepl'lerd's earlicr question about
. l^.. i,l-^ .-.-- --1.-- - ---.i 1-l-^ r,a .-^ ^l^^^ ^^^^-^ l-^- ^ : ",^^.. {.: -^^ f--,-^^ -r'l^^
tl,i Ily tllc plUJCLt LlllllllB VVd> dUrldllLcL|" lllL t-lJ I(-PldLUlrlcill pluLtr)5 (rd) d J-yuctl Lltllc lldllie. lilU

outsourced cali ce ntre bil{ing and lT support fui'rctions are essentiaito i{s sr.ifrcessfui irirplementat!cn"
i-{ydrc One n*ec}s a winelow of stahitrity rryith thes* rutsourced ft"lnctions to csnlpiete t$re C}5

il"l'rple r1'lel'!tratinn in tlre nutsourcing rsntract terrn endlng 2015. Whe* i-{ydrm Sne hac* the opportuvrlty to
exterrci Ihis outsuure !r]g r$fitrff[l anr{ creal* this per,i*r* r:f stahility, tlre wirrcfu.lw of nxlrpoi'turrrl.iy opened.

l"{ydro ffne {\{etwcrks lne . : 3"$.
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.lay Shepherd aslsed wh*n the nutsnurcing contract was eNtended. Myles r*plicd it was as of l\flay of
t01fi.

Roger lliggin asked If the advancennent n{ phase 4 and'tlre 3-year extension hacl bren included in the
prlor regulatory fillng" h/lyles indicated it was not in the filing. Ihe extonsisn was approved mn its uwn
rne rlt.

Rcger lliggin nhserved that FlyclrCI On* is going to pay an outsolirsed vendor $2mX* for participation, and
asked whether disaoLlvrts we re negotiated, i$ henchrnarking was done and how eosts of l:iiliirg and
cLlstilmer care csulcl be nedueeel forthe perioci mf tlre outsmurcing rsntract due"ing whirh the new CIS

was avallable for use.

I\*yles first respcnded th*t price reductlsns were huilt inlio the contract renewal cr cx{e nsion

l-le went on ts $fiy that !-{ydrn One has a fran'leworl< for further potential future {renefits, however,
savlngs in this outsourcing arrangenre nts couNd nmt he negstiated until reai and aclricvahle ben*fits
cquld he va{ldated when the new systenn was in place. \&lithln the $1721\ll in [:eneflts, nm bllllng or
custsmer cale c&st reductisns were buiit isr within the 2 year wlndow, as th*y still needed vaiidatisn aild
contractual negotiations. Hydro One is In a strcng position *fter valldation to go baak tm the veirdor fsr
p*tentiaN reductions.

Rcger Higgln said that from e ratcpayer perspeative, h* would like to see some benchnrarN<ing on
custon'ler rare rost with at[:er organizations using SAP. l-le suggested thfit it he ineluded in l-.lydro One's
regulatory agend* for the balance of the lnergi and Vertex centract.

jny She pherd cnnrmented that it should eNtend {u*her, that if Hyclrn One is experting future reduetlmns
in the next contract.

l\4yi*s ii'lvited [-'lydro One's.,lef{ 5mith, }}reet*r', Prn.}ect h4anagen'ie nt & Contro[, to presei]t the s$ides

sul':lrnarlzing tl'le Pro]ert Cos{"

,jetf ii'tdirated that nhout lralf of the projee t emst is ihe lahoulr/imirlementfftion services, mf whieh 2/3'd'is
the integratnr, {-iCL AXS!\}. Jef{ erjded that l-lCt AXOl\3 is yrr"rmbEr 1 [n SAP integratinn in &iorth ,{rneriea"

Through the discnvery phase, l-{ydi'n 0*'le va{ldatec{ the in{egrat*r's assumptions, time and fr*nefit. N\tlike

Wlnters added that {h*y tested the n:arket hy goti:ing proposals $rmm fmur bidders, anel h* added ttlat
l-{CL AXOl\J \ffa$ th* }pwes{ hldder.

Jsf{went s!"} to polrlt out tnTat }-'{ONi and inergi nrake ulp annthel"}ange portion mf tl'le iahour cost. The
husii'lrss, iT and cail cen*rs services d*"!ve the pro.lect"

J:y 51"';phc,'d eiiqui,;e d ab;i;t tl,e iesoijices arrLl dssoiiated cos,s. .icff ;o,ifir,;re d tliat tlie pr.jc.rt i;:e;
eNlsting peop[e second*d fron't other l-lydrr One rmies whlch are baei<-filied with t*r'npmrary staff. Jay
asked ls [qilols, the aost of loack-fitl statY. t-iye{ro Sne indicai"ed {trat tirey wlXI need tp review that and wlit
prmvide the enswer c{ the r:ext sessiot'1"

Susan Fran[E asked \ i hether the cmncern was the pc;sihility t$nat the iahour *sst$ wers in sume way
doubf*-counted" 5he eornlnentsd tl"lat thrs* $abuur cssts wor-ltrd r*lm*ln where they are {e.g. ongoing

l-lydro Sne l\{etwcrks inc. I g.&
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Settlements efforts), and the cost nf moving their efforts into the Cl$ projert wmuld equal, cr might

eNceed tt:e current cost of their efforts.

Jay understnod holv tl'lese people would be used but just wanted t* understand wlrat tl"]e co$ts sf the

back-filiingprocesswoulcl be. ieffsaidhe woulddetenrninethstandreportitatthe nextoppsrtunity

Jay Shepherd asked how the new capit*liratlon rules uneler tFR$ wmuld clrange hsw int*rest and

nve rhead are areounted" Susan Frank advisec* it is prernatui'e to he disct.lssitig {his, but that lhe matter

wourld be r{iscussed at a later session.

.lef{eontlnuecl the cost revierr;ts exarnine hardware cnsts. Hydro One alreacly has existing infrastructure

fsr SAF platforms that would be augmented. Snffware c*sts il'lelude SAF and N[ron eosts. Comnrissioning

includes interface wi{h third parties, {such as Symcor for printlng hin!s}"

Jay Shepherd asked whetlrerthe smftware costs were Llp fnmnt or an annuai licence. tVlike Winters

resp*nded tiratthere is both an inltialcosi of $n3"4lbl forfirst year, plus an avrnual maintenanee expen$e

which ls typicalllr 17-22%"

Jay $hepherd questioned i{ t}re commissioning cost lnciudes any of Hydro One's inte rnal rost. "lcff $ntlth

said that it does not: it is fnr interfaclng with third pfi!"ties" This iirvolves a comhinatimn of penple *
Nne rgi, and $-{CL AXCIzu as the integrator, althmugh son'le l-!Ol\l staff will als* he involved"

jay Sirepherd asked for a rnugh breakdswn of interest anel overhead nunrbers. jeff replied these wnuld

i:e approxirnately $6lVl and $12lVl, respectively"

Ja;k llxghes ask*d hpw l"lydro One determined a contiirgeney mf 2S%, and wl'rether It ls proieated that

the contingeirey will be required. Ldike Winters advised 20% is typical of nrajor lT prnjects and conslsteirt

uoith Fhase X cnd 2" Some sf the contii'lgency iq/es used fsr e*ch *f Phases 1 anc{ 2. lf it is needed {or

Fhase 4, l--{Ol\[ wiil foilow its gsveN:nancc rn*del. NV]ike enrplrnsized ttlat the l-{ydro One B*ard cf
Dlrectmrs appror;ed the 20% contlngency nn the basls that it could nut he usec$ without eNpiieit Soare{ mf

Directmrs review and approvai.

.|ack as{qed about tn'le affio{"lnt of c*ntingeney used in Ptrase L and 2" lVtriN<e indira{ed thai nst allt{ne

conilngenry was used {*r Fhase l and 2 and the finalnurnbers rrylll be provided"

Susan Frank asked wiiether the 20% contingency wmuld be inclu*cd in the arnsunt reqr"rested in tlre

epptlcetimn" L4iX(e confirflled rhei the contingency ir'rilt he part m{the eppllcntimn"

.Jeff asked is anymne aou!d thlnk n{ any ndc}itional infmrmatlon tl'rat l"lydro One sl'louid be providiitg with
its applicati*n and tlrere wsrs rio further req{"lests. Allan Cowan added thal the Intrcrldge template
ImcIudes much of the required informatisn requesled, and it witl be reviewed isy l-iydro OnE nnd
-.^^,"1--^l,.,ii-L- ;+- J-;^pupU!o1.cU U.'lLll lt) UdLO.

le$ coi'lcluded the presentatlon wlth a hrlai'review mf the Gre*n [nrrgy ex**rple to illustrate tl'le lmlnrer

rost of tl'le rlew systeir'!" lhe Sreen Energy Eenefit 6:roject nequired 6600 hmurrs {n !rnpien'}ent the
r,r:j,r- --t- ^.- -^ -t-- -_.^^ ^t"- .[.' r. - .- -i.- .nft n1^n r- - .- -ai'railtsCS Wrtrl'r 1.11c ridW j),>t€i-ir, IIle;arne Cll6r'r$es WOijici i-raiie i-li{;ii air a5trlildlE'l lL]trLJ-llut/ liUtf,!s, d

reduction of about 70%" {hus, there is a significant c*st reductlon in mirgoing effnrts ts be had by

inrplerirentixg tl'ris new system.

l-lydro One hletworks Inc" I &S
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"}eff turned tlie meeting bark to Eoh Eetts for the flnal question and answer section

Shelley Grlce ask*d what ottrer utility conrpanies are using a sinrllar SAp CIS. l,flyles 0'Arcey rcplied that
these inch-lde Texas {"Jtiiities, Lnndon |lydro, Slue Water }-lydro, SaskPowe r, EC h{ydrc and sthers.

.lake &roolss asked hmw the Smart frrld Teclrnology will tie int* the new ClS systern, Myles answered that
the ClS is sp*clfic tm customer system reE{liren"}ents ane{ functlnrTa!ity, hut there is potentifil for mther
uses of the data that ean be rollected. Jake suggested tlrat *ven ti*'lre there shsuld be a seecnd lmok tm
examine co-ordinated evolution and adaption o{ Sn'lant 6rid and ClS applicaLions.

{Vlyles respnnded that ss enterprise $yste m$ cor^r'le online, vrlt}r clated infnrrnation, the potentiai exists
f*r sdditional and enhaneed {unetlonality linlelng lnto other Sr'rlart &rid options and other p{atfornrs lilee

mohile functimnallty, gem-sgratial functinnality, 6i5, ete. When it comes t!me fmr these enh*ncemonts n

plan will be developed and prese nted tCI the stakelralders for input.

Another issue.,|ake Ercoks suggested fcr conslderation ls {he question o{ whirh kinc} nf ifivestlxents are
utlliqr investments, and wlrlrh should ile privately swned. h{yles agi"eed that these questi*ns would
need {o he conslc{ered.

S"ffi f,$r:s*r

S;5Sprur

,&llan Cowan cnncluded the nreeting, advising tha{ glven the ilunrber nf reievant questions and issues

raiseel, another stake holder session would likely be held in Septennber tm provide upd*tes nn studies and
analysis for filing in fai!, includlng further discussion about Cl$. th* col''llpensa{ion study underway with
&lereer, the Density Study, CDI\4 anc$ Lnad Fsre(astlng and an ulpdate sn accmunt!ns issues antd what the
filing may lo*k like"

Allan cnncluderf tire sesslsn by t$ranl<ing the partieipants for their qurstimns and lnfornnatimn

em,!ffiUR[U &:{}Sg*m

l"{ydro fine l\etworks {nc" , 3"&
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The ClS lleplacernent Project pr*sentation was approechecl by way of an everview of [-lydro One's gnverning iT

slratesy as weNl as the status of the 4-phase Cornerstone lnitiative, CIf which the new Custon:er Infonmation

Systenr {ClS} is the 4th phase.

Throughnut the sesslon, Stakehulders questioned llydro One ahout issues of concern, including tii'l1ing, eosts,

ssftware and outsourclng opti*ns, Iaenefits and function*l;tles that a'ttach to C{5. Stakeholders a}sc prmvided

nrxny valuable commeirts as input to the Cl$ Inrplernentation and reguia*ory pre$e ntfrtion.

Detailed cnnversati*n {ccused mn the due dlllgence conducted ir,l }'lydrm fine's deeisioir-rnaking proces$,

particularly as it relates to:

1) The decision tn advance tire ClS implemer:tatlon fronr 7S16 to 201"2;

2) The prices obtained fr*nr SAP, the lntegratsr l-{C!- AXOI\1, and other contractors;

3) tr he pending expil'y od the current sutsourcing csntrect;

4.) The co-ordination of Cl$ planning with other strategie init!atives;

5) Costs intei'lded for inclusimn in l[:e next rate applira{!*n.

l-{ydro One gave an acrount o{ tire rationale, vision amd epprnach for replacing tlre current, oritrnoded Custnlmsr

Service Systenr it55) wirh t|':e rnore flexihie 5A,F-hased Ci5, readlly capahle nt hnnc{ling foreseeable chang*s lm

accounting and reporting, as well as futLlre custon]er ancl lndustry ffreount manageri'tent needs"

A numhen of direct questlcils helped identify issues which wili reqr*ii'e rlarifiraticn sr fur{lrer researc}r and

amalysis.

S. t(my &*t[*m mm# $\*ertnMt* l'{mrnx

2)

1)

3)

Custot'ner Care costs we!"e reqL,iested to he re;:orted also ol'l tlre hasis of cost per custon]er to facliitate
cmnrparisons with other 5,&F users.

Stakehmlders indicated a deslre ts have a "Eenefits IXeallzation Plan" dev*ioped to track ilenefits
inctuded ,n the justlficatlon of this prnject.

Stakeholders gen*rally agreed that bene{i{s arnd cssts shmuld he analyscc} rf the reasonable llfe o{ the

CNS asset and not {he 7 years currently used"

4) Stalseholc,ers asked {or a:"lcre deta!i aboslt the expeeted rosts of {uture system upgrae{es.

llydrn 0ne i\*tworks {nc. I }$
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5)

6)

7)

e)

t-lydro One confirmed that they would file the report originally prnvided to their Soard nf Direetors that

outlined the eost/herre{it analysis for the board's consid*ration CIf thB ClS replacement project.

i'lydro One has noted and will eansult the template rornpleted hy Inhrldge Gas Distnibution as part of its

Cl5 stakeholder eonsultatimr'! proce$s.

&atepayers requested tha{ the cost/benefit analysis provide some focus on the impaet to ratepay*rs,

bsti'l il'l costs they will hear and he nefits th*y will rereive.

l-{ydro ilne will pnnvic{e more detail a}:out the 2S% contingency lnclucied in tl'le $tUOlVl proj*ct cost,

lnclud ing:

a) Cornerstmne Phase t and 7 cnntingency l*udget usage;

b) l-{ow the 20% eontlngency wi!l he presented for regulatory consideratioll

c) N"'low tlre ccntinge ncy will he managed if tNre pruject coNr'tes in helow budget or above hudget"

Stmkel'loldsrs general!y understnod tire drivers and the rationale for advanring {he tirning CIf the C}5

Replarenrent Project

Stakeholders asked that l-lydrm One file the internal report that analyrnd the emsts cf making chairges t*
the exist!ng CSS.

Stakeholders lndieated an interest in se*ing a detailed implementatiom plan. The specific interest here

was ts consider whether certain lrenefits {such as t}nsse to }ow inrprne consun'lers} couid [:e realized as

early es posslhle.

l-iydro fine indicated a need to discl.tss the approach to requested changes to their systeryls during the

transition ts a n€w ClS, to understalrd and evaluated the costs/heneflts mf having tm make changes twiee

\1*rsils nntry mnee.

There was general interest in ensuring that the eosts of t!'le Cl5 Replacernent and any rhairges rnacle tc
the current design are reasonabiy evaluatec] and aNinca{ed t* ruston'ler elass to ensure thet cross

sLrl:sidizarion is kept ro a nrinirnun'1"

Partles were gefteraliy !nterested in gaining s better i;nderst*nelirig of t!:e functionallties that wil! h*

built ints the *ew ClS

$imllar t* the previur*s lten'1, ther* was intsrest in further inforn'lation airsut the klnd CI$ data {irat will lle
rnlip.tp,'{ lrrr rhp ,rp,n, (\/strrn s^ ihal cl:kpftr1lr''le15 fO,-,ld CqnSidel fr.rf rrre r-lSCq ${ rh:rt f{ata.

Stakeho!ders were lnterested in learning rnore a{rou{ tlre custonr*r care arrange!"!''}ents with

lnergllVertex and hew they corn;:are tu otl'l*n utilities costlbenefits in de{lvering tl'?e smffie services" Tl'}*

iltl.re:l rel;:tes lrutlr ru the reten{. etrteri)iurr dndiiBcr!'rer!tS dr,Li thC"urlr.lerseuildill6 i.lraI ali r".,rll wgili tu
ennsider ilew arrfing*ments when the current rsr'!tracts expire.

e)

rfi)

11)

12)

t3)

14)

1q\

16)

i"lydro One hletwe rks lne. i 3.6
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17)

1E)

l-lydrc One agreed to provide rnore details about the estinrat*d eosts for the r:s* of Hydro One

personnei ln the project, wlth speciftc inte rest in the costs of back-filling for s*conded staff"

,& fcilow-up ClS Replacerxrent projeet stakeholde r session will be planned for th* fall.
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Density Cost AllCIcation Study, Ben Grunfeld, London ficonomics
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Produetivity Study, h,{ark Hirschey, Oliver Wyman
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3.. Fmu"ticipamts

Stakeholders
, Emerissa Babin * Ontario Power Generation
'. Michelle Byck Johnston * Society
' Ted Cowan - Ontario Federation of Agriculture

Vincent DeRose (eonference Call) - Canadian Manufacturers and [Nporters
phil Dubeski * Toronto i"lydro f lectric $ystem
Julie Girvan * Consumers eouncil of Canada

Shelley Grice - A,ssociation of Major Power eonsumers in Ontario
Bill Harper * Vulnerabl* [nergy Consumers Coalition
Bayo Kidane - Power Workers' Union
David l\{aclntosh * [nergy Probe

', Neil Mather - Ontario [nergy Board
, John &{cGee {Conference Call} * Federation of Ontario Csttagers

Patrick MclViahon {Conference Call) *Union Gas
, David Foch {Conference Call} * Green fnergy Coalition

Jarnes Sobota {Conference Call} - Pollution Probe
. l-'larold Theissen - Ontario [nergy Board

Itlark Vainberg - PowerNeN
. Steve Zebrowski {Conference Call} * Veridian Connections lnc.

l'lydro Sne
' Carm Altomare * l".lydro One
' l-lenry Andre - Hydro 0ne
' Richard Bertolo * l-lyclro One

' Allan Cowan * l1ydro One

Susan Frank * Hydro One
Ellen Holden - llydro One

. Sabrin Lila - l-lydro One

lan i\fialpass * Flydro 0ne
. Keirh McDonell* Hydro 0n€

Tony Miies - l-lydro 0ne
Vicki Fower * Hydro 0ne

, Anne-l\llarie Reilly - Hydro One

Nikita Sheth - Hydro 0ne

Freser:tens
, Brad fiown*ss - |"'lydro One

Stan Sut * Hydro 0ne
,' Ben 6runfeld * l-ondon Economics
. Mark l-iirschey * 0liver Wynran
. lain Morris * Mercer

NI rnrin Porrac 
- 

Ird.r dr

- Kristi Robins * Mercer

spTreaus I sBR
. Br:b Befis - 0pTli\,4us I SBR
', Tara Murphy * 0PTllVlUS I SBR

Miles Smit - 0PT|MUS | SBR

i-:rir'i'* l-:irt j\*lr'*lh lnr, I 3



5l;Leh*i;l*r" flrnsnli; :ir:n iini"rs fici"rhcr l$, ;S:1.

tr" \Wm$ewr"nnm hy &$$mm flmururonm, fr)!rtrfrtmr, *Wmlmr &6x6*&$rr:mtr{ews, ${Xru$rm ffir'tm fldmtwmn$qs

$'f&l1T 1.r|}$;rm

Allan eowan welcomed all participants to the Stakeholder fonsultation meeting. He outlined the
Agenda fcr the day arid listed th* topics that would be discussed:

1. Conse rvation and Demand frlanag*me nt (CnM) $tudy
2. Density Cast Allocatinn Study
3" Cornpensation Benchrnarking StudV
4. ProductivitylVleasures
5. An update on tlre Cl$ Replacemei.rt - Phase 4 of the eornerstone project.

OPT|iVIUS i SBR will hre provieling the note-taking and facilitation. ANlan irrtroduced Bnb Betts as the
fac!litator and tn start the r:leeting.

$, ffipmmimg ffimummrfl{s hy li$mh mffiffi$, $lssf $fitffite:en

8ob Betts welcomecl all participants, and advlsed that he is faciiitating togetl^rer with
OPTIMIJS I SBR. Bob introdueed the OPTINI4US | SBR team {Iara lVlurphy ar:d ilniles Srnit} as nots-takers.

Eob began his presentation with several housekeeping itenrs and pointed *ut the effierge{lcy exils. Eob
stated that notes will be taken during the meeting and that the meeting and discussions will be
recorded. l-te noted the recordings will [:e desti'oyed once the notes are produced" Ary comments rnade
will be attrihuted to the individual and th* par"ty they repr"esent. Farticipanl$ were instructed if they
want comffiemts tm be off the record to advise heforehand.

Bob asked a|l attendees to introduce themse lves, stating name and cornpany {or lhe r*cond. 1".{e

reviswed the agenda, asked for phcnes ts be turnecl off and rnentioned that questions ane i,vcicnrne as
they arise. The pnesentations and r'!otes generated wiil be published on the |""{ydro One websiie.

cslk$ Studxr, Sta''| mutr Mlanagen, Heoalorn[ss and Lmad Foreeasting, Hydro sme Networ$es

View or download a copy of rhe C$lVt Sturiv s*ntati*m

Stan But b*gan his presentation with an erplanatinn of why the
CDM study was undertaken. The CD[1tr study was directed ]ry the
Ontario Fnergy &oard {OFB), vr}rich requested more details ahout
the CDVI analysis and particularly credlble load forecasts and greater
aecuracy than has previously heen a',,ailahle. The Board accepted
l-lydro One's CDIVN estimates used in load foreeast, but directed
l-lydro One to wcrk with the Ontaric Power Authority {SFA} to

iildr': |",:rt l{rl,r*r:il.r lrl. i ;
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devise a robust, effective and accurate means of measuring expected impacts of CEI\4 programs. Stan
reviewed the recsrnmendatlons made by stakeholders in the February 2011" and i\darch 2011
eonsultations:

:." eonduct the CDM study in-house;
2. Review the CDM categories and methodologies used to incor;rorate CDh4 impacts into load

forecasts by utilities in other jurisdictions;
3. Comprehensive CDfril categories that are tnackable;
4" Work closely with the OF&- to hetter define and nreasure CDI/I irnpacts for use in load

for*cnsting;
5. present CDltl impacts by sector and custsriler rate elass"

$tar: Sut stated that l-lydro On* had acknowledged and addressed each of these recornnremdatlons

The study had two rnain nh.jectiv*s. The first was to develop a robust rnethodology to forecast CDhd

inipacts and the second wss to develop a rnethsdalogy to incnrp*rate the CDIVI irnpacts int* Hydrn
0ne's lnad forecast.

The study findings included a Literatune Rnview invnlving British Cslun,bia, $i*w Yark, Caiifornia {as per
stnkehnlder recornmendation) and other major utilities in North America with CDtul experience. Web-
search and persnnal communicatlon were used to gather data" Hydro One did a comparlson study of
load forecast nrethodoiogies conrn:only used hy other utilities that incorporate CDM impacts inlo their
forecasts. Finallyf'{ydroOnehasbeeninclnsecommunicationwitlrOPAstaffoverthelast6monthsto
incorporate ti'lis information into CDI\l estimates.

A Load For*cast 5i;ruey urss sent to appnelxin'lately L0S nrgnnizations in l\orth America, and 4L responses
were received. The [-iterature Revievr and Survey provided a roster cf well-deflned and comprehensive
CDIVI categnries:

Fregrams initiated by the utility;
Prcgrams ini{iated by other organlaatlons;
ffiuilding codes and stanclards;
Rate structures;
i ncreased conservation effeet"

The Load Foreeast Survey identified three commonly used n'lodels to incorpmrate fDl\li irnpacts in $*ad
fnreractino

lVlethnd l" forecasts ursing the actr"ral io*d {without CDIVI adjustrnents};
lVlelhscl 2 fsrccasts C$Vi in'lpacts as a varlable on the nlght-hand side of the ec*non"Ietric
equation;
IVlethOd 3 addS hiStOf!6a{ C|)[n imnerf< tn tho :rt,r:l lned rn"l f^roract5 fOf.V",afC.

l-lydro One r*viewcd the advontages and ehallenges associated witlt each n.ethod. On the basis of the
revlew i"esults, Hydro Sne has adopted lVlethod 3"

Susan Frank asked whirh nrethod th* OFA uses" $tan replied that the OPA als* uses lVlethod 3

f
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Ted Cowan asked for clarification on the main differences with respeet ts weaknesses in Methods 2 and
3. Ted si.lggested Method 2 regresses data weakly and lVlethod 3 might contain errors in the CDM data.
Stan clarified that both Methods ? and 3 require eDM est;mates for the history, so the same eDl\I data
is used in each Method. Method 2 has a potentlal to create bias in the forecast hecause of eollinearity
issues. Method 3 adds the CD&ll impact to the actual load, which avcids rnultiplying any such collinearity
issues.

Ted agreed that l\{ethod 3 addresses the issue of including CDfiI irxpact, but posited that they are still
ernhedded in the initiai regressinn *stimates you are suhtraeting fronr" l-le asked if it was corr*ct to say
that ali of the ldlcthnds have sorne weaknesses, but in fllethod 3 the weakness is confined to the CDIVI

data" Stan clarified that the same CDIV| data is used in hoth models, but the data is used differently to
achieve ui'lbiased coeffieien|s in fl/lethod 3. Ted responded that lVlethod 2 and 3 do r:ot differ
substantially with respeet to error.

Stan acknor,t"rledged that ther* are pros and cons for each nrethnd. &rlethnds l and 2 are not invalid or
incorrect, but they have charact*ristics that rnal<e them !ess suitab,le fcr Hydro One's specific
requirenrents.

Ted Cnwan asked for Stan's intuitive relative assessment of the merits of the three rnethods. Stan
replied that Flydro One has deterrnined that in light of the Bnard's request for a robust, aceurate modei,
&/lethod 3 is the rnost appropriate choice"

Ted inquirecl about the eNperience l-lydro One has using Method 3. Stan replied that l-{ydro One has
effectively been uslng Metliod 3 for a nunri:er of yeans and is cornfortable wlth its performance.

Star: proceeded to review the sludy findings. He ide ntified that the categonies in the i-.lydro One CDtdl
forecast that are aligned urith th* OPA Folicy Instrunrents ref*rring to Slid* 10 of his preserlaatlon:

Frograms, further bro{<en down in l{ydro One's fnnecast into l-lydro One/OPA prngrams, and
other influences;
Codes & Siandards;
Rate Structure"

l-{ydro One uses a nun'}ber of methods and n":odels to track custon'}er *rtions. Accordingly, Fiydro One
has deployed an adriitlonalcategory called the lncreased Conservation Effeet. Tlris was defined as

eustorner behaviour to conserve erl€rgy that is nnt influ*need by l"{yciro One, OPA, and cth*r non-
government pr0grarns.

Ted eowan asked, regarding ra[e structure, wheth*r separetc analysis is ccnducted for cu:tnmers that
are demarld hilled versus cr.rsto,'1'l€rs tha{ are volumetricaiiy hilled. l-{e suggested there is a ianger priee
effect for tl"lose who are dernand billed.

Stan replled that for rate structilre l-lydro One uses CDIVtr irnpact data frsrn the OPA, and essurnes that it
cover$ ali custorner elata. Ted agreed that all customers are considered, hut ask*d whether dem*nd- and
voiumetnicaily-billed custsrners ar"e distlnctly identified in the data. l.le asked speciflcally about the
possi{:l* casE nf a farmer cn demand hilling, who ronserves i'}'}ore than a farmer on vclunretrle billing.

ii;Cr'; l',rlt i:i*i'.,r,,:r"l',i ill. r $
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Stan said that the impact is accounted for in each billing scenario. Ted inquired whether it is p,ossible to
tell the two billing nrelhods apart, because there is a dlffere nee in savings for each billing type. Stan did
not believe that the data frorn the OPA breaks the information dovrn by rate elass. Ted suggested that
the savings differences by volumetric versus demand ratr classes should be identified in the data.

John f\4c6ee asked whether l-lydro One had any figures on the de rnand r*duction frorn the Smarl fVleter
progran"r. Stan replied that for 2013 the Smart lVleter {Tinre of L"Jse) impact for all F{ydro One customers
was approxirnateiy 20 megawatts"

Eill Harper sought e!arification on the definition of the term "lncreased Conservation Effect" used hy
l-lydro One. l-le asked whetherthe lncreased Conservation Effect was equivaient to, or nligned with, the
OPA's definition of l"latural Cnnseruation" Stan replied that they are rlot the same effect. l-1ydrn One's
definition of the lncreas*d Crnservatisn fiffect is any non-progrann savings above or beyond i\latura{
Conse rvation.

Bill nbserved that electricity rates are increasing by 3"0% and inflation is up 2%" tr-le wondered whether
th* lncreased Conservation Eff*ct cnuld be a respnnse to custonler awarenes$ of higher bills. Stan
n*plied that the lncreased Conseruaticn Effect does not capture increases due to inflation. !nflation and
increases ln pric* are captured lri Natural Conseruation. l-listorically, electricity prlces trend upward, and
a conservation response is expected without additional inte rvemtions.

Bill used a potential example tn high{ight his point: a custorT}€r who Isoks at an ene rgy-efficient product
{without a program ccupon} and wants to be environrnentaily cmnscinus is eounteej in tl'le lncreased
eons*ryation Hffect i{ he purchases the prnducl. Alternativ*ly, if the customer chooses to huy the
product because of his increased e lectricity bill it is csnsidered l\a{ural eons*rvation. B!ll suggested that
the process to determine whetherconservation is increased or natural is unclear, given the definition of
the inereased Conservation Fffect.

Stan But proreeded ts describe the steps t*ken tm unde rstanc{ and aiign with the savings a:sun'lptions
used in thc OP,&'s eurren{ cnnservatIcn fnrecast.

The preiiminary CDIVI lrnpacts for 2CI11-20X3 shourn mn his Slide i"2 include the {oll*wing ent*gories

lrnpaets nf l"{ydrm One and OP,& Frogrxms;
0ther Infiuences;
Codes nnd Standards"

Each of these categories is expected to drlve increased energy savings cr,er tirne. St-ln dio nol present
data f*r fiate Structure inrpacts on erlergy beeause the &ate Stnucture data from the OF,& anly includes
Peak Savings while his Siie{e fseused on energy savings" The fitth category, lnereased Csnserva{inn
Effects was bas*d on data fronr 20L0 actunl, forecasting mo incr*ase in this category 7SI"1 to ?013.

Stan ind!cated that the flat-line lncreas*d Ccnseruation fiffect fmrecast wss a cons*rvative stop-gap, and
l{ydrm One wili n*ed lhe actuai 2CI11 data to nrake accurate fmrecaEts beyond ?01S.

Eiil |"larper nsked for e Iarificati*n on the fc;recasteet data. i-.le asked whether thc f*recast fsr 2013 was
based on :nlpacts fronr 2fi1"3 only or !f li vras ths curnulative impact of prcgnams inrp|em*nted in 20L1,

i-'l,ri,'.,,i]r,tn i":*l.rrrr*r'lll Il:. i "f
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2012 and ?01"3. Stan clarified that the forecasted data represents thE cumulative impact for that year
Therefore the diffe rence between two years ls the incremental e hange frorn year to year.

Susan Frank asked for an explanatinrr of how the forecasts for lncreased eonser*ation Effect were
calculated. Stan replied that multipie analyses were used ts dstermine the forecasted impact of
lncreased Conseruation [ffect" The first was using the hourly lcad of Hydro One !n 2002-201S to run
econometric analysis. The irnpact of econorny and weather were !"emoved and the rerxaining impact
was the total lmpact attributed ts the CEI\I.

In additinn to the econometric analysis, the custorner inforrnation system was utilized. ln this approach
the annual energy consumption for over 500,000 resldential cilstsrner$ wlth cnnsistent information was
analyzed. The result nf this method showed consistent savings with tl':e econometric approach. The fina!
rfiethod was using tracking surueys where cllstoNl'rers listec{ their own actions towards conse rvation and
actions driven by prog!"ar0s. This information confirryled that therE is an lncreased eonservation lmpaat
frorn the custorler.

Julie Giruan questioned the validity of using eustorner surueys tn calcuiate the increased conservation
impact. Stan explained lhat the !arge survey (approximateiy 60CI0 customers) results were not used in
the catculation, but rather to confirm the econornetric results.

Stan provided a sunlmary of the e DM impacl study and indicated that the study was nearing
compietion, incorpcrating stakehaiders' recornrnendations and meeting the Board's Directive

Susan Franlc added that the OFA did not evaiuate the impact of the lncreased fanseruation tffect and
asked whethe r other organizations are using this category. Stan n*plied that the results of a web si.lruey
showed that I in 5 utilities in the survey use a category that eaptures lncreased Conservation lmpact. He

mentioned that the stat* of California is nraking a rnajor effort to monltor customer belravioun, actis!"!s
ar:d savings associated with rrrarket transformation. This is an en:erging issue that is being studied ln
other organlzatlons.

Juli* Sinian asked if the Gree n Fnengy Be nefit {a 10% discount} would rause cu$tsn'}ers to rec{uce
conservatiun efforts. Stan re plied that the 1"0% reduetion in the customer's biltrs is a new feature that
was nnt captured in the analysis. B*n Grunfeld, of Londsn Fcrnon"lics stated that the fireen [nergy
E*nefit came sut arsurrd the san'le time ns |-iST, rzuhirh increased cu$tomor bills. Thcrefone frcnn an
increnr*ntal impact o!'1 customer hills the HST lik*iy neutrallzcs the Sreen Lnergy Benefit reductinn for
the nex{ 3 tc 5 years.

:.i lrd r-it i.--: ( a lil ei.r,r;1. rit: : :lC li
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Ben reviewed the mandate given to London [conornics and
FNXA to evaluate the relationship between custornsr density
and distrihution s*rvice costs. l-te outlin*d that the study was
initiated in response to a request fr*m tl'le 0[8. The study ais*
assessed whether the existing density-based ratc classes and
density weighting factors appropriately reflect thris relationship
A third ohject was to consider the apprmpriateness and

feasibility of establishing alternate custorne r ciass definltions. The third abjective, while eovered in th*
report would not be discussed to a large degree in this afternonr:'s presentation.

Referring to his Slide 5, a two phased approach was used to per"form the study, urith the flrst phase
being the Methodology Developnrent and the second and current phase lVlethodolngy lrnpl*mentation
The rnethodology consisted of two complementary anaiyses; Ecsno,metrie study of the operating are as,
and Direcx Cost Assignment of smaller sample areas. Both analyses considered operating, maintenance
and administrative costs and proxies for capital costs.

Julie Girvan asked for the definition of an operating area" Een explained that an cperating area is a
geographic area wlthin the province. [ach operating area ]ras service centrcs used ts respond to
customer calls, rnanage ffaintenance, operatlng programs and eapitel prsgrarfis for that area. JuliE
asked whether the operating areas are the ar*as listed on the Hydro Sne website during an cutage. Sen
confirrneci this is eorrect"

Een cnn{inucd with an outiine of the ecsnometric nrethodol*gy" Using his Siide 6, he exp}ained that the
functional form of the econometric rnode I was chosen hased sn theory and prlor experience and
pninted out that this !s th*form used bythe OEB. The equa{iom takcs intc accotrnt t}:at an increase in
custon"lers from 5 to 500 for a glven area equals an Increase in cost that is not unlfornr" Detcrrnining the
cost functicn was an ite rative procassr urhere a number of different speeifications were tested. The five
independent variables incIuded in the fi*al modei werc:

1. fustcnrer De nsity {stake}rolder recomnrendation};
?. [Susrber of custon:ers;
3" The square ofthe numher cf custonrers
4. Ene ngy density;
5. A time s:" tre nd variable.

Ben eNplained that a representative crs$s section of sanrple area$ was selected. A total of 1"3. operating
arsa$ were utllized forthe direct cost assignment" The stucly included 62 san'lples areas, 74 low-density,
32 rnedium-density ancl li.S high-density froril the 1"1 cperating areas. The sanrple area selection
guidellnes included:

Similar area$, apprsxinrately 20 kn'12;

lr;i,'r lr*, l(eil:,l*if.:- lrE. I i
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100 * 200 customers for law density;
700 * 1200 custonners for medium density; and
Over 2000 customers for high density.

Sen indicated that the costs were directly assigned to the individual sample areas. These eost groups
include:

l-ines and Stations (operations, maintenarrce ar:d administrative costsi;
Vegetatlon Management;
A.sset lntensity {representing capital ccsts in the ground}.

iuiie asked about other assets not in the gr*und, sprcifically the cost oftrucks. Ben stated that fixed
capital costs are not dealt with in this direct cost assignment study, but maint*nance costs for assets
such as trucks wottid be lncluded in maintenanee cost$ forthe sanrple area. Ben $tated that the
pnopartion of Hydro One assets refleeted by vehicles is small ccri'lpared to other assets in the ground

Henry Andre eorrfirnred tha{ the costs assoeiated with trueks and other vchicles are inelucled in
maintenance cost5. l-{e corrtinued vrltir an exampfe, stating pole replacernent costs include the cost *f
equiprnent required to replace tlre pole. Main*enance costs include l*bour and equipn"rent.

Bill Harper asked if lines and stations administrative and nraintenance eosts were cornbined, given that
distanee is impcrtant for lines and not important for statians. &en Grunfeld repiied that they are dealt
with se parately. l-ie added that station costs were ailoeated based on the number of di$!rihution stations
within an operatlng area and the way they are used ts serve load in the sanrple areas.

8en introduced the results po$ion of his presentation and asked for questions before he continu*d.

"iulie asked if the approach that Ben is undertaking has been used in other jurisdirtions. Een reBlied {hat
based on the research there are no jr"rrisdictions that have yet used this leveN of detail to analyre th*
effects of eustomer density. l-le added that he has seen eronometric mode ls to predict util;ty cost$ thnt
incorporate eilstorner density, as considerations. The OES cost aliocation rnodel uses a nurnber of
allocation factors to distribute co$t to classes of custon'lers" [Ihis genenal approach, of allocatii.r6 costs
based *n factors, is sirvlllarto the oi'le used in the direet cost assignrnent analysls. {-}mwever, the dirert
cost assignr:rent analysis looksd at smaller sampl*s of custorners that vary with respect to density, as
opposed to a crmpletc class - Note this clarification is subsequent to {hs session"l Ben r*lterated that
the specific approach of looking at custorfier density is a uniqu* feature.

Ben continued with the results, stating that the eccnornetric analysis indicates a negative or tnverse
rclationship between cost and cu$tomer density. Four distinct models wene analyrer*, and all showed a
negative reiaticnship:

1. Olln&A ioperatlons, nraintenance and adrniniq.tratinn) rrcino rirniit fugx1"

2" 0M&A using sq. knr.

3. OM&A ar:d a eapital proxy uslng circuit km.
4. CIM&A and a capital proxy using sq" knr.
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&ill asked for e larificalion about the final bullet poinN on Slide L7 suggesting that it shauld say that
according to the fourth model, a fivefold increase in customer density should correlate to a L50 percent

decrease in cost per customer" Sen confirmed this is eorrect.

Julie askEd if Se n was referring to cost per custonn€r. Ben replled that it i$ the rneasure of total cost. hle

stated that t[:e numben of custnrners is included in the econometric nrodel so they normaiized for seale

already. l-le explained with an eNample,'u*herE if the number of customers steyed the sanle, but the
density increased there would be a decrease in cost.

Ted Cowan soughtto clarify Ben's example, asking if, in the hypothetleal case of tl,vo different 20km2

areas, one wlth 200 cristsnlers anci cne with 1000 {i.e., a fivefoid dlfference in e{e nsity} the on* wlth 3S0

customers wor:ld see a 50% decrease in cost"

Be n repiied that the r*lationship depe nds on the nurnben of eustomers heing constant. Ben used an

*xample of a ?0krn2 area nnd a 4krn2 area with the s&nxe nurnber of eustorners. ln that ease, the cost
would he different: i{ would cns{ 50% :':nore for the less dens* area. trhis is the conclusion fronr the
econometrlc nrodel, and is aNso consistent with direct cost assignrrrent approach.

Een elaborated oth*r results, indicating that the individual sample area results r*v*aled a sharp decline
in eost per customer as density incr*ases.

Ted nsked whether most of the variation is found in areas under ll-00 custonlers per km'and whether
most rf the variation within that range is under 2S customers pe r knr2. This wor.:ld rnean that most cf
the variation is in lsrzu and very low density. Een replieti that Ted's interpretatinn was esrrect.

Bill asked how a density of 10* e ustorylers per i<m2 would translate into customers per line knr. Een

answered that in $-lydro One's ratc class definition, a cluster of 1S0 rustumers and Zfi custnn'lers per line
knr. Subsequent tm the session !-.ler"lry Andre cor"lfirrned that the definition is based cn 15 custorne rs per
iine l<m"

Ben stated that the sarn;:le mean avereges in the study we;'e distinct, and confirmed the n*gative
relatimnship. l-le coneluded that the two independent anaiyses esnfirm that the sveragc cost to serve
l-iydno On* custsme!'s increascs as the rustonrer demsitv dEereases wi{h 99% statistical confidence.

Bill asked if grnphs were created for custonrer per knr nf line. Een enswered that those graphs were
gene rated and that they could l:e found in the finnI re poit.

Repinnins tn .;ddreqc thp cernnd ctr rdv nhiartirrp rarhothor f he evicj ino donci'l rr-h2(pnl r:tp cl:<<oq :nd'o'- **_
density weighting fact*rs ap6:rnpriately re{lect this reiationship, Be n discussed custon'rer elensity as a

c{ifferesrtlatnr on iris Slide X5.

He noted Fo'rr elernents ef Hydro One's eyisting rate class structure tc consider:

:". Type of rate classes;

?" Nurnber of rate ciasses;

3. Demrarcatinn points;
4" The cost of ailocation factors.

l-l1Ill li:: l!\.ei.i.irrlr|i: lll:. I ::.fi
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The first significant point he rnade was that from a rate rnaking perspective, based on "eo$t causality", it
is reasonable to differentiate between customer classes bv customer donsltv.

The results also support having different classes, two general service customer classes makes s*nse,
given a rnueh smaller nurnber of customers. There was no strong evidence to $upport a change in
demarcation points,

Vince DeRose asked whether the report would look at rnunicipal or regional bnundaries. Een answered
that the repcrt will lcok at hoth and the pros and cons associat*d with each approach.

Julie Girvan asked Nrow Hydro One curren{ly demarcates the rate classes. Eerl answereel that an urban
rate {tJR} elass ls an area that has 3000 custonrers total ar"ld has a Nine denslty of rnore than 60. The
lVtredium density grouping appIies to residential {ei- and R2} and lras over ]"00 custorners and a line
density of 1-5, thE l-ow density for nesiclentiai ls the rernainder. Fcr general servir*, there is a distinction
betr,zueen urban and non-urban cllsNon"lers.

Bei'l eNplained that the last objective was to consider esst al{ocation factors, of r.,v}:ich there are two
eienrents: non-density factsns and the density-weighting factcrs. fhe study conrpared the over"aNl results
of the cost allocation model to the direct cost assignrnent analysis. The eonce rn was with the ratio of pcr
eustomer assigned costs, not the totai magnitude. Ben conciuded that the eNisting alioeation may not
capture the *ctual differenc*s betvreen the rnean essts of serving year-round residential customers in
areas with varying customer denslties.

$lide 17 of the pr*sentatinn package showed the comparison hetwee n the allocation factors for l-1ydro

One's eurrent t-,In, &1 and R3 classes, 1.0, 1.6 and 1^7 respectively and the al!*cation f*rtors resulting
fram the study for l-'{0, lV}D and LD, 1.0, 1".7 and 3.8 respectively. Whils the relative conrparison did
reflect a higher cs$t per c{.Jstoffier in a lor,v density area \rersus a higher density area, it indicated that the
higher cssts a!"e not helng fuily allncated.

The study furthEr found that

Th* average cl{stsn'}ar c{ensity of the Seasona} rate class fal}s hetween that CIf tlle R1" and R7

elasses;

The *verage custom'rer d*nsity of the unben GS class*s, UGe and USel, is sinrilar to that of the l.iR
class; and
The av*rage customer density sf the nsn-urhan e 5 classes, GSe and fiSd, falls between that of
the ltrl, anel R2 classes.

&en reviewed th* tlrree st.]dy CIbjsrt;ves. l-le concludcd that two independent analyses demonstrated
that there ls a statistically signiflcant nega{lve sr inverse relationship between custom*f density and
costs. The study den:onstrated that eost to sarve custorners of different densities is diffe rent, suppoding
the use of density-differsntiated rate classes.

Existing alloeation and weighting factons may fiot capture the ixagnitude *f the dirYerencc in costs to
serve custorr'ters of varying density. The report cddrsssecl alternative e ustorner class definitions,
inciudir:g str{-leturss based on municipal houndaries cr regionaN rates. Be:: conciudsd that a rnove to
such a design is * lnng-term decision that shor-rld lre consldered in the eontcxt of a bnoad*r pr*vineial
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dialuguethatlooksatratedesignacrnssalN oftheLDCs. Overall,thestudy'sobjectiveshavebe*n
acconrplished"

lulie asked for a restatement of the conclusion for seasonal classes. Ben replied that the costs currently
assigned to seasonal eustomers is 1.5 tirnes the per eilstomer cost assignrnent of urban class, this is in
line with Rl. The average density for seasonal custoffiers is betwe*n tlre RI" and R2 ratc classes, this
indirates under representation o,f the costs to serve those customers. A sin":ilar ce nclusion applies fnr
the nnn-urban general service classes"

Susan Frank pointed out that the resuits of this extrernely corxprehensive and expensive study cannot
be igm*red when it cornes to rate design. Susan asked l"'lenry Andre how |'{ydro One wmuid irnplome nt
the irnp*ct 0f the study.

f"lenry replied that tho results of the study were \rary con'lpe lling. Sorne changes tn {-.lydro One's enst
al[oratisn and rate des]gn to incorporate the s{udy are warranted, and l-lydro One expects to respond
appnopriately.

The ex{ent of the imp*ct or} eost allocation ond rate design is dependent on howthe results are used
vrithin the cost allocation model" l-'lydro One has nnt explored this in detal,, but they did loCIk at the last
csst allocation rnoelel that was filed with the 2008 Distribution Application" Sased on that rrrndei and
trying tn lncorporate the findings of the 2011 study, tlrere csuld b* an approxinrate decrease of 1"0-15%

in IJR rates, and a potential approxin'late increase of 2-3% forthe R2 r.ate classes"

The increase in R2 rates matchingthe decrease ln UR is less becau*e the voNunre of revenuc ccllectecl
from tl":e RI class is significantly more. ln terrns of delivery rates, deiive ry is approximately 1"/3 o{ th*
transmission bill, so one could divide the estlmated increasefdecrease hy 3 in terrns of overall bill
irnpacts" These are mere approxirnatior:s hecause l-lydro One has not utilized the new cost aliocatinn
rn*del for the upcoming applicntion. The findings are hased on the previous cost aitrocation.

Julie Girvan ask*d huw the study n:ight l"relp l"lydr* One rethink the seascnal rate d*sign. .,|{..}lie steted
tlrat slre woulei like l-lyciro One ts he more proactive nn the issues irvolving season*l rat* design. Henry
Andre replied that in terms of cost aihcation, thc stuely $uggcsts that the eost of s*rvlng seasonal
custorners ag a class {rxxde up *f irw density and h!gher" d*nsity area cu$tsmers}, would ii}relyfal{
between Rl and R2. The current cost ail*cation model is pinnirrg thern at the llL levei (Subsequent to
the nreeting l{ydro One clarified "pinning them at the R1 fevei" reflects that under thc eL{rrent ro$t
a!locatlon model the total costs per cu$tomcr allocateel tm tl'le Sensonal and R1 rate rlasses are abnut
rl^^ --*^\(rrq )diliE/"

l"lemry stnted that he tosiq the point about issues wlth seasot"l*l rat* design. l-'{e csntinuecl that l-{ydro
One csuld lcok at shift hetween fixed and v*riable cost$, a csficern raised by ssme seasonal custon:ers
The study suggest$ that the cssr to serve seasonal cr:stomers is high*r because they are made up of
medium- and lpg"d$tsi{y {corrected subseque nt tc the n:cetin6 frcm high dcnsity) arcas"

SIli [-{arp*r askecl if l*Nydn* One shouid alter the d*finition *f the class or if they sN'rouid e hange the way
density is cnnsidered ln the eost allocat!on model" Bili noted that the study suggested a e l"lange in
alloaatinn fartr:rs rathe r than changirrg tlre class def]niti*ns. Bill asked if [-{ydro Sne is conslderlng
e hocsing a different allnration fact*r sther than custorne r per krn tr weigh custsi"ners by class.

l-i.,ii:;11,,* I'iu'ar'11:tl.: lnl, ] L,I



Si;Le lrride :' Irrsr-,liall*n irjri"'ls {-lilohe r. :1f. :*:l,i_

}-{enry replied that Bill was correct. There is no current plan to change the definition of the rate elasses"
l-lydro One does plan to look at the cost ailocation model to consider whether the density weightings
need to be changed. He raised the question of whether sonrething else needs to be done at the bottorr
line to shift eosts.

Bill asked if l-{ydro One was considering a new pararneter fnr the rnodel. Bil! noted that changing tlre
bottom iine outconte of the model would be a rlew approach {o cost allncation overall.

l-lenry clarified that his preference would be use the furrent apprcach, but the study suggests there is
nct enaugh dlf'ferentiation between the weighting factors. The diffe rent!ation between the weighting
factors would need to be increased so that rylore is allocated to tire R2 class versus the UR class.

Biil observed thet the $tudy analysis assume$ relationshlps hetwee n eosts and density. l-.le noted that the
differences in the encl ore a function of what allscation factors wer* us*d in the analysis and stated that
the differences need to be reflected in the l-lydro One nrodel. l-ienry agreed.

Ted Cowan nrentioned that the general service class is the life-biosd of the eronomy in rural Ontario. He
asked if there would be any changes to their rates based sn the results of this study. Henry replied that
the ratiss for the general seruice class were not covered in Ben's presentation, but they will be included
in the finai report. l-le ncted that if the general service class is a blend nf Rl and RZ then there might be
son'le adjustments n'rade. Ted asked if this would likely mean a 2% adjustment. l-lenry replied that he has
not rnade any calculations on the general serviee class and sn could nat speculate, but there would be a
high*r differe ntial baseei on the rcsuNts.

"luiie asked when l-iydro One was planning to fiNe the Distributirn Rate ease" Susan Frank replied that the
original filing date was aftEr the l\ovember Board [Vleeting, but t]r* filing would he clelayed unti] the
sharehoider could review it, including the new {\{inister.

Tl:e fiitring date will lik*ly be early 2012, after the budget is reviewed I3y the shareholder.

Vince asked !{ that meant the Distributian Rate and Transmisslem Cases woutd i:e rccurring
simultanenusly. Susan replied that this is a likely possibility.

S. #mirmipmmwmttmm ffi mmcl}rmmrlleinT g $tuxu$5r, {*fr m &Smrr.ts, &l{mrmur
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lain l\4orris hegan by diseussir.rg the input from the ftinay 2011
Stakehoider consuitatisn. t-{e stated that consicieration was
given to ali Stak*holder requests, but not ali could be met in
professional opinion of the consultamt. For example, fVlerc*r
did inctrude a comparlson t* manket average conrpensation.

Nain described hcw benchm:ank positlons wer€ deternrined
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and listed the positions used. He noted two differences between the previous study and this one
resulting from insr.rfficlent available data to benchmark the Field Service Csordlnator and the Tree
Trimrner positions" ln the case of Tree Trirnrne rs, this position is nrnst likely been contracted out at other
titilities, and the Field 5eruice Coordinator respnnsibilities were gener"ally distributed throughout ather
job classes.

[\4ercer's experience a]so suggests that there needs to be a balanee in the nurnher of benchmark
pnsitiot'ls to use because often survey participants will avoid surueys that involve too rnany bencl:mark
jobs; the 34 they chose is a reasonable balance. He reviev,red the chosen .!obs in the three 6roups, Non-
Represented, Professionals and Power Workers rontained on 5lide 5 of his prelentation. l".le indicated
that these iobs collectively represent approximately 3300 employ*es, or approximately 49% of l,lydro
One's wcrkforre . ln l'{errer's opinion this is a representative sampb size.

lain descrihed the process for determining the pesr groilp. A similar" mpproach to the 20S& study was
taken. Thc prscess inet the key objective of creating a single peer grocip ts a$se$s total cornpe nsation
costs for the entire set of benchmark j*bs" The list of peen grsups was providecl on $lide 7, and lain
noted that because some organlzations such as Bruce Fower and Bell fanada opted out of the str"rdy in
201"1" and whil* others were added, this v,,ould generaily be eNpected to result in an overall lorver survey
group benchmark in the mar"ketplace than the 2008 study.

lairr gave a description nf elements ineluded in Total Compensation which are the same as 2008. lt
focuses on items that can be monetized including:

base wages or salaries;
short-term incentives;
long-terrr"l incentives;
insured benefits;
retirernent plans.

Definitioils and n":elhodology {or determining total compensatinn were discussed and oiltl!ned cn S}ides
S &lil" Slicie L0 provid*d the de{inltisns of average and F5CI {the 50{h pereentile}. lV}ercertookthis
opportunity to oncc again stete their reasoning for relying on the F50 or the laiddie point in a
distribution ci data rather th*n the average, including its representation of th* cornpensatlon paid hy
the enrployer in the nniddle of the group and its stability con'ling frorn ignoning occasion*i skewing
associated with extremely hlgh and extremely low cornpensatlon circurnstances of som'le survey
participants. l-lowever, as request*d by s*n'le stakehn!ders, ndereer has provided cnrnparisons sn the
nrarket rnean in additimn to the rnarket median.

lain reviewed t!':e prelinrinary results in Slides 1:1" to 17. l-le cornpared tho l-.lydro One nredian to the
N\{arlEet nredian changes from 200& to 2011. Overall, there has been a d*crease in i'"{ydro One's total
csrnpensfitisn from 2008. but tctal compensation renrains above the fuIarknt rnedian on n weighted
average basis. laln noted that rvage and salary freezes anC turnover cosi.s tffect tctalccmpensaticn; and
furtherthat i'nany organizations ir: the study have also been atteallpting to reduce cornpensatlon costs
just as l-lydro One has. iain explained that as a result of these efforts to reduce Nabour eosts {in addition
to the lower survey group benchmarl< noted earlier), the market rnedian is effectlvely lower in 201"1" tiran
it would have been in 1008; hu'[ despite this lowen rnarlqet med!*n, Ilydrc Sne has been m*re effective
inreducingitsrelativecnmpensationeostsandhasmcvedctosertcthen"larketmedianin20l"l". l-lealso

i"l...Iff i-.rrla I't.i"y,r{]l-iitl ilr. I l.i
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explained that greater variation betureen 2008 ancl 2011 may be driven by low jcb lncumhency and high

turnover, where a more.iunior staff replaces a higher paid se nior staff that retired"

Micheile Byck{ohnston asked for a definition of the Engineer F position. Keith McDonnell responded
that it is a management-levei compensation job (typicallya band 7, and nraycontain scme band 6
positions). lain added that Engineers A tc F are g*ncrlc titles that iine up with the Prcfessional Ingineers
0nta rio {P[0] categories.

Sheiiey Grice asked about the "not applicable slgn" beside positions such as Senicr Legal foun:ei and

Area Superinte ndent. lain replied that the not applicahle sign denotes that insuf{icient data exists, for
exan'lple when a statistically significant sample is not available. ln the case of Senlcr Legal Counsel, Ar*a
Supe rintendent, Eusiness Analyst A, Electrical Apprentice and Lines ,Apprentice, "not applicahle" is

indicated because these jobs wsre not included in the 2{i0& study.

Bill Harper asked for clarificatian on the weighted aver*gcs. I-lr *sked if the 700S weighted average was
hased on the incurnbents in 2008 orthose in 2011". lain replicd that the 200S weigl'rtec{ average uras

based on lncumbents in 200E. Sili asked what the effect of positirns that had insuffieient data in eithe r
year had on the weighted averages. lain repiied that overallthe effect was insignificant"

lain presenled the comparison n{ overall - tctal conrpensation Evqrageg on Slide 1,7 as was requested by

some stakeholders. He stated that the results did not differ greatly frorn the averall total cornpensation
median results found on Slide 11" The on!y strong difference was in the Fower Workers catego!'y.

&ill asked why the average compensation wa$ not listed f*r 2CI08. lain re plied that the aversge was not
calculated in 200&.

lain concluded that overall the i-{ydro One relative position is still above manket, hut its efforts at
cnntrolllng conrpensatlon costs have been effective and l"{ydrc One has moved closerto rnarket median
since the 200S study.

Ted Cowan asked if thcre was a comparison for turnover ratss" i-lo atso askcd for inforrnation on
productivlty, asse rting that one nee ds to anaiyze what is proeJuced t* deternrine vaN*e of the
conr pensation package"

lain replled that ire cculd mot cornrnant on turnover *s it was not part of th* study and was nnt a nretrie
used in the past" lain further stated that productivity was alsc not a factor in the study anC rxentioned
that l\,4ark Hirschey wmuld diseuss productivity in his presentatis!"1.
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Mlark began by stating that the 200E Froc{uetivity st;.,:dy r"nade

nefenence ts cory"rpensation and eouid he ronsLllted tfr answer
at least in paft Ted Cowan's questior"r ahout mapping to
c0r'np*nsati0n.

lVlar|t provided the hackground to the study, eNpl*ining that
the Board hnd requested l"iydro One to provide more robust
e,uidence on initiatives to achieve a level nf cost per
enrployee closer to rnarket v*lue at its n*xt transrnission rate

hearing. l-le not*d thst the &aard will expeet any compensation increases tc be ;-natchcd \irith
demonstrated productivity gains.

Mark outlined the approach on his Slide 3, where internal and external researeh was conduet*d to build
a set of recomrnendations araund how Hydro One could measure productivity. l-le explained the
research, recon'lmendation *nd impiementation processes. The results of the study suggest a numbero{
rnctrirs as candidates to measr.;re prodr.lctivity.

The prirnary research used iiS and Canadian regulators. The rnajnrity cf regula{ors exa;'nined measured
tntal costs and seruice quality rnetrics instead nf productivity n:etrlcs. in fact, no comnrlssion or
regulator was found to routinely rneasure pnoductlvity directly.

A survey nf utilities' productivlty was adm!nistered tm understar:d which rnetrics eould be eolieeted
inte;"nally. The list o{survey recipierrts and responden{s was presented on Slide E" The findings from the
productivity survey noted a wide dispariiy in intrrnal perfonmance,"!'iea$$remefl{" fnmrnoNr rnetrics for
cost, productivity and service quaIity we re ccilected if measurcd by at least two utilities" The criteria for
el:oosing a set of rnetrics was highly dependen{ cn t*rp ir"rdividuai l:r:sincss needs.

kloving to iris 5!ide 1"5 he fncused on the proccs$ of seleeting appropriate rnetrlcs to be u:ed. The first
step to determining the area to rneasure was understanding the breakdown nf spend on resouree$
iprincipaliy being labnur), included in transmission and distribution eapitai and operatinns,
adnninistrative and rnaintenance costs. ln Slide 1"6, Mlark gav* exanrples !ncluding distribution
&peratiofis, r'naintenance and adnrinistrative project nretrics" Thc eight largest dlstrlbution projeets had
suitable rnetnics to rneasurc. lV]ost nretrics were inconsistent overtirne and eould not be rneasured.

fed Cnwan slated that he had trouble accepting the inconsistencles attribu{ed to troubl* calNs over lirn*
l"{e suggest*d that Eae h troq*ble call is distinct, blit at the end of eaeh year th*y ccuid be useful as
aggregated informration and compared {rori"l yearts year. l-fe used an exanrple of unique [X visits at a
hospital, which provide rumulative metrics thal can be rneasured.

l-,,,riil ilri,,:: :.lflt\,rali'ts :ir,:. ; ,{.I
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htlark granted that Ted's comment was correct. when looking at trouble cal!s over a multi-annual basis,

since weather added a iarge variability from year to year. Ted noted that there are other examples of
prcjects that can be measured *ver 5 years. tWar"k replied that it is diffirult to utilize the resuits on an

assessment made every 5 years" Mark acknowledged that further study could possibly establish sonre
consistencies in muNti-yeartrouhle eall data to allow that to be used in sorne wey as a productivity
rnetric.

Slide 17 listed the twenty-five productlvity metrics that have heen recommencled and whieh account for
approximateiy ?2% of the total project ccsts. Unfnrtunateiy, the last Euart*r of these metrias reftreet no
rnore than 0"2% of Total Costs individually, but they are all associate d with discrete units of work that
can be measrired.

l\,{irhe il* Byck Jchnston nmted tl"iat there were {wo rnetrics titled "es$t g:er krn nf line cleared", arld

asked for clarification regarding their diffe rences" lVlarlc exp!ainec{ that one referred to line clearing in
transrnission new-build projects and the other in distribution rnaintenance"

The ldea was fnr l-lydro Or:e t* ehoose a set of rnctrlcs that could be measured and managed over a

shorter tirne period to begin to *ffect positiv* changes. Hydro One wlll require a detailed pian 1o

d*velop a set of productivity metrics that ar* ir"ltegrated and aligned with the overall eorporate
sccrecard and direction.

Julie 6!rvan asked if the rnetrics were strict[yfield-related, because adrninistration work ls cnntracted
out.

I'tlark replied tlrat the metrics have fully-loaded overhead costs showing savings in overhead over time .

",lulie asked why there were no service quaiity indicators ortypicale ustomer sewice measures iR the
rxetrics" &{ark replie* that the customerservice rneasures are associated wlth a ccntraeted workforce;
l"lydro One's work force aligns with field service rneasllres.
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Brad Ecw*ess began with a status updat*, eonfinrning that the
ClS pro.ject is nearing the end o{the Elueprint phas*. The
praject schedurle is on tnack to the haseiine plan anci the
targeted "Go Live" of Octoher 20X2. The farecast eost at
cnmpleticn renrains at $l"7S.S million {inck:ding contingency,
v,rhieh has not been used thus far). Erad further added that
the cnntlngency is "owried" hy the l-iydro One Board and
cannot be used without their prior approval.

Thc Phase 4 Fruject inv*lv*s four phases the first is the Blueprint pl":as* which is nearing eompletion"
One of the key objectives of the Slueprlnt phases ls t* validate trlre benefits and conflrm henefits wili be

'. ."' :. - :.., I i."
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realired as part of the program. The requirernents also have to he validated" Tlre otherthree phases are
Realization, Final Preparation, and Verification and Stahilization, whieh commences following Go-Live.

The status of thess phases and other l\llilestones suc|r as lrnplerrentation Kickoff arrd Go-Live are
progrts$s reported regularly to se nior managemcnt and the Flydro Sne Board.

Ermd. cxplained that the process was intended to rninirrire cllstomer impact, hut that they w*uld follow
up about specific touch po'ints with the customer.

Ted Cowan asked whether additional custsnle!" irrputs thrrugh the eustoiner advisnry Bnard w*uld be

lt'lciudeel in the design phasc. Srad responded that the Elueprint phase will be completed on October
3l-'t, 2Sl-1 so the next consultation window wmuld likely come after blueprinting. Ted confirnred that the
eustomer,&dvisory Board nreets next on Dece mber gth, ?011, and expected the niatter rould he
dlscussed at that time. As * follow up to this item, it was confirrned that the Custorner Advisory Boand

received an update regarding this project on September 29th.

Brad indicated that ths Realizatisn phase will comrm*nc* in ldovernber 20tL and it wil! involve systqm
configuraticn, huiiding interfaces and data rxigration prograros, change rnanagemeN'rt eommunicatisn
plans and training clesign, and rnaking sure that business process changes have been ciocumented and
are fuliy underst*od. Follnwing Reaiiaation cornes Final Preparatinr"r which ensures that business users

understand and accept the systenr changes. lt is elso the point that data conversion is fuily planned and
tested. After Go-Live October gth, 201-2, the new syste m will be stabilized and verified.

Bili Flarper asked when the old system wili be retircd. Srad responcled that the Go-Live tWilestone is

sch*dul*d for October 3'h, 201"2. l-'ie stated that thc proccss ge neratr!y requlres 3-4 days to si:ut dcwn the
old systenr, migrate the data, set-up the new systern and validat* functionlng appropriately xnd begin
biliing eustonr*rs.

Susan Frank indicated, fron: a regulatory perspectlve, tlrat the Go-Live date n"lay not be the d&ts t[.]mt ths
assets go "into servic*", in the negulatory franrewsrlc. hlydro One is looking ts go to USGAPP, which has

criteriaastowhatlsconsideredenin-service iTsysten'1. ltiscurrent{ybelievedthfrtssmeofthetestiilg
that occurs in the stabilluatlcn and verifiration phase has to happen before it can be considrred "in-
service". trhis is why the worrjs "ln senvice" do nct fippca!" in the presentati*n" Ti'le actual in-service date
is probably afterOetoher g'h, 201L and could be as latc ns February 15th, ?013. These additicnal steps
are for r*gulatony aecounfing purposc$.

&rad then n'loved tm his Slide 5 and out!ined details CIf the etr5 ti'r*t were requested !n the iast
consultation, including that:

I5 currer'lt systems will be retired;
4S existing syste'r'ls will be integrated with the new ClS;

6& Eusiness Processes desigms are inciuded in this solution
11700 Business Reqr.lirements have been rner and will used throughou+,rhe prcject;
1"50CI employ*es and c$ntract empioyees will he irxpacted as paft cf this !mplementation.

Hyeiro On* wlll utilize change rnanagerncnt nrethod*logy to address staff and customer inxpacts"

Michelie EyckJohnston asked rrul:at the total nuinber nf systems will he after retiring the sld and
integrating the new systeffis ocelirs"
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Brad responded that across the landscape the application portfclio is broken up into 4 types of
applications: core business, prodr.rctivity tools, specialty software and system tools^ Business systems

{cmre. productivity, specialtyi eurrentiy total approximately 800. Detailed inforrnation would be included
in the filing" They have deeomrnissioned upwards of 400 ite ms acros$ thc 4 types driven by the
Cornerstone Program, and are continulng to ixake progress. In foltrow up Hydro One confirms that it
expects 15 huslness systems and an additional 10-15 systenr tools will be decommissior"led as a part of
ClS and replaced with 3 new business systems iSAP, lt;'on, Streamserur) anel a small nunrberof systenr

tools.

The nraln functions of the ClS are in

Customer Serviee;

Serryice Order and Work {Vlanagen'ient;
N/lefprino'

Eilling and Faynrerit;
Retail and Wholesale Market.

Each funetion in the ClS |"ras several major lT compsnents supporting it. Over 80 lnterfaces will be built
and tested within the 40 existing systerns that will be integrated with tlre new ClS"

&rad's final Slide I provided a high level summary of the $1"79.8 milliorr Pr"o.|ect Total Cost.
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The Stakeholder Session \&,as struetured to afford stake$roldens a eoncise summ*ry of study results nnd
prog!'ess repsrts on a nun':ber of fronts with the potentiaIto infornr the next round *f Rate Appiieations,
and to aNlow opel':, frank discussinn of irnpnrtant issues and questloms corrcerning;

L. eons*rvatlon and Demand Sllanagenrent {e nl\{};

2" Density and Cost Allocatlon;
I Comnpnq,atinnRonrhm:rl<ino'

4'. Prnductivity and lMetrics;

5" Cornerstone Firase 4-Custsmer lnformation System (Ci5) Replaeement

TL "-. -L -..! rL - - ---:^6 +L--^ .,.-^ ." iJ^ --..-i^^ t-^^ ,i^..,i^- l;--^,^-:^^ ^,,;.L C+^!,^L^lJ^--llllUuBllUU[ (lle )C)5rUll, uiCle Wd5 WlUtr-tdllEitllB, ilEe-ltUVVlliB iWU-Wdy [Jl5LU55lUI] WItil JtdKeiiUlUei5,
cmvering questiuns, issues of concern, requests for detail or explanation, chailenges to varicus study
prenrises and n:ethods, and explieit req{,,esas for further input and consultation" lSroadly stated, opcn
questions and aptior:s include:

CNarification of the lvlethod used for load forecasting including e DVl, anel its suitability fsr co-

ondination with 0FA;

!l,rii; l.r;: I'iel.v**r"t,.s ilr. I lll
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Cot"lsuffier input on the design phase of ClS replacement, through the Custorner Advisory Board

{Complet*};
Llkely schedule for pending Rate ,&pplitations"

External consultants and Hydro One internal specialists explained tho rationale, appraach and nesults for
eacir study, and indicated where further details and explanations would he forthconling in the filing
J^--:^--ULJ)5tEf\-

!.:1. ii*r,':Lil.,i_i*r'l:i littd ri(*l*l*rl,n lltll,l-t::.

:" Th*re was $tak€hslder interest in having vnlurnetrirfenergy-bi{led anel den'land-billed rate
classes separately broken out in CDIVI impact data, to ascertain whethen either shows a gr*ater
nrirc aff,prt

2" Stakeholders indicated a desire to liave the impact of the &reen Inengy Beneflt factored intm

CDIVI impact forecasting.

3. Stakeholders *xpressed an interest in a mo're robust and cxplicit comparisol"t of the nrerits of the
three prevalent lVlethods of forecasting eDh,{, including the resotution of data regression and

collinearity issues.

4. Stakeholders asked for a ciearer definition and explanation nf reductions attributable to
lncreased eonservation [ffect as compared to l\atural eonservation, and nf the spec]fic value or
benefit of including lncreased Conservation lffect in load for.ecasting"

5. l-lydro One indicatcd that it wouid clarify hcw lncreased Cons*rvation lffect grnwth wlli be

foreeast, onre 20l"L actual data is av*ilabie.

6. Hydro Or"le wili cnnsider ineluding a rrview of thc Seasonal Rate class cost allocaticn fnctors
whe n innplen'l*r"lting Denslty eost Allocation Study resr-rlts"

7. The ClS project leads we re asked to present an update tm the fuston"rer Advisory *oard at their
Dec*mber 9,7011 meeting" 5ui:sequently r*nfirrneci as cnrnpicte on $epternber 29'h

presentatisn ts f,qB

E. The *xact number of systeixs affectlng and affeclcd by eiS replar*n'tent v,riii b* confirn":ed.

3" i-'iydro One confirmed that CI5 lteplacenrent pro.jeet is "greem" {nn-track and on-hudget} and has

not yet had to Llse any sf the contingency funds inrluded ln its totaN budget. Suhs*quentiy
confirm*d to be 15 buslness systems and appr*ximate ly 10-L5 system tools to be r*plaeed.

1,0" l-lyelro One eonfirmed that the Distribution Rate appiication filing wlll be delayed to a date
uncertain, but tNre new filing date wili likely be eariy 2012.

t"l;;,: ,i)le liei.tiiiai"i,.i ii-rr. j l:i
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eBM" Bensity eost &llocatiom, emmpemsatlsn Benehmrarkimg and Fnoduetiwity Studies and eonylenstsne
F$:ase 4 €$S Replaee$xlent is'l $uppmnt o$ !'{ydno Sme Kate ,&ppl$eatimns

AffifrT\JMd\

0etobcn 35, 2CItr3

*dydnm 0ne Nctworks
Speaial Xvent Kmmm, &roumd Flemr

&&3 Bay Street, Nont$"1 Yower
1 p.ax. to 5 p"rn,

hyd*ffiW

1":00 p.m" Welconre Allan eowair, Director, Major"

Applications, Hydi'o Sne l\etworks

L;tr"O p.m" i ntroduetion Bob Betts, Facilitator, Opflf\lUS lSBR

I":20 p.rx" CDhd Study Stan $ut, [\{anager, ficonomics and
Load ForeeasNing, [-lydrn 0ne
frIetworks

2:00 p.m Densi{y Ccst ,&ilscation Stuc}y 8en Grr"infeld, Lond*n [cononrics

3;Sfi p.rn- SRT&K

3;tr"S p.m eompensati*n Eenchrnarking Str,rdy lain fVlorris, &{erce r

4:00 p.m ilroductivity Study tulark l-lirsehey, 0liver Wyn'lan
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$nmu.t[*[prmmts

Stakeholde rs
* LarrV lwamsto * Fower5tream
* Flena Yampolsky * PowerStream
m Patrirk Mcfir]ahon - Unisn 6as
* David ft{acintosh - [n*rgy Frobe
* Judy Kwik - Power Workers' l.Jnion
* Slrelley Grice * Asssciation of l\llajor Power e*nsunrers in Ontario
* V!neent DeRose - Canadian il/lanufacturers and [xponte rs {via WebEx, phcne}
* "lohn &dc6ee - Federation of Ontarin Cottagers {via \ffeb[x, phone)
* l\4lke Belnrore * Society of Energy Professionals
* Ted Ccwan * Ontario l:ederation of Agriculture
* fthan Kshn * Ontario Power Generatlon
m Tnnr Ladanyi * Ontario Power Generation
m Bill Harper*Vulnerable Energy Consurxers eoalition
x Mlarlc Rubenstein - SEe
* !-larold Thiessen - Ontario Energy Board
* George Vegh - Observer

l-iydr* One Networks lnc.
* Jirn l\{alcnfant - Hydro One
M frlai Yu Zhang - Fiydro 0ne

FrEsenters
x Aniian Cowan * F{ydro 0ne
* Susan Frank * l-{ydro One
tr lfin f"{aipass * [-'lydro 0ne
s Henry Andrc * l-lydro One

CIpTilvru5 | SER

* Eoh Berts - 0pTilviu$ | SBR
* Angela Boychuk*0PTi,VlUS | 5Bl1
s Tara lVlurphy-0PTl{tlU$ | SBR
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X. Wu$mmms fuy ,&[$mm ffmuwmmu ffiln"mmtmr, Mtmjmn &pp{$cffi*}ffim$, fr.$Xedr* ffirum

$'l-,t$.l" iLrSLprn

A.llan fowan welcomed all participants ta the Stakeholder Consultation meeting, the first session for
2013 lRlvl Applicatian. l-{e stated that OFTIMUS | 5BR will be providing the note-taking and facilitation.
Ailan introdueed Sob Betts as the facilitator and to start the rneeting.

tr. ffipmmiimg ffimrmmrkm ky ffimh m#*t$, fi:ffitrf$f*mlimn, ffi$nT$$\ltL]$ g $S${

Bob welcorned the participants on the phone and introduced the OpT!lvlUS i SBR team as note-takers.

Eob hegan his presentatlon with several housekeeping itenns anel pninted out the emergenry
procedures" Eob stated that notes wiltr be taken during the meetin6 and that the meeting and
discussions will he recorded. l-{e mentioned that the recordings wili be destroyed once the nstes ar*
produced. Any comments made lvili be attributed to the individual and the party they represent.
Participants were instructed if they uranted commants to be cff the neccrd to advise heforehand.

Bob asked all attendees to introduce themselves, stating name and conrpany for the record. F-le outlined
th* agenda for thc day and listed the topics that would be discxssed" l-le stated that all cornments are
appreciated and that the meeting notes will be available on l-lydro One's website.

l-ie stated that Hydrc Sne had estahllshed two principle objectives fnr the eonsultation session. Xhe first
wfis to ensure tlrat ell participants thoroughly understood l-lydro On*'s 2013 lncentive llate Mechanisn'l

{'lR[Vl"] *pplication and in particular the lncnemrntal Capital l\dodr*le {"le&d') csrnponent. The second
was to identify any additinnal inforrfiation that interveners felt wnuld he heipfuI in their understanding,
review and analysis of the application.

Boh lnvited A,ilan Cowa:l to start the first pre$entatisn, {he 201"3 iRl\,l} Ove rview.

fl{}3"S fl)istt.ifuN*iiftm ]ltffi{m \pi}lriql;r$i'r (t,{fvI) tJr,mrwimuw, &ffimm *ulvwmm, #irm*tmr, Mmjmr &6*pu]licm{imnm,

{"{vflf } fi {.Jfl1e

$

Allan b*gan his presentat;on stating that on May 28, 201"2 Hydrm One fi!*d tlr* Transmission Rate
Applicatior.t and the initial portion of the 2013 Distributin,n lNliVl Rate Applicaticn wlth a note that the
supportlng evider:ce would be filed rnid-June, 201"2. llydro One wanted stalceholder input befnre
{inalizing the evidence. ,Allan provided an overview of the process to detern':ine the 2013 nete lmpact;

* l-{ydro Sne did n*t file an lncentive Regulatlon Mechanlsnr {lRM} for 201"?; as a result therc is

actual!y a slight decrease in the overall distr:butlon rate because riders assseiateci luith fireen
Energy for Smart Grid cam* off. The net result is a -0.2% decrease;

;-ir:rii'i:r in; l',1tl"'i''r;i"i.r: inl, I t;
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The first elen"lent of the application is the general Frice Cap lndex A,djustrnent {"PCN"i nf {0.8e%};

The next rnajor element of the application is l-{ydro One's proposal for an lncremental Capltal
Mlodule (lCM). ln total Fiydro One will be seeking recovery nf total in-seruiee capital additions of
approximately $6a5 millicn (2.4% increaseh

The riders associated with 6reen Energy plan came off on Decenrber 31, 2011. Hydro One will
be requesting the reinstatement of the rider with respect to Snlart Grid OiVl&A tn r*cover
spending CIf $1"9.E million {1.5% increaseh

ln the current application F'lydro One is n*t asking f*r a Z-Factor; but is having a pension
vaiuaticn eurrently undefraken, and depending nn the nesults of the valuation, may consider
inciuding a I-Factor to deal with pension issues;

The next item is the Tax Sharing Credit Refund, which is a decrease in incorne tax CIf $1.7 rnillion
over one year (0.1% decrease);

There will be a dispositicn of the Group l" Deferral and Variance accounts balance of $37.5
million over 2 years {1".7% decrease};

The re wilN be no dispcsition for Snrart Mete r Funding Adder, due to 150,000 srnart meters that
are nst yet activated; and

The overall Rate lrnpact of the application is a 3"1,% increase, which equates to a 1.X% Bill lnrpact
increase.

Ailan continued by providing an overview of the other requests including:
w Adjustrnent to the Retail Transmission Service Rates {RT5'1} to reflect the Soard approved

t"jniform Transrnission fiates {UTR} increases for 201L and 201"2;

* Approvalto implen'lent tlxe flnal step of rate lrarmonization approved under [B-2007-0681; and
* ApprovaN to implernent the results of the Densiiy Study {Eoard's Dlrective}, because nf the cost

and results of the study.

BiNl llarper asked if the Price Cap lndex vrould have the 7012 Productivity Factor o{ 0.72 replaeed with
the 2013 factor. ,&ilan replied tliat the Froductivity Factor of CI.72 would be replaced with the Board
apprcved factor applicabie to 2013.

AIian invited 5*san Frxnk anc{ Nan l\llalpass to the podium for their presentation on the lCtu'i Bl"cposal"

S." Xffi)"$ lffiM &pr6r[ilnmt]mm, $msmn Frmnk, Viicm $]re*idmm{ mmd fihimil ffim6gm};ntmry ffiilYi*mr, & {mm $\fimtpxsso

m;r'#fltsr, Kmgmllx*mr5u $nrlrln6 mnc$ $m6xpmrt, f"trydr"ur ffimm

Susan began the presentation by statingthat there are varying opinions on what an lnerenrental Capital
Miodu!e {lCM} sh*uld laok llke and that it is iraportant to cl*arly understand {he c["lcices. Susan reviewsd
the presentation agenda and asked ian to begin.

i-l',.rrl;'i r)rrn l\leir.:ilrt,c int, i t
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lan explained that the Threshold Test is th* determination of whether an Ontario utilily is eligible for
lC&ll. l'1e explained the formula and how the factors within it are calculated" l-le stated that based on the
Thr"eshold Test i-.lydro One uras eliglbie to file the lCM"

Bill Harper asked for clarification on the approvecl rates, speeifically whether the base distribution rate
in the Threshold Value Fornrula is exclusive of the ride:"s and adders. lan confirrned that they wer*.

lan then moved to the description of !{ydro One's proposed lCk!. He indicated that it follows the
approach desrribed by Susan and l-lydro fine in their submissions to the Eoard in the llenewed
Itregulatory Framewsrk for ilectricity csnsultation process.

ian then reviewed the categories of capital inve$tmen{s in th* &{ydr"o One lClVl, which were:
1. "Typical": lncludes historically apBroved levels of sustainment and development spending;

2. "Escalated lssue": lncludes spending on typical categories but at a substantial iiterease over
historically a;:proved levels; and

3. "l\on-typicaN"; exceptional iterns, not occurring cften, such as the Custom:er lnfarmat!on Sys{erx

{Cl5} lnvestment.

Judy Klruik asked if fisealated lssue capitaN inve$trxents occur because investment in previous ysars was
insufficient"

$usan Frank respanded that is likely not a factcr and that esealatcd issues generally invoNve new
information, new eNperiences or new failures. Susan used an exanrple of a storm that damages and
identifies multiple weak poles. it is work that is typical but at a higher ievel because o{the new or better
infcrmatlon.

lan continued the pres*ntation, stating that different 0[E Fanels used differ"ent considerations or
deternrinations for assessing the appropriateness of an le ,\{, including "rnateriality" , " need" ,
"prudence", "*Ntranrdinary", "unanticipated", "lrcll*discrctisnary", and "discrgte". r".{ydro one perce}ves
this as a iacls nf clarity in 1l:e use CIf the lCkl.

Vince DeRose stat*d his vierq/ that the OFE considerations sLlpport l\lon-Typica! capitai investrnent and
askeej if l{ydro One fe}t OFS consideratinns wnuid also support Fsca}ated issue capltal.

lan replied tha{ the lCl!'l should cnver bnth l\lon-TypieaN and fiscalated Nssues eapital. l-fe said the
col'lsideratinns rnay i'tot aliow Typical capita! spending; however, Typical capitat spending ln excess of
appr*vertr depneciation should be allowed as part rf the leVi.

lan then reviewed the current lClW approach and associeted isst.l*s. Tire issues included:
m i-irnited testing of the approach,
* Typical capital spe nding r"lot fuily recovercd by distributoRs whose Typical capital sp*nding is

significantiy gneat than d*preciation during the pericd of an lRl\{,
w fiscalated lssue capita] spending and fi]on-Typical spending also n*ed to be reeov*red during lfiful

periods, and

* The currsnt rnodsi results in step increases at Cost of Service rebasing, which N-lydro Sne feels
are i:!0t custorner friendlv.

l-liitlt;: i)::r,: :r,leitri;ll.tS irl. i r
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lan then provided the nurnerical suppo!'t for why Typical capital spending ls not recovered during the
period of an lRlVl. He reviewed a tahle which determined the funded growth in rate base and Inss in

revenue was a result of Typicai capital spend. lan ernphasized thnt depreeiation is clearly insufficient to
fund capital during an lRM" The tabl* included the following data for the 201"3:

* Typical eapital Expenditure i$414 rnillion),
* Rate Base impact of Typical Capitai Expenditure ($414 million),

* l-e$$ Rate Ease funded by Depr"eriation {-$283 rnillion},

s Less Rate fundecl by Growth in Revenue {$1L million),
* [Jnfunded growth in Rate Base {$142 million}, and

e Lsst Revenue associated wlth unfund*d growth in &at* Base ($14 mlllion).

lan also explalned the derivation of the $tt mlllion Rate &ase Fundcd by Srnwth !n Revenue in d*tai!.

Ted emwan posed a question about negative grnwth" l-!e as!<ed if Hydra One losked at the situation
where Pel stays stagnant and the negative growth continu*s to shrink, resulting ln larger negatives. il*
added that the Ontario Federation of ,&griculture {"OfA"i eonsidered this question and that they were
concerned that thE Rate Sase Funded by firowth in &evenue wnuld be very rruch helow the negative
a-^
S1L rniliicn calculated by l"'lydro One on slide E.

lan responded that Hydro One's lsads are forecasted to leve I off; so for this portion o{ the equation,
there will not be a large increase.

Ted questioned whether Ioads could level off whilc capitaN requirement$ were growing.

Susan Frank conrmented that their growth caiculatiam is consistent with what the Board uses in the
Thresl"lold, whieh is a historic hase and unaffected by future load ehanges. Wlren l-lydro Sne looks to the
future, lnad uriii be f]at" l-oad reduetinn is corning, especially if they rneet CDtul requirenrents" Therefcre
the cr:ncerns are nealized at a sl*wer rate" She noted that if a reduc{ion exis{s, it wiNl be 6:rnportionately
assigned to eapital and to OIVI&A. Susan csnfirified thnt Ted-s thinking \&,as corrcct, but that tl"l*
mo\renlent sf the ioad would he realized in the future"

Bili l-larper advised that l-{ydrm One was bl*r-lding a cornbination of the lCl\d, using $"listorica! and

forecasted totai capital spend for 2CI13. l-{* stated that one c*uid dm * lcad forecast for 2013 tn
determine the actual exnected loss"

Susan added that f"iydrm Onre is not trying tm fnrerast load for 2S13" They are trying to determine ths
ffimount of m*n*y cbtained lvith the current lR&,{ fornruXa. She said that they nre d*ternrining how muctr
PCI provides and also if the iesults are consistent',vith the Board ln theory you are gctting more rnoney
fronr th* growth.

BiNl replied tfrat he did not disagree, but t[:xt l'iydro One prese ntly looks at total forecast enpital going
fmrlvare*, and asked why liydro Sne is not lo*king at tlre load growth going fnrward *s well"

Susan responded that when th* OF& looks at the ca;:itaIthey always lonk at what goes in-service in the
future year {lRtVl year}, not in the past.

i-;,.'rll tJnt l.iti:n;rh ill. i i
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Bill said that l-lydro One is departing frorn existing lCMl nrethndology. The iCfi{ nrodel does not adjust
capital based on total capital going into sarvice, and that difference may .justify using a future load
forecast for the same period. Bill said that he has seen other utilities that lnclude a load forecast in their
appiicatian. Susan asked what r.:tilities use this nrethod" Bill said that Fortis$C was under a similar lCtul {o
the one i-lydro One is applying for. lt rvas inflation adjustment on OMI&A coupled with a capitai spend
forecast and a load forecast to cleternrine the capital spend forecast in the rates for the sanre period of
time.

Susan asked how much testing lt took for the load forecast. Eill responded that in thls ease they had a

stakeholder group that reviewed the load forecast.

Ted Cowan stat*d Hydro One nray \ffant to lonk at a different ccst allceation rnoc{el for r6te classes. ;-le

stated thrat the current model aecelerates the exodus of custon'lers, si.;ch as those that go to self-
generatlon" l"le added that the model shouid be eNarnined in advonce of custom*rs heing driven to make
their owir po\ryer, which would create further load loss.

Susan said that tt"lis questinn is nrore closely nelated to the Denslty Study and wiil be exarnined in the
neNt pres*ntatior:"

lan cnntinu*d with his presentation, providing a summary of the fundlng of Typical eapital spending.

* flydrn One would lncur $14 rnillion in lnst revenue in 20L3,

* The unfunded growth in rate [:ase would be $f4.2 million in 2CI]-3, and

* Other lmpact$ in 2013:

i-lydro Onc will incur lnst revenue of approxirnat*ly $$ nrillion Bel" year due to l, year
rule appiied to 20L1" C05 approved capital; and
l-lydro One wili also incur lnst re\renue of approNinrately $9 million p*r year for X year
resulting frcrn n*t applying for 20X-? lRl\{.

.ichn &lcfiee asked lan to specify the effectlve date for the 2013 application. lan confinmerl that the
effective date is January L, 2fi13"

lan then outlined the potential negative &utcsmes of the cur.rent lClW:

* Hydro One is not in a position, due tn credit rating issues, ts invs$t in nate bas* fon which there
is no ccst n*covery; and

* Fotentiai unintended custonxe r outcomes:
l-ower reNiabillty as *ssets are not replaced or refurN:ished pri*r to breakdorrvn,

&lot r*placing sr refurbisiring assets vrhen it is *ccnornicaily b*neficial to do sn, and
lne ro:<od l:hnrrr rnct( 2c r rrf ilitrr ic rrn:hlo ln lorrcl 'rrnrlz h:rad nn tha mnc* affirrnnt rrca

of lahour res0urces.

iohn lVlceee asked about the cost of cnnnecting r*newed energy {Smart Srieli. i'le stat*d that the
amount of rnoney spent cioes not seern to have a significant impact on rates amd ask*rj if that was
c0rrect.

Susan replied that when "Sree n Iriergy" investrnents wers apprsved, F{ydro fine was given * rid*r t*
tnack the cnst for ail the capital. Thc rider stopped at the end of 201:tr", but l-lydro One continued tracking
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expenditures and revenues. The "Green Energy" investments are goir:g into a varianee accourlt for
future recovery.

John lvlcGee asked why Hydro One recelved a creelit ratirrg downgrade and whether it was related to
o'Green Energy".

lan replied that part of the reason was l'{ydro One tends to foliow the Ontario eovernment, which was
alsn downgraded. Susan cornmented that OpG was not so affeeted because it is not a debt issuer at thls
time.

Susan added that the DBRS r*pnrt that caryr* out this week talking about rish factors ,for regulated
utilitiss was reievant to this conversation. lt indicated that an lRlVl is rnmre risky than cost-*f-service
(COS), which terTds to get a full cost recovery, and makos litM mnre risky in the short and lang te rrfl. lt
also looked 6t capltal recoveq/ and concerns about having confidence getting reco\rcry *f the caplta{.
The or:gaing hasic ievel of capital is not recovered today ar':d there is no guarante* that eOS will get the
recoverY" DSRS also said that variance accauntsfinvestrnents pose a risk for reco\iery. These three items
of the risk prcfiie are all nega{ive for l-lydro Orre, and eould affeet their rredit rating and their cost of
debt.

lan provided furtl-rer details of l-lydro One's 2013 ieM appiication. The application !:.rcludes:
* Estahiishrnent of a rate rider hased on the full capital prosra,x for in-service additions in 2CI13;
w Recovery of full year rev*nile ad.justed fcr depreciation, FCI and ioad grnwth;
m A need and pruderice review offorecast changes to rate base; and
* 201-3 Board approved cost of capital applied"

Bill l-{arpe r askgd if l-!ydro One is applying the 2CI13 eost cf capitai factors only to the incremental capita!
or to tl"re entire amount including the base amount.

Susan replied that the 2013 Board approved cost of capital is applied cnly to the nenr increnrenta[
capital, not the replacement capital. Susan stated that f-'tydro One ls diverging fr.onr the Eoard. As it is
nelv eapi{a!, l-{ye*rn One wlll use the nevu ROL. Directiona!}y this l*weru the fiOF for the i0L3 applicatimn.
l-lowever, despite that, l-lydro One is establishing this precedent to riss the new Ril[ going forward,
whether i{ benefits h{ydro One or nst. Susan then stated that }-lydro One !s alsn using the fulll y*ar
impact, nst the half year. Tire current iR[d also uses the full year, beeaus* it do*s nst pick up ti.le non-
approved half-year fronr previout year" Susan aiso neminded parties that i".iye{rc fine is not trying to pick
L,p the half year for ?01? that they rnissed.

Tcm Ladnnyi asked if he was correc{ in understanding {hat llydro One would ask for a 2Sj.3 lCfu] r.ider,
and then agai;: ask for a 20L4, and that wouid appear in rates, and this pattern would continue until re-
hasing. lan confirnreel this statement.

&ili }-trarper asked *bout 2015 and whether it would have a rider that lo*ks at 2014 and 20115. He alss
questioned how depreciation should be trented in 2014"

ilr;1rl lr;e l!.1*iirtri,t: lr::. i i



Si; ire n-.i;ei f *ss i; iteiin n l'{;: iss June 5, Jr,rl:)

Susan replied that no one should wsrry too much at this time about 201"4 and 201-5 and that this is a cne
year application for 201"3 only, it is important to see how this app!ication goes first" She said that l-lydro
One will have to think about how its 2014 applicatlon wauld look including the handllng of depreciation.

lan continued wlth his presentation at slide tZ reviewing lnvestment by Type and the total in-service
additions.

That ehart showed 20L3 revenue requirements for: Typiral capital ai $14M, [scalated lssue at $:fil ancl
Non-Typical at $7lW adding to a totai of $2EM. Those revenues drove distributiom rate impaets of 1"2%,
0.6% and 0,6% respectively, totaling to 2.4%.

BilN flarper asked 'a;hy the revenue impact for Non-typieal was so low c*mpared to the impect of the
lower spending in the Escalat*d lssue category.

,&llan explained that it was attrlbutahle to the aecelerated CeA assoriated r,vith the tlS in the lrlon-Typieai
aateg0ry^

Vincc DeRose questioned if Hydro One considered the Customer lnformation Systenr {Cl5)
unantieipated.

Alian nnted that this was identified as Phase 4 of the Cornerstone initiative in previoLrs sessions. lt was
originally targeted for 20L6, but was advanced to be inrplemey:trd in 20L1-12 and in-service in 201"3

because of back room contracts that would havE ffleant implementation of new ClS and n*w Cl5 sr.ipport
in the san'le year"

Susan added the eurrent billing system eannot acconrrnodate ,1ew eodes ar"ld requirernents; therefore
Flydro One is currently not in compliance. The elS contributes to the Ncn-Typical investment as an lT
pi"o.iect. llydro One uses the normal tax treatment of half-year rule that allows the rider establ!shed in
2013 ts earry over to the next yean. tsecause the tax irxp*ct is so large, Hydro One wsuld be covered
over 2 years instead of 1" The di{ference is 100% recs'dery cf the returns and hatrf-year henefit on t}'re
tax.

lan rnoved sn to the neNt slide, whiclr |righlighted Typicai, Escal*ted lssue and Non-Typicai Capital
[vid*nce to $upport the lCh{ ,{ppllcation.

* Typical;

5ummary of capital program.

u [scalated lssue {Stations, Poles *nd TX Station eapitai eontributimn};
' 4 years of historic investrnent infcrmation to estab|ish typical spending pattern,

$etailed age and asset condition lnforrnation ts defenei snendlns to addrocs escalated
issues, and
Consistent with prograrn C05 evidence.

w Non-Typical{ClSReplacement}:
Consistent with pro.ject C05 eviderice.

Nan addeel tl"lat reELtests nrade by stakeholders in ;:revious sessimns were included in the evidence.

1\{ark Rubenstein asked how capital for fiscalated lssue and l\on-Typical woutd fit into the long term
capital plan and what the plan was for spend nver the next few ycars.
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Susan rep[ied that the Escalated lssue capitalwould need to be defended again in the next year. Ailan
added that the evidence would show historical capital, eompared to capital for 2013 and then ramped

up levei for forecast years"

Ted Cswan suggested that Escalated and l\on-Typical capital could shift 1o Typical over long t*rm,
presented to Board as a prudent and efficient plan. Ted also suggested that l-iydro One should work with
other utilities to split cost of projects surh as the cost of the new ClS.

Judy Kwik asked if in 20L4 Hydro One ruere t* corne into an lCLll lsrsuld Escalated lssues frorn 2fi13

becon'le Typical in 20L4.

Susan replied that Typicai costs would not he chamged without a cnst of service revlew with Soard
qPpr uvsr.

Blll N-{arper wondered if using the summary of Typical capita} progranl would be adequate. He felt that
l-lydrm One wouid nced to demonstrate that 2S11 Typical capital is reascnabie for c*nrparison {o the
arnount in 20L3 and that would depend on the ease buiit fon 20L1. l-le also wanted to ensure that the
whole pr"ogram, including total Typical and anrount for Escaiated lssue spencl, and reasons to $upport
tlre prognarn, would be provided as evidenee.

Susan replied that [scalated lssue totals would need to be defended, especially if they are at]ove
prevlous year's escalated totals" She stated that if the Board is repeatedly approving TypicaN capital
investrnent less evidence is required; it wouid be a sur:lmary of the programs, not a detailed defense.

Tarn agreed that there is no need to provide full and detailed evide nce"

l\llark asked for the planned 201"2 C*pital FNpenditure total. ,&llan replied that the capitni spend for 2012

is $540 millinn"

&fiark asl<ed if ther* was any thought of doing a hal{ year in 2013 and pie king up the other half in 201"4.

$usan replied that it wrould he a larger nur"nberth*r'r.|ust using 201,3.

Ted Cowan con'lnrenteel that eapital hudget eould be 2-3 year forecast and OM&.& could b* 4 y*ar
fnrecast" Sinee OM&A is predlctahle, the Boand couid approve OIV'I&A budget spend fcr 4-5 years out"

$. $mpllmrumnltm'*$mm m$ ffimmsi{y Srlr*dy F{rtdimgs, Mmnry &r:n[rmu ll$tmna6*r {rrlnim6, ["t5ldrm ffimm

Henry Andre began his prese ntation to review the findings of the nBnsity Sludy and the optisn$ being
ccnsidered for irnplement*tion of the 0ensity Study as part of Hydro One's lRlVl appllcatinn fon 20L3

rates. there have !re*n 3 pr*vious ses:ions describing the Density $tudy. Henry focused mn tfre findin6s
in this session. The three key findings of the study were:

l-ltli; l.lne iriei.r,'lrl:: i:-::. I ll=,',"
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Statistically significant relationship between density and cost-to-se rue;

Three density based elasses for residential and two for General Senvic* classes ls appropriate;
and

Do not recornrnend wholesale changes to existing rate classes at this tinre.

The key finding was that they were able tc qLlantify the relatlonship between ciJstomer density and
eost-to-serve. For OlVl&A and Fixed A'sset Costs:

* A lVlediurn Oensity area co$ts 1".9 times mnre thari a l'{igh Density area to serve; and

m A Low Density area co$ts 4.8 times nrore than a l-{igh Oensity area to serue.

When considering all costs {including custorner releted, non-denslty related costs, spread uni'forr"rily by
rrrctnmorl'

* A lVlediurx Density area c$sts i-"7 times rnore tlran a l-1igh Density firea to senue; and
m ,& Low D*nsity area ro$ts 3.9 times more than a l-ligh Density arca to serve"

Eill Harper asked how the High, Mediur"n and Lnw Density areas relate to the existing eilstomer elasses,
specl{ically he asked where the 6enerai Service class would fit.

l-lenry replied that the General Seiruice would h,e somewhere betwsen Mediurn and Low Sensily, but th*
study did not lock at the speeifie composition of l-lydro One's 6eneral Service class.

Bill said that the prcs*ntation slides do not make reference to the 2 General Service classes and asked lf
l-lenry could make reference to thern wl'lere applicable. l-.lenry agreed.

Ted Cowan askeel if l-'lydro One reviewed the most costly 5% of the ve ry Lnw Eensity and the most costly
5-1"0% of the General Service Group, how rrany custsmers would he in this cornbined group and what
would the costs iook like.

l"lenry r*plied that t-1ydno One had not Inoked at this" Tl^ris is a questlon that relates n'lnre speciflcal[y to
the general cost allocation nrelhodology for l-tydro fine rate classes and tlrey are not lcoking at r*visiting
the rate classes as pa$ *f the lRM. l-le stated that making clranges to th* rate classes woLlld be
undertaken in a cost of service {C05) application.

Ted cnntinued saylng that ahere clistomcrs {most costly 5%} have 5 times the cnst and are in need of
rural rate assistance. Ted also suggested that it could be more cost effective to buy this eostly grnup off
the grid.

Henry continued his ;rrese ntation by reviewing the 201CI Cost Allocation Model results" i".{ydro One used
the nun'lber of custome rs associated with each rat* class to deternrine tlne cost pe,' cu$t6nxer" They
looked at the Totai Costs and Ol\4&A plus [iNed Asset eosts to deterrrrine the ratio.

' Ratis 0fTotal Cast per Custorner:
- hdedium De nsity {&1} was 1".6 time s the cnst of the High 0ensity (tJffih

l-ow Density {R2} was 2"8 times the ccst of the lligh Sensity (UR}; and
Seasmnal was 1.5 tlrnes the cost of the [1igh Density {t.}fi}.

w Ratio of OM&A and f iNed Asset Cost per Customen
Mediurrn Density {R1} was 1".7 times the rost CIf the {-l;g[x Eensity (i"J{t};
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Low Density {R2) was 3.1" tinres the co$t sf the i-ligh Density {UR}; and
Seasonal was 1.7 times the cost of the i"{lgh Density {iJR}.

[-ienry eompar*d the results of the 2010 Cost Alloeation Model to the results of the Density Study, using
two alternate approach*s, Option A: Trtal Costs and Option &: Ol\li&A and Fixed ,e'sset Costs, fhe
Density Study adjusted cost aliocatirn mcdel resui{s using Option A identified a much higher differe ntial
between the 3 classes than is shown using Option S. l-lerrry stated that l-iydro One also did these
caiculations {or the 6eneral Senvice class and for".lnd that thEre is sorn* differer:tial (slightly more than
the Rl", hut nct as high as the R2)" i"le focused on the nesidential cNasses, because l-{yelro fine believes the
fienernl Service classes do not nequir* ln'lrnediate attention. hlenry stated that l-lydro One can include
tl'le Genera{ 5eruiee class results in the evldence.

Bill stated that if l-[ydrc One does nct want to take immediate actinn on the fieneral Scrvices classes
them they wiil need to explain why in the evidence"

l-ier"try concluded that hased on the Density $tudy there needs tm b* some inrrnediate cost allocation
adiustinents bEtween the residential rate classes. l-1e asksd stakeholders if N-lydro One should be using
Total eosts or the OM&A anej FiNed Assets vrlren alterlng Cost Allocation l\{odel to align vrrith the Denslty
5tudy"

Ted questioned if the Total eost per eustonrer is aetually Total Cost pen Acenunt. He stated that average
farrns have lhree accounts; thcrefore the individual customen will be receiving three biNls and cou[d he
interesled in consclidatir':g the three bills by going off the grid. Ted added that Hydno One needs to
identify the number of customers. |-lenry advised he will check if tstal cost is by customer or accsunt.

John lVIc6e* r"equesteel that in the subrnission te the 0[8, l-lydro One shsLlld include the number of
custoi"ylers in each of these classes.

Flenry replied that the nurnher of custonrers will be presenteci upfront in the applicaticn.

Bill ilarBer replied t* i'*enry's questis'1 regarding the use of Tota{ Cost vs.0{\l&A ane} Fixcd Asset to aiiea"
the ensl &ilocation &dadel. Hc advised to use the fi&ll&A and Fixed ,qssot eosts, which is a Eoard
approved me{hod, rathe r thai"l r.lsing t}re Total e*sts for allocations.

Sill added that :f the General Seruice classes were added to the raiios shown in the options for
implenrcntation the results cqruld differ. He aiso stated that this assunres nm d*nsity consideration in the
differentlation sf allncation *f cost fmn *ther classes. excluding 6enerai Service and Residentia'; he
helicves the re nnay be some dehate over this.

lWark ftubensteim stated lhat he believes l"'iydro Orre should be preparcd to include Oeneral Scrvice data
in the application. l-!enry indiceteci that l-.{ydro One lvould do so in its evidence"

With resp*ct to g*nerai eost Aliocation methoe{ology, Ted Cowan stated that Hydro One s}":ould consider
suhdivlding eacl'l nf the classes, so that ther"e is no ir:ternal cross-suhsidy within a class or. *xternal cross-
subsidy between classes. h'le statsd that this w*u!d help reduce undsrestinration and generalization of
the issu*s. i-lenry s{ated that looking internally within a class wou}d be diffieult, but he understood Ted's
point" Ted stated that he believed Hydno One has the inforn"la{icr"l that would allnlu them to do the
ir:teri"lal ciass ana iysis"
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John lVIcGee asked i{ Hydro One had the emount of the Rural Rate Protnction charge, allocated to the R?

class, per custorne r per month. H*nry replied that it i$ $28.50 per custsmer per month.

i-lenry continued his presen{ation by reviewlng the Density Study Adjusted {nSA} Cost Allccation Model
results. !"le reviewed the E5,& costs, Revenue Coileetec{, Kever:ue tc C*st (R/C} Ratio and eornpared the
2010 Approved RIC ratio fsr bnth options;

* Option A: Total Costs

UR; DSA R/e Ratin * 1".36

Rl-: DS,A R/C Ratio = 1.07

R2: DSA R/C Ratio = 0.93
Seasonal: nSA RIC Ratio = 1".S9

* Options S: OM&,A and Fixeel ,Asset Cssts
i.iR: 05A R/C Ratio = 1.34
Rl"; DSA Rle ftatio = 1".S6

&2: DSA R1C Ratis = 0.92
Seasonai: Ds,S RIC ftatim. 1""17

i-l*nry stated that the results in both cases show that R2 is underpaying and that the Seasonal f;lass
overpays rnuch more in Option B.

Biil Flarper stated that the 6eneral Seruice classes need to be included because currently the revenue
coliected from General $ervice !s dividsd between the 4 other c[asses. l-le nry replied that he would have
to think about the suggesticn.

Ted stated that ssme of the custonrers in R2 ane already paying their full share of the costs, but others
are not and the ones eu!"rently pnying thcir full share of the costs wlil he inrpacted nrnre hy the rate
ad.iustnrent. !-le restated that Hydno One nceds to consider reviewing tl'le internal cornposition of the
classes for int*rnal and eNternal cross-suhsidv.

l"lenry theil revi*wed the 201"3 Nnrplementation *f {trre Study Resul{s. The options are:

1. Enlng the density study-ad.iusted rever"lue-to-co$t ratis$ fnr elasses exceeding Soard
previously apprnved leveis.

e Lower UR R/e rat;s to 1.09 and Seasonai Rle ratia tr 1"S3,
s metter aligns with previol.ls Board declsicn,
m Rates will n'lore closely refiect cost of s*ruing rate class, amd
* ,Adclresses eNisting rate disparity nrore quickly.

?. Bring density study-ad.!usted reve*ue-to-cost ratios to within Soard approved range
ff Lower IJR and Seasonal R/C ratio to 1".15,
, Meets mininrurrr Soard Requirerxents, and
* A,ddresses exist!irg nate disparity rnore slowly.

lln'llts tm

i-{*nry *sl<ed the stakehmlders for }nput nn the msst approprinte optinn.

Bill stated that tre helieves Option S is most apprnpriate, elepending how $-{ydrn fine handles ttrr* frencra}
Serviee class. l-{e was nst sure if using 2010 data to adjust 20114 cssts is ar: *verali improvenre*rt. l-{e

sl.lggcsted that for the neNt Cnst *f Service npplication the study results wili no i*nger apply t* the
custsrfier counfs and loads and vrili need io be reviewed for 2015"
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Henry stated that the context of the lR[4 applicatian is to address imrnediate issues that require
attention" He agreed that for a Cost of $erviee application, the methed of incorporatlng th€ Density
Study findings into the esst ,Allocation Mnodel should be cnnsidered"

Henry agreed that Option E addresses the problem and that Option A could be impacted by how it rolls
thrnugh the Ccst Allocation hllcdei, and Flydro One does not \,vant to overshoot the target. l-le stated
that bninging it within the range at this time is the best option because mcre evidence arrd data wnuld
he reguir*d to support Option A. Henry stateci that perhaBs before the next lRiVi or eost of Service
l-iydro 0ne cou!d get that data.

l-lenry then revtewcd the pr*posed rate class impacts irr eaeh of the options. Ior Option A thu average
distributi*n rate irnpacts are:

* -1&.7% for LiR,

m l\0 inrpact for Rl",

* *5.4% for R3, and

m -12.3% for Seasonal

For Option S, the av*rage distribution rate impacts are
* -14.3% for UR,

u l\0 impact for R"I",

u +?"5% for R2, and

* -2"L% for Seasonal

llegarding the Totai Bill lmpacts which were absut cne-tl-rird of Sistribution Impacts, Juhn tule$ee stated
that seasonaf class custorxers have a variety of consurnption rates, so the totai bili impacts would not be
constant. l-{e thcr: recommended that Option B should be implemented in order tn gradually phase ln
the changes far aNl classes" !-lenry agreed that the impact for low eonsunning Seasnnai Distribution
custsrrlers will represent nlors than 113 of thc Tota! Eill"

Ted stated that b*th options have obvlous inequali*y between the elasses, but that there is uneNpesed
inequality within {he classes. l-le said that the differer"lce be{ween custsrners is diiuted and the nrajor
issue is stilt hldele;: in the largest custsff|cr class, &2, hecause of subsidies" l-.ie stated that the date will
not help the Eo*rd understand or heip [-{ydrn Oire find the proble nr. Option B is a smoother transition,
but does n*t eddress thc pnohlem. Ted stated that the R2 elass nceds to h* analyzed on its own to find
the lssuss,

Susan askcd John about his reasoning for ehonsing Option &, specificalNy when th* next stcp of phasing
shou td be inrplerxented.

John stated that the OE& should deterrnin* thc R*venue to fnst ratio ranges, so thcy would determine
the next step in the phasing. l-le then stated that l-'lydro One could decrease it slowly each year as lnng as

tirey had a high level of confidence in the cust allocatlon. l"{e believes that l-{ydro Oile has high
confidence in Density Study, therefore each y*ar there should be a rylinnn adjustment ts get to 1.00 for
all classes.



l;il;l:*rrrr [rnlli l; i]r: l.itl;rs .lu;rr 5, ,lfitl

Bill asked why the t*tal revenue was held constant aeross the e lasses when doing the adjustments and if
there was any class that had an approved revenue to cost ratic less than 0.92, would {he appropriate
approach be to move that class up first before addressing the R2.

Susan asked if this cornnient supported Bill's point earlier about the fieneraI Service class.

Bitri said that it is the same issue on both sldes, the u'cost" for thc de nominator and "revenue" for the
nufi'lerfrtor, He stated that other rate classes should not be cornbineei or excluded fronr these
calcu lations.

Susan said that she was struggling with th* r:ution that ti're Density Study allocates cnsts differently
across Residential and Gen*ral Seruice and haw the cost allsca{ion would change.

Eill stated that the relativity h*tween classes should be included in the rate distribr.ltlsr: costs acrnss all
ciasses. He nsted that isolating just residential dces nnt rnake sense beear-lse the isolated costs are the
result of the eost ailocatisn tlrat did not properly accfrunt for density"

l-lcnry added that one issue may he that the Density Study foer*sed sn the relative cost of sei"ving those
classes as opposed to th* absclute cost. l-le added thal {he Cost Ailocaticn rnodel dnes not aliocate cost
uniforrn!y acrnss the classes"

Eill stated that the Cost Allocation model dnes nct treat RL vs. R2 differently than Rl vs" GS eustomers"

l-fenry replied that it is not obviolrs how costs will be allocated differently acrssl the classrs.

Susan said that the variables for assigning cost to a UR Residential vs" a UR General Service for ex*rnple,
ars not clear. l-lydro One has to stay within the Reslder"ltlal and the 6en*ral Seruice for the cost step.
Susan added that for the revenue to cost ratio ean be iooked fit across all classes.

SheNl*y Grice advised thst AMPCfi consistently advoeates fsr revenue to cost rfitiss to move toward 1 as
quickiy as possitrle; therefore sh* helleves Optinn A ls the hetter appnoaeir and that it shnuld be
inrplenrenl.ed as soon as possible.

Sllsan stated that i-{ydro Sne was goins ts make a recornrnendation to the Soard bas*d on the
Stakeholder feedbaek, but that they will include all of thc evidenee and optinns in the filing. The
stalqe holders agreed that ali options shculd be presented.

S, ffi*l'rmr tvt]twrwst .&rm*$r &f lmm ff$uq{;luffi, ffiirmetmn, f\"ilmjmr,&p6*tinmtielmsu [dy'r*rm ffimm

ria r'i llr\\

Allan Cowan conciurjed tlre session by thani<ing all Stakehrold*r's for tlreir input end statir:g that it wil! be
taken into comsir.leratisn when flnalizing the evider:ce. l-iydro One is airnlng {o lrave the iernaining
evidence submitted hy mic{lune 2012"

/1triri,,\,f l\ t\ !a,t"i.il.il I i
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The Stakeholder Session was conducted ta Bresent justification and information suppn$ing the 201"3

lRMl Application with speciflc attention to the lncremental Capital h4odule (1Cfrfl), as well as

inrplernentation of the Density Study findings. Xhis session was ainre d to ach!*ve two objectives;

1,. To csllect stakeholder feedback on the type nf infornratian to be submitted as evidence fe r the

?Sl-3 nistribution IRM Applicaticn, and

2^ Tc collect stakeholder feedback and npinions mir the suggested optluns to in'rplemrent the

der:sity study findings.

Througheut the session, ther* was open two-way discussion vrith $takeh*lders, covering qu*stions,
issues of csi"lcerr'1, addilicnal lnformation for consideration, requests for detai! or explanallnn, and

request$ for further input and consultation.

l"lydro One internal specialists explained the raticnale, approaeh and results f*r the Appllcation and

Density stndy, and indicated where further details and explanations would be provided in the filing.

tl.\. $ ;.,: l-r'l t'r'l ri l'1,, t.r I ;i i: r !. l I * 1 l'l e r S*t li i ll l'l

2&:.3 $C&S Applieatio*r
* Stakeholders asked it Hydro One looked at lhe situation if FCI remains stagnailt and the negative

grohvth shrinks, larger negatives will result, and expressed concern that, in Typieal Spend, the
value fmr Rate Base Funded by Growtl-l i;r Reve nue was larger than $Ll nrillion.

* Stakehclders requested considaration be given to using a forecasted loac{ if i-{ydro One is looking
at forecasted capitai for 2013.

u The repres*ntative from the OF,& cornment*d that n revisw of tlre rost allocation rnodel should

happen before agrieultuial customers are forced to start making their own power ancl leave the
grid.

* Hydro One will consider the handling of depreciation in ric{ers fnr 2014 and subsequent years,

tor applicatloris beycnd {hls one for 2013.

* $take hold*rs questioned the l*ngth of time for deprecialion for eaelr of the inv*stfi'len{ typo$,
oxnresspd nnncern that the CCA half-v"ar rrrlp rrynr rld extend risk into 7n14 Apains{ fallen"o_

revenues. l-lydro One sffered to show the rnath on the $? million value.

* Stalceholders requested !nformation to understand how Escalated lssues *nd l\on-typical eapital
vrouid flt in th* long term capital plan. l{ydro One will include, as pam sf evidenee, hlstorical
units, spend f*r 30L3 and rarnped up level for irext few years.

* Stakeholders suggested that Escalated and hlon-typical spe md could ire shifted to Typical spend

over long term.

" S{akeholders sugg*sted tha{ llydro One work with other utilitieE tu share the cr:st of capital
prolects such as the Cl$.

ll'ilrc ilrlr: ilri\Irfirlr irr. I L{i
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Stakeholders questioned if using the summary for the Typlcal capital program would be

adequate. They felt that l-lydro One would need to demonstratc that 20lL Typical capital is

rsasonable as a base for 2013.

StakeholdErs wanted to ensure that the application include the whole program, urith total
Typlcai and [scalated lssue spending, and reasons supporting the progranr.

$rmp$ermentatium o$ Density Str"rdy Findings
u Several stalsetrro|ders wanted Hydrn One tm expanel the innplem*ntation plan for the Density

Study to include sther classes and other cost allocation nrethodolmgy issr:es" l'iydro One
responded that thi5 was r"nore appropriate for a cost of service applicatlon"

u l-lydno One indicated that they would explain in tlre appllcation why the General Services classes

were not included in the Density Study inrplememtation.
* Staiqehalders questioncd if 'Tntal eost per eustonren' w*s by custorner otr account, citing thfi{

farrns cam hav* 3 accounts" l-lydro Or're to check if total ccst is per custsn'ler or per accsunt.
* Stake holders suggested that it would be helpful to inrlude the nurnber of customers or aecounts

in the table. l-lydro One will include the data.

* Stakehnlders requested further consideration to havl,g density co'nsiderations also includs the
two 6eneral Servlce classes, not just the 4 residential classes of UR, lil, R2 and Seasonal.

* Stakeholders cornrnentec{ that using the 20L0 fost ,{llocation Model methodology may not be

adequate for adjustiirg cssts to irnplerrent the Density Study. For next cost of seruice, Hydro
On* will need to think about cost allocation model inputs.

o Ali stake holders that respondec{ with their choice of Optior: A: Totai Cost ailseation cr Option S:

CIivl&A and FiNed Assot Costs allocation chnse Option B" With respect to adjusting the revenue-
to cssX {R/C} ra{iCI Option A: lVlove to ele ratios apprrved hy Board in last C05 application or
Optiom B: frllove to limit of Eoard approved RIC ranges, all stakeholders tlrat responded with
tlreir choice favnured Optinn B, exeept fon AIVIPCS bas*d upon their principle of mov!ng to ratios
of I as quiekly as possible. Stakehnlders question*d if any ciasse$ were below 0"9? in 7S1S

approvee{ cost all*catinn, suggesting that there rnny he o{her cnndidates for adjustment before
movillg R2"

* $ta{<cholders agreed wit[r Susanr Frar"lk that l{ydro One sNrould inc}ud* a}l evidence and th*ir
reccnnn"lendatiam for ali Options in the filing"

l-,1d'r' -,'.r f'.rrl;r;rki ll.l. I .i.i
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Phase 4 - Project h{ilestones
{[ ts{q'r'&. J

lmplementrtion

Kickoll
Junc t, 201 I

1. prlrjec! tearr slructu.e has leel assembled.

2. ?roje.t methodologl has Leen docume;rted ard agrecd io hy al1 palies.

3. Proic(t Ie;rriership teanr / sponsers assign ac.ountehiliT b tl1. Iroje.t tesm

(ontexl: OlTicial)y sta{ the implementation phiise.

W

Complete

1)lueprlrt phrse October 3i

2011

Measure:

i- l11r1ro l)ne lrr rerie-"ed and atrepterl the design docrmenis *ad solution.

?. Iroiect Saverrancs has cornpa.,d the rlesigr criterit agrinst r.quirrnlef,ts, timeline. rosi rrd benelits anC

mnfirrlqd tl:rt tir.':it uriterir to the Realizarion phase has heen rrer-

Conte*r 'lhe CIS pLojeo design has been completed. Ia lrogress

Ri'rJizatn,o ilril 30, 2012 t.lont.rrt: l-lre CIS soiutir:n rlevelopmerrt has heen ;omp1*ted anl tesr:d.

!leasure:

l. Developnent o[ so]ution is conpleted.

). S)tlems integuiion lestifls has been corrpleted.
-i llusiress proctsses changes har.e been complcted.

3



Phase 4 - FrCIjeet k{i}estoraes

Orrob..9. :01: Contrt: lrstirg,-lrairnrgrnd S$strinmcnl l{cadncss coraplctcJ

llser r.rrpian({ icstirrg omplc.d ard sigr*1 olT bv 1-OB.

Sy*cm Jata conrrrsion and migraiioil rctilitics havr br:er rcsrd / ardirr:il and crnlirncd rcadv tu Co Live

'l L. Su5hinncnl orgmizath. hrs signrd r1{ rk: Oprrarional Rlxilin.ss'l.si," anil Comnissirniag lirrl

Ltor:ummts are corrpletcLl.

'l rriri:g nrrcrial has b*r Jcreluprd and trairiag 1s tra.king b plan.

1

Co l..irr: O.trlci 9, 201: Cont.xi: C. l-ivr $tovcr thr: CIS s,lrticn nro prodrdior.

r Conlersbn ictivitil'i rr..oilll.t.d in accorllarrc uiti thc flir
I liansa.iior{l aciiliiy L.sh, !iliin !.w CIS .nJ lcg,q sr.*"-s,:n' muvtLt to :erd trrlv.

I lscrs m rIL to lu;rcton eirlin thc rcw s],st.!i.

a. Aileilrrric r1;rr i; anilabL ra rid rstrs rhrrugl th. t.:rsiiioil

:01 3

Cort'\i, .i l,r trnsriirN b i|c 1!rrrinrrcrr orgrniiatlon lor rll asprcrs ol sup1,o.1 ontli,rc; i! *c senitr agr*r*r

with Iri:r8i.

I llvlr, Orr: l,rr .rn,pl.r'-,i rlc {lS $v*rm Arccptarce.

I lhc usr: L:ha,,sc manrg.!,cni organi.rlio. ls ir 1lacr:r:rl luppn*irg imli(ral 
'rsrrr.

:i. Jn($, Cum$is!iol,irg 1}al Jocuncnts rt compl'rcd.



CX$ $mlqxtiwxx SNrerview

By the Nurnb*rs W

(lurrent systems to be retir*d

Existing systems to be integrated with the new CIS Solution

Detailed Business Process Desisns (BPDs)

:7ilfr Business Requiremcnts to be m*t

Employees dircctly impacteri by the transformation across

H),dro On.,, Vertex & Inergi (11 lines of business, ZZ departn"rents)
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CIS Systexns

Custcmer $ervice

$erviee Order and

Work Management

&4etering

llilling and Payment

Retailand
Wholesale &'larket

S$ry
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Project Costs

Labmurr / Senvlces
HSL Axon
h"lydro *ne
InergiA/ertex

'{t ..t'\uw$$f'

$4S.1
$14"2
$1S.7

Suhtmtal

Flandware
$oftware

$s3"e 4.6%

Commissioninq and Other Su ppsrt

$10.CI
$13.4
$31"3

&rxx pXemxeretmtfrmrx Scx btm&mX

Sontingemey (2S%)
Interest & CIverhead

s$ pv"v ys %

$ps"s
$17.$

T-mta n I rm pfiemxerNtat*eprx ffi ms* s{ ve"v s$%

ffiis Total
PK&JffitrY TMT'&L ffiffiSW

$s" 1

s v$.ffi
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€APXY*&,, &KP€ N, & ITU&&S
(CAD $ miitians)

1,566, r,5701
1,d54

't,284r

YSY&.X" &$S8YS

Decemi:er 31, 2012
(CAD $ millions)

h{SY 
'N€$ME{CA3 $ mitlicns)

Oiher 745

1,4A7 $41

59lr

d98 r

,r70r

Lr:li r-.: Crrca'lrr (lAA:) hr:eC y Colodior (lAAi

Yewr emded &ecemlher 3"$

$anadian dollars in mil{ions, as ofherrvlss

Revenues

Purchased power

Operating c0sts

NeI income

Net cash from o erali0n5

Avera annual 0ntario 5o-minute eak demand (/14111)'

Distribution * units distributed ts our customers

201r $ % Chan

5,4V 1

7,6?8

1,708

641

1,401

1r7

146

22

104 16

5

6

1

166

Sv:r:m rc olerj .illiiillfi urfe lrollm ri:ry

21

29.2



€ws.forxx**ff s€r'wice; Thinlq like n eustomer; follow through on

promises; seek !nput, ask questions, look fon solutimrrs; stny nimbl*;

seixe npportunities to mnke u differenee; engnge the hroin;

reeslibrmte whem n*e*s$firy; ond alwnys be reody to deliver.



ln aorz, Hydro One continued to preserve net income,

invested strongly in building the electricity system of the

fu{ure and enabled the Provinre to deliver on the gcals rl
the Long-Term [nergy Plan.

Net incame inrreased by appraximately 16 per cent

lhrough lower operation, mainlenance and administrative

expendiiures and ccst-effective manage ment of the

fransmisslon Business'work program. Net income was

$f4l miilion for the year, compared to $64t million in zott.

The Company's capital expentlitures increased by

$7 miliion in :orz, the result of :efurbishlng and replacing

end'of"life equipment lo improve overall reliability ard
also oi investing in upgrade projects to faciiitate new
generation and customer conneclions. During the year,

more than $:,748 million of capital investments were

place d in service"

Hydro One paid dividends of $37o million ts its role
shareholder, the Province of Ontario, and recorded a

provisior for paymerls in lieu of corporate income laxes

of $rer millian"

fhe Company sverachieved in areas such as the
duration of unplanned cuslome r interupllons within Ihe

Transmission Business and targeled level of ne t income ,

aiter tax.

ln Nilvember, the Board appointed Carmlne Marcel{o

Fresldent and Chief [xecutive Officer *l the Company,

eifective in January 2011, as a resuit of the retire ment

of Laura [crmusa, the Conrpany's former Fresident and

Chief [xerutive Officer. 6oing forward, management's top

straiegic objeclives are to improve safety performance,

forge strong cu:tomer reiationships and develop a skllted

and high-pe rformance ruilure.

I wcuid like to thank alt l-lydro One employees and my

roileagues on the Board sf Directors for their commitmenl

to the Company and its mission of delive:,ing safe, reliable

and affordable electririly to the pe ople oi Ontario.

james &rr*ett

Chair of the Board of Directors

:i lYttc fNi, A\\uAt Ri!ot.2012



We exist to serve our custorne rs. When they flick a switch,
we need to be there to deliver at a price they can afford.
When they call us, w* need to answer" And when the lights
go out, we need to work to get then back sn salely and as

quickLy as possibLe.

ln zo:a, Hydro One strengthened the system that allows
us to de liver cr tur promises. The campletion of the
$Zoo million Bruce to Milton Project was a watershed
event" The ccnstruction of this 5oo-kV transmislion line
was n0t only the largest infrastructure expansion in
Hydrr: One's history, i{ was completed on lime aird with
zers lost-time or serious injuries" The eompletion oi
this project enables l-lydra One to lransmil more than

3,ooo MW of rlean and renewable eleclricity from where
it is ge neraled to lvhere it is needed.

Our crews demonstrated our best-in-the"business ability
to respond to emergencies in Ontario anri beyond. Twrce

we were asked to send hetp to our southern neighbours,
after a severe windstorm in the summer and Hurricane
Sandy in the I'alt, and twice we answered the call by

sendirg hundreds of our skilled-trades e mplnyees to
where help was needed. For lhat effort, Hydro One was
rerognized lor storm restoration excellence by the
Edison Electric lnstitute"

ln eor:, Hydro One rontinue d its leadership role in

leveraging technology to conlrol costs, all with a view
to keep rates lcw for our customers. We are imprnving
productivity by creating more efficient work progranrming

so our crews spend less time driving and more time doing
lhe work lhat matters to customers. These eficrts wili
be contiir;ed in zar3 with the laune h of a nelv Customer

lnformation System to improve our Iuslomer experience

and slrengthen the connec{ion between our Onlario-based

call centre and our lield operations.

I would like to thank r:;r Bcard of Dirertors for their
support, my management team fcr their relenlle5s dr,v€

for eontinuous improve ment and our emplnyees ir:r their
dediealion to safety and excellence.

/ t?i ,//
i l^ . . ^.^r1/11r*n L.{.0
(. r*'-"

(arn:ine &&anqp[&s

Prerident and Chiel [xe rutive 0flice l"

iY)il0 Cil]: A\\LrAi itllCtl 2C12 ;)



OUR CO/\AAAIIAATNT
r$ Tm sArmTY"
The sofeV of our employees, our customers *nd
our ccmmunities olwcys comes first.
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Hydro One has :el a target of becoming a global leader

in utilily heallh and safety through its laurney to lero
continuous improvement prograa"

The Company has shown the slrong results associated

with this strategic priorlly: Medical Attention Frequency

rates decreased in ro:z to :.3 fram 3.2 in :orr. Lost-tine
lnjury Frequency also decreased, to o"rr irom o.r7 in aorr.

Ongoing employee and apprenticeship lraining played

a significant part in the Company's improved he alth

and salety perlormance , as did the implementation of
safety meeting and prese nter training, in-field supervisor

training, the launch of a medical attention dashboard and

re inforcement oi the importarce ol pre -work stretching

and !njury preve ntion techniques for Forestry Services
omnlnrrooc

An innavatlve technique involving special[y-adapted
hydrautic equipment for installing paLes arr:und Iive iines is

atso contribuling lo improved safety and productivity" The

new technique" which allows operators to set up lo seven

poles in the time it would take a radial baam de rrick to

$et one, requires hall a: many worl<ers, there by exposing
fewer worl<ers to the saiety hazards lhal can be common

with this lype of work.

"{$t.}xr*,ilY T$ ,xsf;$t
Building on its roro Journey to Zero commitnrents,in zotz
the Campany focu:ed 0n:
o Developing a work environmenl in which employee s

have more dircct inpu{ about safety in their everyclay

wcrk and in operatianal pians.
* Building accountability for individual safe perfornrance,

and lor that of their co-workers, into managemerrt

performance c0niracts.

* ldentilying a framework for *rruring that health

and safety becomes ingrained in employees'

everyday actions.
* Developing a program to increase driver awareness

for safety and redure empioyees'exp0sure 10 motor

vehicle accidents.
* Developing a pro(ess lo celebrate safety performance

and safety milestones.

$l"l i,il\$ 1 {l{:}'$ X $'},ti'i}r\Ht}
The Company confirmed its decision last year to wari<

toward becoming conpliant with the 0crupational Heaith

and 5afety Assessme nt 5eries (OHSASJ rSoo:. standard,

as a way to further reinforce its he alth and safety crltur€.
OHSAS 18oor registration will atiow Hydro 0ne tn integrate

all its safely policies, proredures and analytic: inlo a

single managemeill 5ystem, hetping to identifu health and

safety risks, pricrilies and mitigalion.

As a first step, the C*mpany reviewed all existing Health,

Safety and [nvironn'renl &,{anagement System (H5ilVlS)

documents wilh a view lo simplifying and streamlining

them where possible. The review indlcaled lhere was

room to simpliiy the Hcalth, Safety and [nvirnnmentaL

lVlanagemenl System Overview dorume rt.

.4s a next ste p, the Cnmpany will review and revise its

Harard Ccntrol Regislries, de:ign audit tools to assess

the H5il\45, establlsh procedures for communicating nernr

HSEIMS-retaled information tr: employees and develop a
process for updating H5EM5 cjoruments"

fiYl?O i)\: 1l\\i-lA ia)Oii ?01? ]



OUR MAI\TRA IS

CUSTMMMK SKMVICM-
V/e cre prepared to listen, sicnd recdy and respcnC ta

customers' needs, every Ccy, dcy in dcy out.
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\Alith a : g,ooo-l<ilornetre hi gh-voltage transm ission

nelwork and a raz,ooo-kilometre iaw-voltage distributior:
system serving both urban and rural areas, ensuring our
equipment functions a{ peal< performance at all times is a

top pricrity"

Reliabte customer service starts wilh l<eeping overhead

lines clear of vegetation, and in eorz, the Company

reduced fnreslry-related service interruplions to four hcurs
from rB hours (eoo6*:orz) and decreased the average

dirruption per cuslomer to o.8 from r.6 inlerrupticns. Tree

branches on 11,195 kilometres of wires were cleare ei on the
Company's distribution sy$tem and :,7o4 kilonretres on

ils transmission system. ln addilion, over goo,ooo trees

were trin':rned andlor removed throughout the Company's

service territcry.

Tc iurther improve reliability, the Company also made

capitai investmenls of $r,454 mitiion, and more

than $r,748 million oi capital inve stmenl: were placed

in service, inrluding:
x Replacement ol the transformer at the Trafalgar

Transformer Station
w New transformer stations in Woodstocl< and Burlington
e Reconsiruclion cf the Burlington Transformer Station
* Replacemelrt of various assets at the Abitibi Canyon

5ub-5Iaticn
* Replaceme nt of rr,oao wood poles deterioraling rlue

to age, Iocation, weather, type of wood treatmsnt,
insect: and wiidlife"

&\lN{his mJ\-TA s{}, tN$ffi ms4,&YtsN
ln zorz, Hydro 0ne became the first utillty in
Narth Ame rica la launch an online asset analylics tool
tlesigned to help increase reliability and ratepayer value.

Mapping soflware, coupied with infornration about the
condition and location cf each assel in Hydro 0ne's servicc

te rritory, now alk:ws Ihe Company to efficie ntly analyze

and categorize the condition ol all pole s, towers, lines and

stations across the province" fiased on this assessment,

Conrpany planners can nrake more effeclive and prudent

inve:tmerl decisions, rationalize work programs and
prioritize worl< in high-impact, customer-critical areas.

s $ r,,i s\.\rA * til st)\{,r s }{ p {.\ N: s n $s}'[ $*{}
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{he largest expansian of Ontario's electricity transmission
syste 

'x 
in over lwo decades was put into service in May,

seven months ahead ol schedule. The landmark project

means 3,?oo megawatts of new electricily for Hydro One

rustomers * enough t$ meet mcre than ro per cent of
llre province's electrie ity needs * all irom clean and

renewable s0urcos"

$\ ${ I ${} H S R,t\ L lt,L\ X1' {l-} S q S}.S\S'1 {J hl IT"Y L I S S

Severe lveather that allecls customers' eleclricity service

can bring community life to a standstitl, and when it dr:es,

our job is to art quickly and safe ly tc restore power.

Whelher it was damage to structures in the vicinity of iocal

mines raused by forest fires, or danrage caused by storms
folir:wing Hurricane 5andy, Hytlro One crews put customers

first. fhey provided them wilh time ly updatel about their
restoralion efforts and information about how t0 stay safe
during power 0utaSes.

rlYJRi) a.i\:: A\\l-rA: llPolil 201? ,l



YII INNOVATT TO
IMPRMVT STRVICH.
l\cw lechnoicgies will help us to b* more nimbie , morc
nCaptoble cnd rncre efficient in mecling our cuslomers' needs
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Hydro One continue: to receive accolades far its expertise

in managing'solar slorms'* celestial disturbances so

powerful lhey can change the direction ci currents on

hydro lines, cause significanl damage to equipment and

result in power outages. The Company's research ieam

has developed an internationally-renowned preparedness

protocol that helps to manitor {hese rare, bu1 exlreme,

weather occurrentes" determine the safest control actions

and manage their impact c*st-effectively.

The Company is also maklng its mark in the industry with

the deveiopment of fibregiass poles. Now parl of the

Company's masler matelial inventory system, lhe new

romposite poles are an environmentaily-friendty substitute

for traclitional wood pole s, providing twice the lifespan

and the opporturrity lor long-term savings"

$$\,f,$ $$(l S m L\ I$',)'U { m Wl"$(r$d $y$ys't\\
l"lydro 0ne's Distribution l\{odernlration lnitiative hinges on

lhe integration of 'smart'technologies into ils distribution

systern. ln partnership with 6[, iBlVi and Telvent, the

Compariy began to identily the applications, equipmenl

and processes required to build its vision of a modern

distribution syslem" The locul wlll be on improved

reliability and operations, shorte r unplanned outages,

simpiified network planning, renewable energy integration,

and timely lnformation to help customers better manage

their electrlcity costs.

As part ollhis initiative, I-1ydro 0ne established a

demonstration home in Owen Sound wh*re it is

testing and monitoring lhe impact oltncis such as

smart thermostats and energy management and

monitoring systems.

ln parlnership r,vith the Electric Power Reseatch Instilule,

the Company also began to colle rt dala and measure

the impart oi using plug'in electrir vehicles on its rural

dislribulion system.

$*)\Lr$$ ,ti:]$]lAisil:? Ys{frns }r$ srd },\$tl-\ s$s t. l

in May, Hydro One became lhe firsl uliiity in Canada tn

launch a free mobile applicalion (or mobile app) that

allows rustomers to checls the status of planned and

unplanned outages anywhere in the Company's

64o,ooo square kilnmelre service territory from thelr

smartphones or tablets" The app provides custome15

with an interactive cutage map that is seare hable by

address and updated evfry li minutes. 5o even when

lhe power is out, Hydro One customers can still get

up-to-date information"

N* sfr ptN$ {$$'}'$ st\w!\ .&N l}
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The Company delivere ri sn its con:mltment to

provide value for ratepaye15 by keeping overall

operatio:i, maintenance and administration expenditure:

to a year-over-year increate 0f two per e ent {less

than the rurrent rate of inflation). in addition,

l-lydro One Brampton Networks wa: singled out as first

among 76 iocaldistribution companies for having the

lowest operation, mainlenance and administration

expense per customer in the 0ntario [nergy Hoatd's

zor: Yearbook"

Further to work that began several yea15 ago, liydro One

continued to leverage its irveltment in 5AP technolcgy

in support of productivity gains, replaring several olde r

applications and inlegrating newer ones into lhe 5AP

platform. ln the next phase ai the proiect, the Company

will focus 0n asset work programs.

ilY)to C\[ A\ilUhi R:!Oil- 2Cl? t



OUR STRENGTFJ

rs muK pmmpLm.

\Ve ore a high-perfcrrncnce, occcuntaL:iliiy-bcs*d compony, wiih nn

ccule aworeness ci the need io deliver on our corporcie cbieciives.

&
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Hydro One is committed to hiring the very best
workers * pe0ple with new skills, fresh ideas and strong
potsntial" To make sure this workforce is available when we
need it, last year the Company continued its partnership
with Georgian, Algonqui:r, fl{ohawk and ltlorthern colleges

to support scholarships and co-placemEnts in the schools'
electrical engineering programs" ln zorz Hydro One made

its second $:-mitlion contribution to lhe lour colieges

sinCe the partne'snip oegan ir zoo7.

l-lydrn One also awarded the first two First Nalipns, lVldtis

and lnuit (FNMi) srholarship awards to students from the
Wikwemil<ong l'irst Nation and the Algonquin First hlation.

The awards are granted annually to two FNMI students
studying power-related disciplines at a recognized

Ontarlo university or rommunity college. Hydro One

alsu offers recipienls a developmental work-lerm at a

Company location.

S ${ $.{ {i S l) i b,t {l} Ll {l { t}&{ &4 \J $\i f 
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To operate, mainlain and manage a vast and expanding
eiertricity system like Hydro One's means hiring and
retaining the best enrployees * pe ople who are not

anly e ngaged hearl and rnind in our busine ss bul also

contribute to the c0mmHnities we serve" Here are some ol
the ways we participated last year in communily life:

* llydro 0ne provided linancial support to seven

Conservalion Authorities withln the lour watershed
areas surr0unding the Bruce to Millon Transmission

l?einforcement Froiecl. ln consullalion with local

communi{ies, the Company developed ra different
biotiiversity projects, wlth the goai oi restoring bioiogical
diversity and resilience in lhe ecosystem covering

ovc. 310 hectares.

* The Conrpany's energy efficiency team attended

49 community evenls, including the 6[engarry I-lighland

Games, the Turl<ey Point Summerfes{ and lhe Mount
lorest Fireworks Festival, raising awareness of
money-saving ince ntive pragrams and providing adviee

to help our rustomers save on energy at home"

* Hydro One apprentice rrews continued a !:ngstanding
tradition of participating in the lnternational Plowing

J\natch * an event IhaI draws ove r 1o,ooo visitors lo
Itroseville evfiry year. As part ci Hydro One's spansorship
ollhe event, crews erEcled 3e5 poles and ran

19 kilome tres af wire in order to ele ctrify the grounds"

* llyclr* 0ne provides funding ta the
University of Western 0ntario to supp{lrt the
Hydro One Chair in Power Systems [ngineering in the

Faculty oi tngineering, research inlo pawer sy$tem5

conducted by the [aculty of [ngineering and student
awards and srholarships" lt alsa partners with the
University of Waterloo to supprlrt the worl< of the
Waterloo lnstitute for Sustainable tnergy, scholarships
lor electricaI engineering itudcnts and a professional

deveLopment prog'rm fo" ergirecrs"

x [nrolment and graduation ra{es fronr eieclrical
engineering technician and technology programs have

doubted since Hydrr One entered into partnership wilh
four Ontario coileges to support electrical enginee,irrg

and technologist prngrams.

-lY-rio O\: A\NllA R::;Oll 2al? t I
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MANAGTMTNT'S
DISCUSSION AN D ANALYSIS

On lcnrcry 1 , 2012 llydro One lnc. {l-lydro Onel cclcplecl Uriled Stcrtes {US) Cerercliy Accep}eC Accountinq Plinciples {GAAPI os its

opproved L:c:is lor cccounling orrd linonciol reporling. Compcrullve 20 I I inlornclion is presenleil unier LJS OA"AP, unless otherwise rofed
A11 cnrounfs ore in Cr:nodion dcllcrrs.

V1\^- V'\- ' -- -.--\ 1\'/\' ..

Tlre Iollowing discussion is bosed on our CcnsoliCcleC Iincrncio] Slctements lor the yeors enCed Decenrber 3 I , 2O I 2 ond ?C I I

We rnor,crcte our brsiness using lhe lcllowing fromeworir:

TXECUTIVE $UMNfiARY
ily'e are wiolly cwned by lhe Provlnce of Onforic {Prcvince}, cnd c,Lr lronsmissicir urd dlstrrbrticn businesscs ore regulcted [:y ihe Onicrio
lnercy Boorc lCl-B). Our rnission ond visicn hcs been refireC to recoqni;,-e lirc urique rcle we ploy in the econoiry ol ihe prcvirce crd cs a

oncl elllcienllv io cieole vclle for c-rr clslcmels. We ocercle os r: ccmmertici erlerprisc with on indepericnt Br:crC cl L)iregoi's. Our slrolegic
plcn ls cl:lver [r), ou, o,.,,lues: hechh ond sole$; excellence; stewr:rCship; crd inrovotion. Sole]y is ol ulmost iftrpoilonce 1o us becouse we work
in on ervircirtrerl lhol corr be hr:zcrdous. We tcke our responsrblliM <.rs slewords ol criliccl provinciol csseis seriously. We ciemonslroiel solrnd
sleworCship by nrorrcging ouf ossels in o monner lhct is con:rercirl, trcns6:oreirl ond rvhlch vcrlues our cuslcniers. We slrive lor excellence hy
being lrcined. prepcred ond equipped to deliver high-qucirly service . !,/e vclre innovolion becr:L,se il cllows us 1o inci'ecse oL:r produclivily onC

deveicp enhcrnccd melhods lc meel lhe needl ol our cuslomers. ln 2-Ci2, we corlinred lc focus on oUr core businesses cnd olr cornmitmerl lo
our cusloll:ers cri mode impoilonl conlributions lc the rebuiiding of Onlorio's core inlr )(l i ' . r, '. Lonl n, nO l,) meel lhe requirernenls ol ihe
Green Elergy Act (GtA).

Core Business ond Key Ferlornonce

Drivers

Copobil;ty to

Deliver Resulis

Results ond

OullookStrotegy

Core Business orld SkaregF

Strotegy," enconiposs llre cort volues thol drive our business. Or.-rr slrcleqy lcuclros cvery porl ol cur tcre business: heolth ond scfe\; our

l(ey Performon.e 0riyer$
Perlormcnce rjrivers hcve beer: ;dentifled thol relcle lo cchreving certoir oi cL,r conrpoays slrcfeciic gouls. W'e esloblish speciiic perlormcnce
lc.rrgels lor eor:h driver oimed crt mecsuring lhe ochievemenl c,f oui stroiegic gools over iirne. For excnrlle, r.ve kcck lhe durofion of Lrnplonned
cuslorner intorrupliofls per delivery poiill os on indicolion oi our commilmert tc p:rovide o relioble. lransmission syslem lor our custcmeis. lVe
Trteosuie konsmission ond distribulion unll cosls os on rndiccrlion cf o0. commlimenl lo intreosing proc!uciivily. These cnd other key pericrmonce
dtivers cre incllded in our discussion cl our performonce mecsures rn lhe seclrcn "Perlormcnce Meosures ond Torqels."

Copa&ifity tu Aeliver Resulfs

We conlrnue lo use o bolr:nced scorecord npprooch as wo slrive lo nrf cge our oe :formorce ord d*iivcr resulls ecch ond every yeor. ln

20l2,w,eselninestrelciicrqelsondwemelorexceerleilire c*then,. lr20 ll,wen:el crexceedea l3cf l/slretchicrqels WeexceedeC
our lQrgel fcr minimi:irg lhe durolion of unplonned custcmer inler.uplicirs rr,zil[rir our Tronsmissicr Busincss. Our performtrnce with respecl to

prcductivilY wcrs of lcrrgel in crr subsiCiory l-lydro One NeNvori<.s lrc.'s {HyCrc One Netrvorhs) fir:rsrnisslcn ond disrribulion businesses.

tYt?o o\[ ANNI.]Ai Ri!,oil 2ci2 1 3
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Our cbilily lo deliver resulls in ench ol our slrolegic creos is limited by risks lnhererrl in our reoulctr:ry environmenl, our business, our
worklorce ond in ihe economic environmenl. These risks, os well cs our sfrojeqies fo rniticlole lhem, ore discusseC in lhe seclion
"Risk A,4onogement cnd Risk Fcclors."

flesu$s snd Outlook
During 20 12, crr flnonciol funComenlols remoined slrong with crrreni yerr nei irccre o{ $745 millior. Our Ot3-opproved revenue
requiremenl lor our lronsmission busin*ss {ar 2A12 wos $,1,,1 ]8 millicn. Ollr 201 i dislribution rcrtes Ior Hydro One Neh,vorks continued
unchongeClhrr:ughoul 20l2,oncl itsopprovedrevenuerequiremenllor20llwos$l,2lsmillion.Approvedrctessupporl theworkprccroms
reqL.lired lo suslcrn our crilicol infrosltucture ond invesl in o suslcincble electricil.T syslem thcl supporls renewoble ond cleoner generotion.
We sLrccesslully issu*d $ I ,085 mili,on in debt Iinancing ir ?C I 2, thc proceeds of which were used to lund the retirement of $600 millicn
ol Ceht moturing ir the yccr cnC to fund o pcrlion ol our copitol exponCilures crnd other cc.pcrcle requiremenls. A luli discussicn rl our resrits
of onerclions ancj iinoflcine octivities con be found in the sections "Rosul:s of Opercticrr" cnd ''licuir.iity ori Copital Resources."

ln 2012, we lnvesled rnore lhon $1 .4 billion in cr:pilci expenCitures to impiove sy:itorr-. rel;fibility ond perforrncnce, odCress cur oging power
syslenr, lccililote new r:enerotion ond improve service lo our cusloners. Copitcl experd:llres icr the nexi lew yeors wiil include lhcse required

Authcrily {OPA), ond ex6:endifures to oddress oging inlroslruclure . Cur lulrre ccpilcl experclilures cre rncre lully described in lhc section
"Iulure Copitcl fixpendiiures. "

MANAGIMITNI'S D]S'L]5S1ON AND A\AIYS]5
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OYTRVIEW
Trnnsmi*sion
SuLstcnlicliy oll of Onicrio's eleclrici\, lronsmission system is owned ond opercted
by our subsidiory Hydro C)ne Net,vorks. Our lrcnsmilsion systcrlr lcimr cr irteqrcleC
ltonsmission grid tlrcrl rs monrlcred, corlrolled crd moncgecl cerlrrllv lrcr olr
Crlcric GriC Control Conlre . Our syslem cporotes over rell<.:tively lonq tJistcnces

rnd lin[s mojor sources of oenerolion lo lronsmission slclicns rnd lorger c,ec ccd
cerlres. ln 2012, we ecrneC iolcl kon.srnission fcvenues of $.l,4U2 n:illiorr, primcrily
by lrcrrsnitting i:norcxirnoteiy l4l TWh ol eleclricily, direcllv or indircctly, tr:

sulrstontrn ly r:i1 cnnsunrorr of eiectriciiy irr Orlcric. Our lrcnsmissic;l sysklr is

lrc ol llrer lorcr:sl r Norlh Arrcrico, cnrJ il is linkerj to fly,. 11, ,r r nL.l L r r: 1 n,
lhrough 25 iiliercon.ecticns, through wiich we con occommodole inrpcrls ol
obout 4,800 MW onC expcrts ol crpproximctely 6,000 ,\4W cl electricif ln terrrrs

ol cssels, olr Trcrrsrnissicn Business is our loigesl business seqment. iepreserilng
opproxirnciely 56% i:i oL;r toloi r.lssels ci December 3) 2A12

Distribulion
OL:r consolidoted distributlon sysiom is ti-re k:rgesl in Orlorio onC it spcns rlrghly
75?1. cf thc province. \,-!e serve cppr"oximolely I .4 million rurol crnd urbon crskrmers
cnd 440 lorge lser cuslcmers. Our subsirli<rry l'lyciro One Rernote Commrnrlres
1nc. {Hydro One Renrole Con'lmunilies} opelcies smoll, regulcted genercticr cnd
distribulion syslems in o numbei- of remote cornrnuniries clcross noriirern onroro
llrot cre not connecbd to Ontoriot eleckicity grid. ln ?012, we ecmed lctol
distribution revenuos ol $4, lB.1 rnillicn. As illustrcted in the occomponying chr:rt,
over hcil of cur distribulion revenues were eorned kom our residenliol cuslorrers.
Al Decem be r 3 I , 20 I 2, our Distribuiion Business cssets represenleC o ppr-cximotely
,t l% ol our lolol ossets.

Tolol Assetr
Drcenber 3 l, 201 2 ICAD $ millicns)

Other
$d04

20'l 2 )istribution Revenuer

Enbr:ddcd
Distributos

6Y"

Lr:rce l-Jscr.s

Gcnerol
Se rvrce

2V%

DislrlbLrlion

$8r2r



Other
ln 20 1 2, our Other business segrnenl conkibuted revenues ol $62 nrillron, r:rnC hoC cssets of $604 million ot December 3 I , 20,l 2,

represe nlinQ 3% ol our toicl r:ssels. This segmeni primorily represenls ihe opererlicns of our whollyowned subsidiory, Hydro One Telecom lnc.

which morkels libre-optic copociry lo leleconrmunicolions corriers cnC ccmmercicl crslomers with broodlxrnrj network requiremenls, including

c dodicoted opiicoi neMork provldirrg secure, high-copcrciry ccnneclivily ccrcss rrumerous heollh ccrre locolions in Onlorio.

0ur $frotegy
Out corporole slrategy is bcseC on our mission cnC vision cnd our volues. Our mission ond vision is lo be on innovollve ond lrusted compony
delivering elr:clricily sofely, reliobly cnd elficiently lo creote volue lor our cusiomers. Our voiles represenl i:ur core beliefs:

HeoJtfi qnd Jofefy,' Ncthing ir mor"e imporiort thon lhe heoith ond solety o[ our empioyees, ihose ,,vho work cn our prope rh1, cnd the pr..;blic

Excellence: We ochieve exceiier:ce througf conlinuous lroir,,rrg, cnsJ.,nq u;r cre picpcred cnd equipped lo deliver hlgh-quolity nnd
ccslelfeclive service, rvith integrliy.

Stewordship: lVe invest in our r:ssels ond pccple 1o buiiC c sr:fe, environmenlclly susloincble eleckicity nehr;ork in o commerciol m<rnner.

InnoYolion: We innovole through new processes, people cnC lecrnology tc ollcw us tc flrci beiler woys 1o meet the needs cf our cLlstomei.5.

We hove eighl slrclegic oblectives thcl ore irexlricubly linkerl They drive the iuiflilment of oui mission ond v:sic:r.

Crenfing an iniury-{ree workploce snd moinfcining pablic sofety, Heolih ond sofety must br integrcted inio cl1 thot we do. We mLrst

conlinue lc crente o pc;ssror lor prevenlinc iniury. VVe will slrenqlher our olrer:dy strc:ng scfe! cullure through curJr:urney tc Zero iniliolive ond
cchirlve wcrldtloss results. We will irnolemenl thc inlerncrtior:oily recognized heolth cnC scle\, moncgemenl system, ISO lB00l. to ldenti{y
heclih ond sc;feh7 rlsls, 5:rioriiies ond miiigolion in order lo IL;rfher Crive cur sofef cullure. We will continue to reinlorce thot nothinq is more

irnporlcr,t thr:n the hr,:olth ond sole! o1:our emoioyees.

$cdSfuing our cu$fofner$. Vr,/e will meel c,ur ccmxrilnrefls, mcke cuslcrners cur iocus in our pi<;nning, communicole elfeclively, cocrdifloie
ocross iines of busincss, cnd mcxrmize r:pporlurilies lo irncrove our corporole imcrge. We will develop ond deliver tcrgeleC cuslorner segnrenl
sircleeies, proriucts cnd delivery chonnels lhct wiil responcj to thr:ir unique neeCs ond behovior:rs.

Conlinuous innovsfion. Inrr:vclicn re,'presents one ol our core vcrlues oncl is criticol to ochieving our nrissicri cnd vision. Over ihe rext h^/c)

deccdes, w,e will instcli inrovclive solulrons lhci inprovc lhe reliilblliV crnri efliciency oi ihe tronsrnissitx ord <.lislr:bution syslems cnC provide
oLrr'(:r.rslonrefs wilh rncre ccpcl,.;lity 1o monoge iherr power cosls. The Advcrced Disiributicn System {ADSI is c [ey e]ement in orr investment in
inrovclion cnd will ir'rprcvc olerolion ol our cjislributir:n cssels cnC dc iver fL:rihei volue lo oJr crslomers.

Building ond moinioining relioble, cosr-effecfirre fronsmission snd dis*'ibulre$ sysfem$" Our konsmissron shotegy is to proviCe
r: robusl o:ro relicrble provirciol grid thcl occr:mrncdcles Ontcric's enrergrrr; g€.nerction pro{ile, mcrnogcs on oging osset bose ond meels

dernond requitemenls through prudenl exponsion cnC ellective mointencnce. Our dislribution skotegy is locused on: incorporoting ADS
lechnolooy to providc Areoter visibility, increcsrng corlrr:l cnC irnproving clsiorler service; supporling the conneclion ol renewoble energy
scurces; seeking efi ciencies lhrr:uqh levercging tecl-rnclogy ond operr:tioncl experierce hom our lronsmissicn syslem; prcvidirrg relioble oncl
ccsl*ffeciive setvice cver c Cive;-se gecgrophy, ond pursuing commerciol orrongements ihot ore ontlcipcrled lo crrise lrom lhe rolionolizr:rllorr
o! Ontorio's diskihulion sector.

Frctecling nnd susfoining fhe environmenf ftrr fvlure generolioos. Consistent wilh our volue of stewordship, we ploy o cenkol role
in reducrnq Onloric's corbon loolprinl throLrgh the deiivery ol cieon ond renewcble energy ond lhrouqh meosures thol ollow our customers lo
rnoncge crn<J red,lce lireir energy use. \iVe will engoge oi.Jr crstomers furihor regording howwe monoge our sustoinobili| oblic)otions cnd
oclivilies on th-.ir bel'roil.

MANAGIM:i.] I'5 DLSCUSSION AND ANALYS]S
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fmployee errgogemeot We believe cur prirnory skenglh is the copobillry of our people. ]n order to sustoin this odvcntoge, we must nddress

lhe issues ol ccrporcte culiure, labour demogrophics, diversily, Ceveiopment ol criticol core compelencies ond sLiil ond knowledge relention.

&lointorning s cornmerciEl culfure lfiof increoses vslue for our sfitrrehnlder. We cre commi$ed 1o keeping rotes os low os possible

lor our cuslorrers, ond delivering inccme r:nd diviCends to our rhoreholder This is possible lhrough our locus on reducing cosls, mcrnogincl

our ossels elleclively ond increos ng producliviiy. We wili explore ond pursue opporlunilies lo increose lhe revenuser:rning polenticl cf our

cornpony lry ievercrging exisling ossels, lechnologies, cnpobilil;es cnd lhe ger:grophic presence ol our compony.

Acfiieving prod$ctiviry irnprovemenls ond cost-effecfiyeness. Ic ochleve our missicn cnd visir:n, we musl constonlly strive lor
prcCuciivi\, through ell r:iency ond eifeclive nonoqer,enl ol cosls. Produclivi\, is key lc meeling oui cther slr<rleglc cblectives nnC, in porticulcr
1o cchievingtr vclue lcr our cuslomers ond our shnreholder.

Wo reccgrize the pivotcll iole inncvr:!icn w;ll ploy in buildinq o smo;-l eleclricity grid thct supporjs o clecn environmenl lo;-Onlorio. We cre
commilled lo beccnine tie induslry lecder in pllling irnovolive sollllons 1o work lor the,,,veli being cf Onlorio's o.onomy ond its residents.

Perfornronre lllleosures u nd Tsrgefg
\&'e ir:rgel ond rneosure clr perlorrnonce by using o bclcrceC scoreccrd oppror:ch. Key perlormcnce drivers ore closely moniiored throughcul
the yecr to ensuro lhot we moinlc.;in c lccus cn our slroleglc objectives cnC loke niligoling oclions os required. lrt 20)2, we mel or exceeded

frvc ol rrine slrelci k;rgeis. Overo]1, we ors mc:k;rq p(xlress loworrjs ochir:vlnq m,:rry ol oL;r slrcleqic coc;ls.

Acfi ieving produ(,iyifI improvements snd casl-effecfiyeness
Cne ol cur s'iclc{ ic cb;ectives is lo increcse prcductiviV lhrough efiiciency irxprcverneiris crrd eliective rnc"ogemeri of cosls. The mecsures

fcr llris obieclive fcr 2Cl2 were tronsmissior unit cosl ond distribulior unit cosl.

lor 20 12, rve necsured fcr trortsniission unil cosl lhe ccpllcl expendilures ond operol]on, mcintencnce cnd odrninlstrolion cosi.s per Collcr cf
crcss in-service ossels {expresseC cs a percenlcgel. For dislribulir:r.l uni} cr:sl, lhe mecslre is copitcl expendilures cnd operolion, rnoinlenonce

cnd oCn:irislrctlon cosls per kilonretre ol llne {$'OCO/km) due to the lenctiir ol line reqlired lc corneci our rurol cusiomers. Orr ohjective w,ith

our onqoirg ,,vcrk crC irveslmertl prcgto*'r is to maiflo;n cnd improve cur essels onrJ monilor cur proCuclivity yecrr-overyeor. Or.;r lronsmissicn

un;l .osl lilrgel wcs set cl l0.l7l oncj we rnel this torgel. The Cistribulion unrt cost torgel wos sel al $ I 1 ,OOC per kilometre of line crni we oisr:
.Nol lhis lnra{rt

Suilding ond rnainloining relia&le, cosf-effecfive lronsmrssion and disfribufon ryrtems
We-'ccniinL;e lo b,lild crcl reicin public conlidence crnd irusl in olr ope,.rolions, os steworCs ol Oricric's elcr:lricily grid. ln 20,l2. we conlinrred
our iccus cn llris slrclcgic pricrily by irvesting in the key csse ls cl the eleciricily cJel:very syslem ond by operoling lhc exisling system for

tusicmers ir c sr:le, re'lioble cnd elflcient losh on. We ure conscious thot corrmerciol cuslcnrers c! oll sizes require relicble service lo cllow
thern 1o Celivcr lhe ii prcclucts cnd services ond thot cuslomeis' expecloJions ore lor cr reosonobly Iimiled Curolion when interruplions occur.
Trcnsmissicr crd distribulion relicbiliV is n:ecsured through the durolion ol cL:stcner inlerruptions.

[cr the durr:tion cl unplcrned cuslorner in]erruplions wilirin our Tronsmission Business, ihe icrgel k:r 2A12 wr:s l0 n'rinuies per delivery poinl.
\{e nr:re lhcn m*-t 1}ris torgel.

Fcr lhe Hydro Cne-: Nehvcrks Cistribution busrness, the torget lor 2C12 lcr lhe duroiion ol cuslomer inlerruptions wos sel ot 6.7 hours per

cuslcrner. We did nol nreel lhis lorgei.

$ofisfring oui .usr*rner$

oLrr company. Cuslorer sciisloclion is hcsed on lhe rcsulls ol cuslorner surveys conducted on orr beholf by lndependenl third porlies. ln 20,l2,
lor ltonsn'ission cusioflrors we lcrgeled o cuslorner solisloction roie of 90%, but did not meet lhis torgef. [or otr disk;bution customers, we
ioroeled c solislcclior rote of B6%. ond we nret this tcrget.
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Employee ergsgement
lVe conlinue lo locus efforts on increcrsing employee engogernenl throughout the company. An enqcgeC workforce is r:rre in which employees

embroce lhe corporote volles o{ sole}, sleworCship, excellence cnd ir:novolion. The process of rneosuring cnd improving such engogement

begon in 2C0B by meons ol on employee enqogernenl survey cdministered by on independent third-party experl. Our gocl is to impr:ve lhe

grond meon score year-ovefyecr. The lorgei of improving the grond rneon score to 4 06 {out of 5) in2C12 was nol mel.

illoinfoining o romrnercis, culiure ffisf ineregses yslue for osr sfiare&older
Achievernenl of strr:ng f nancicrl perforrnonce is me<rsured by o perlorrncnce mecsure ol iorgeied leve] ol nel income cfler 1ox Our lorgei wos

$643 n;liion nel incone oher tox ond we exceeCeC our torcel.

Creofing an injury-free workptroee nnd moinfcrinlng ptr&trrc sofery
f i'e sofely ol our emplcyees is porcmounl. ln ?012-, we used medicci oltentiolrs, delinetl cs iniuries lhot require lreotment hy o meCiccl

reporled to the Workplace Sale! ond lnsrr<rnce lJocrd orrcJ is colculoted os lhe number ol ottenlions per 200,000 horrs worked. ln 2012,
Hyciro One sel o lorgel ol no hlgher lhon 2.2 oltenlions per 200,000 hours workecl. ln on eflorl lc cchreve this target, we engoged in o
nurnber ol oclivities, such os. ccntir:ueC ernphosis on improving heclth cnd scfe! lhrough foce"lo'foce sessions; conlinuclicn ol cur..loLrrney to

Zerc initiolive; beter mcniloring ol mr:ndclory skiils cnC soie! lrr:lning, cn enhonceC driver trcining/evoluolion prcgrom; cncJ freld ccr:chinq lo
lncrer:selhe expeclcrlionslrcrosupervisorscncj slolf.The nurnberof oilenlionsirl?-A12 improvedby35%compcredtcthenumberin2Cl lbul
wos stlll sllghtly h;gher thon our terqet for 2012.

REGULAXON
Our eleckicily lrcnsmission ond distribution businesses cre licenced ond reguloled by lhe OI-8. The OEB sels rotes lcllowinq orcl or written

pulriic heorings. Out lronsmissicn reverues primorily include our li'onsmission tcriff, which is bosed on thc piovrnce-wid*- uniiorm lronsmission

rctes {UTRs] oporoved by the OEIt fcr cil tucnsmillers ocross Onlorio. Our distiibulion revenues primorily inclucie our distribrtior tcrili, which is

r:lsr: bosr:cl cn C)EB'cpprcveC roles. crnd lhe rercoveiy ol the ccst o[ purchosed power useC by cur cuslcmer:. Consequently, our Distribl,ion
Blsiness doers no1 hove ccni;ncCiry price ris[. Tronsrnission cnd distribution lc.rriil roles ore sel bosed on on cpprcveC ]'evenu-a requirement ilrol
provides kx ccsl reccvery ond r: relurn on Cesmed coTfrmoi equi!. in oddition, the CIB opprove5 rcle riders tc clk:w lcr lhe recovery or
disposilion ol spec llc regulctcry cccourls over soecilred lrnelrcmes.

Elecrrieiry Soles
l"lrder ihe crrtenl rncrkel shuclure, low-volume ond designoted consurners pcy eleclricily roies esto!:lislreC thrcugh tle Reguloied Price Plon

(RPP) ond whoescle electricity consumers pcy c blend of requloied, conlrocf ond whclesr:le spot morkel prices. Thr CEB .rets prices lor RPP

cuslon'rers bosed cr, bolh r: fwolierecl eleclricily prici.rg slruclure, with seosonol consumption thresholds, ond o three-tiered electricity pricing
slfr.rcture wilh Timc ol Use {IOUJ thresholds. The rnoioriiy ol our RPP custo$refs ore now on TOU billing. Unexpected shcrfnlls or overpoyrnents

cssocicled wilfr ihe RPP ore fernporcr;ly finonced by ihe OPA. Prices ore reviewed by the OIB every sir monlhs onci moy chc.:nce bcsed or
on updnled OEB lorecosl ond ony occumuloled dillerence,r belween lhe omounl thol customers poii for eleclricity onC llre o;-nounl paiC lc

llener.rlors rn lhe previous period.

We storled migroiing cur cuslorners to TOU rck;s in ?010 orld the mciority ol our cusfomeis were trorsllioned fo TOU roles by lhe end

of 2Cll. We received cn exemplion lrom the O[8, ellective uniil December 3'1, 20,14, from implemenling mondcloryTOU pricing lor
cpproxinrclely 12C,000 customers lhcl ore currenlly oul ol reoch ol our smorf neler telecommunicolions inlroslruclure.

Cr:stomers who ore nct eligible lor the RPP cnd wholesole cuslome.s poy lhe morket price Ior electricity, odlusted Ior the rjillerence belween

morkel prices ond prices poid to generolors by the lndependenl Ileckicity Syslem Operotor {lESO) under t\e Electrir,:i\, Act, 1998. The IESC is

respcrsible for overseeing ond operoling the wholesole morkel <rs well os ensuring tlre relir:bility ol lhe integroled pcwer syslem.

ilY)RC CNL Ai'.tNr.lAt RiPORI 2012 17
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Trnnsmission Rotes
The IESO lcciliiotes pcymenls lo us bosed on lhe Onlcrio UTRs opproved by rhe OEB lor ul1 trcnsnltters ccross Ontoi'o

I I iiY)(o oi\r: ANNUAL R:poRr 2cl2

On A'Aoy 1 9, 20 I 0, we submitted our opplicclion for 201 1 ond ?0 I 2 lronsmission roles in continue d support of our ocing criticol
inkosiruclure ond supply mix objectives fcr generolion, including ollcool initictives ond inrtrction oi ir:vestments in suppcrt ol tle GEA. Thls

opplicotionsought theopprovol of revenuerequ;rernentsol opproxinrolely$l,aaAmillion[r:r20 l]ond:i1 ,547 rnillionfor20l2,which
rel pre.:ented esiim<lled rote increcses ol I 5 .7% ond 9. B%, respeclively, cr 1 .2% and A}% on on overoge cusbil)er's rncnlhly bi11.

On December 23,2A)0, the OEB issued iis decision, which resuhecl in c revenue requirenrent eflectivoJonuory l, 20 I I of $ i,346 million
lor2Cl lcnd$l,658millionfor20 l2,relleclingtrcnsmissionrctechongesof opproximoteiyT%ir,?Qlland?6%in?a12,or0.5%cnd
2%, respectively, on cn cvercge cusiomer's toiol bill. Our 2Ol2 revenue requiremeni wos impocted by rhe OEB Cireclino us lo crdopl r.: cosl
ccrpilclizolion policy cr:nsistent wilh lnlernclior:ol Finonci<rl Reporiinc SicnCorcjs {lIRS]. Th;s specifrc cccounling revi:ion resulled in cr: increcsed
revenue requircmenl cf cbcut $200 milllon lor 2A12.

Con-ri.slent wilh on oppi-ovcl Ircrn the Onrorio Securifies Commissior {OSCJ rc cdopt US GAAP lcr olr erierncl iiror-,cial reporling cnd secrrilies
lilings, cr.lr';iy I 5, 20 I I we flled o l.Aoiion lo Vc:'y the OEB's 201 2 rote decrsion Our crppliccticn scught ooprcvol to cdopt US GA,AP cs
a bosis lor reg'rlclory cccounling ond role setling irr ploce ol lhe OFBs oporoved modifled IFRS bcsis. C)n Novenber 23 2Ai l, rhe OEB
opproved lhe rse of US GAAP by cur Tronsrnissicn Business, which resulteC in ihe reverscl ol thc $200 million odiustmenl tlrot wcs rncde by the

OIB in ;ts December 20l0 rote decision.

US GAAP lcr roie-seltinq p!rposes os weil cs t!:e OLB<jirected uoCcte to 2012 ccstof copitol poromeiers. On DecemLrer 20, 201 l, rhe

pr-cposeC $ l ,4 l B m illion 20 l 2 revenue reqri.ernenf wcs opprcved by lhe OIB olong w,ilh new 20 l ? |JTRs ef bctive .lcrnuory l , 2Cl2.
-lhe 

new rales resullcd in cn cpproximr:le 8% konsmission rcle increcse, r:r 0.b% on on overoge custon:er! tctcl bill. Tl,e cdoption o[
US GAAP ;n lleu of modiiled IFRS os c bosis lor roie serlirg decrecsed the opproverj roles by obc",l i 5%.

To cchieve 1le necessorl, lL"'nding in suppcri ol cgilq c;'ificol inlroslruclure ond inveslmenls, we sLrbrnified o cosl,ol,servire rcle cpplicclicn
to lhe OEB lcr our 2013 onC 20,I4 lrcnsmission roles on AAoy 28, 20.12 The cpplicotion sought OtB opprovcl lcr revenue recuirement
ircrecses cf cpproxinrolelyO 6% cnd g. l%;n 2013 ond 2014, respectively, or estimcled incrccses ol 0% in ?Ol3 ond Q}%i,2-A1 4, c:n

on ove.oQe cLrslorfler's tctcl blll. A selllemert conlerence wos held ln Ccloher 20,12, where llydro One Nclwcr'l<s ond iie inlerverors reccheC
cn crgreenenl, settling cii issues opcrl lrom lxporl Trcrnsmission Service. This is onlicipcled to be sefiled in eorly 20 13 but is not expecled
lo oifeci our corfipony's resuhs ol operotions. l"he sefllemenl ogreernerl wcs reviewed r:nd opproveC by rhe CEB cn November B, 20.12.
On Novernber 30, 2012, we submllled n drr:lt role orrjer, whlch inclrdes revenue requirements of opprorinrotely $1,438 miliicrr cnd
$1,528 rnillion lcr ?0 l3 ond 20 14, respectively [or lhe ircrsmission porfion of the Liii, this represerts no chcnge from exislinc] 20.1 2

OlBr:pproved role levels ir 2013 ond c 5.8% increcse in')014. On on cvercge cusiorner totcl biil Lrosis, this iepresenls increcses cl nil

for20 l3r:r:C0.5%foi20l4 OnDecember2C,20l2,theOtBissuedcfinoi RoteC)rder,opprovingH;,droO.e Networks'20 l3
lronsrnissron revonue requii'ement lor use ir seiting the 20-i3 Oniorlo UTRs.

Distribution Rgles
As o distribulor, we cre responsible lor dellvering eleckicily ond billing our customers for our cpprr:ved distribution rotes, prrchosed power
cosls ond othe r <.rpproveC regulotory chcrges. Subslonticlly oll of our purchosed power costs ond other opproved regulotory chorges ore se$led
through the l[SO, which foc]llfotes poymenls lo olher porlies such cs generotors, he Ontorio Electricity Finonctol Corporotion {O[[CJ ond itself

ln 2006, the OtB estobl;shed o mulli-year electricily distribution role-setllng plon whereby o Clskibutor's roles ore set vio o cost-of,service
rebnsing opplicolion lollowed by on lncentive Reguloiion AAechonism {lRM} thct uses o formuloic opproach to esioblish rcr}es lor the nexl three
yeors. ln 2012, ihe Ol,B issued c new regulolory frcmework thot included three role-setting rnethocis ovoiloble io distributors {see "Renewed

Regulofory Frcmewcrk" J.
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Hydra Axe Nelr,yorks
Oniuly 13, 2009, our subsidiory Hydro One Nelr.vorks filed a cost-cl-service cpplicction with the OEB for 20 l0 ond 20 I I distribulion rates.
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On April 9, 20 
,l0, 

the OtB releosed lts decision cpproving revenue requirements of $1,146 million for 2010 ond $;,::O m;lllon lor 20ll
to supporl the necessr:ry work proqronrs, ll-re inrplementolion ol lhe GEA ond the instolloiion of smcrl meters.

On Novernber 
']5, 20,l0, the OEB issued ils cost-of copiiol porometer updoles lcr rctes elf*ctive.Jonuory 1 , 201 I . The iowerine of tire return

onequiJy{ROtl prociucedorevisedrevenuerequirement ol $'1,218;-nillion.The opproveC20llreverruerequirementresulledincnovercrqe
disklbution rote increose cf opproximotely 81%lor 20 1 1, or 3.4% cn on cveroge {i.e. corrsrmiirg 800 kwh per nronihl customer! totcl b;11.

On A.4r:rci'r ?-3,201' 2, the OEB cpprovtd our requesl for Flyr!ro One Netrrorks' distributicn business to cCopt US GAAP lcr rcle setting cnd
regrlolory occolntlnq cnd reporling. llydro One Nelworks did not seek o dlslribL:lion costof-rervice rcle oCjuslmenl lcr 2Al2 ond rotes

coniinueC unchcnged ot 20.l I leveis.

On.June 15, 2012, l-iydro One Neh,vcrks liled evidence in support cf ils oppiicotion lor 2Ol3 distrbution rcies on the bcsis cl thc OEBs
3rd Gerercllr:n IRA.A process. llyCro One Neh,vorks ond intervenors subsequenlly reoched o selllemenl ond submitled c seilleme;ri ccreereni
to fie OEB. Cn Decernber 1,4, 2C12, the OEB issued iis decision ccceplinq ihe ogreemenr cs i led. On Decembe r ?0, 201 2, the OEB
issued c.: fincl Rr:te OrCer The diskibulion role of crn crveroge residenliol cuslomer w ll increose by opprcximcfely 1 .3% in 20 13, or by 0.4%
when considering totol bill impocls. ln oddit;on, the Retoil Tronsmission Service Rctes cdiuslment, whiclr wos cccepled in the Settlement, will
brino lhe totcl b;ll irrcreose in 2Cl3 to crpproximctely 1.5%.

Hydro Ane Sromplon Neiworks
Onlune 30, 2010, our subsidicry llydro One Brompton Netwoiks subrnilled lls 201 I ccst-clsrrvice op1llicottor, which wcrs subsequently
oCjusted in Seplember 1c rellecl rhe oplionol delerrol ol tle udoplion,;f roCilleC llRS uniil.Jcnucry r, 2Cl?, co"slstent with c decision by ihe

Ccnodion Accounling Stcndords Board {AcSB). The AcSB lcter exlendnC the opiicncl delerrol to jonurry 1 , 2O I 4 cnd I'iydro C)ne Brcmpton
NeMoris hos dec;deC to exercise this ootro*

Fcllowirg cnciher cdiustnenl tc lhe c'rpplicotion in November 2010, the revenL:e requiremenl wcs cpprcximct*ly $63 million. On April 4,
?01 l, the OIB issL:ed o decision thcri opproved o revenue requlrenerl cl $59.5 mi]lior fcr 201 L lhe revised rctes werc r:pproved wilh an
eflective dcte ol jr:nuory l, 201 I ond cn iniplemenlolic,.n Cole cl A4cy 1, 201 1 lnciuded irr thr: rctes is on omounl ol $l 52 per month per
metered cusiomer for smarl melers cnC opprovcl cf <r GFA furding odder ol $0.02 per rrr:nlh per metereci cr-rstomei. The nerv rotes resuli in o
lo;cl bili increcse lor cn overoge cuslorner {i.e. consuming 800 kwh per nonthJ ol opproxinrofely 0.5%.

On Seplemher 15, ?0 I 1, HyCro One Bromclon Neh.vorksflled on ucpl,cclion foi 2Cl? rcies cl rhe boslscf ti:e OlBs -?rd Gencrolion
IRM process. On Decen-lber 22 201 I , the OEB issued ;ls decision cnC cn DecemL:er 3 I , 20 I I , rhe OtB declorecj Hydro Cne Bromplon
Ne\ry<;rks'exisiing roles inlerim os clJonuary l, 201 l. On]onrcry 5,2012, the OtB relerosed r: cier:rsion thot resrlted in c reduction ir
roles ol cpproxinruteiy 1 3.2%, <:r o LZ% reduction on the overoea cuslorner's totol bill in the yecr. Tlrese rcle reducliors were primcrily due tc
0[Br:pproved cdiL:slmenls to deprecic;lion rotes.

On Augusl 3, ?Q\2, Hydi.o One Br<rmpton Nelworks liled cn opplicotion for 20.l3 rcles on the'hcsis of the OtBr 3rd Generotton iRAA

process, requesling new dlstribulion rcrtes eflecliveJonucry 
.1 

, 2013. Hydro One Brompion Netrryorks subsequently omended its rcle cpplicctir:n
ond on December 6, ?012, lhe OtB cpproved the omended opplicotion. Jhe rote lmpcrct on ihe distribution component ossocioted with <:

iypicol resideniiol cuslomer wos on increose of opproximoieiy A3%, or less thon 0. l% on lhe customers totcl bill.

llydra One Rernole Commsnifies
On October 15, 20,l0, Hydro One Remole Communilies liled an cpplicclion lor 201 I distribution rotes on the l:asis ol the OEB's
3rd Generr:tion IRAA. The cpplicclion soughl opprovol for on increose of r:pproximotely A.4%to busic rotes for the diskibution cnd
generolion ol electrir:i! ef lective A4cy 1 , 201 L On AAorch 28 , 2U l , the OtB opproved the r:pplicr:tiorr The cveroll irnpccl of rhe

new rofes cn cn overoge {i.e. consuming 800 kwh per monlh) residenli<ri cuslomeri tolol bill wos r-noreinol.
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On November 25, 201 1, Hydro One Remole Communities filed its opplicolion lor 2012 Cistibuiicn rries on the bosis of the OEBs
3rd Generotion 1RAA On AAorch 22, 2012, the OIB issued i1s Cec]sion r:pproving o role lncrer:se ol 1.08% elfective AAoy 1, 2012,
representing on increose ol cbout $l on cn crveroge residentiol customer! monthly bill.

Ccnsislenl with the O[,8! decision cllirming lhe use of US GA P for ro1*seiling purposes by 1-1yCro Ore Nelvorks' trcnsmission r:ni distribution

businesses, we nrode o similor requesl to use US GAAP lor l-lydro Cne Remole (lommunilies. On April 3,2A12, the OtB opproveC the request

lo use l-.lS GAAP cs the bcsis lor role sellinq wilhin Hydrc One Remole Communilies ef fective lonur:ry 1 2012 .

On Seplenber 17,20) 2, l"lydr-o One Renrole Communrlies fileC r ccst-ol-service cpplic.clicn lcr ?Cl3 roies to be efiective lnoy 1, 2013.
ll opproved os flled, lhe eleckicily rcle ol on overoge cuslorner will increcse by 3 57. in 2013. lrr its rote ooplicolion, Hydrc One Remote

Ccmmunilies olso requested opprovol lo eslobiish o Rurcl ond Remole Role Proieclion of $35 million in 2013. lhe OIB l-lenring cnC decision

ore nnticipoled lo occur ir,.: tfre firsi cuorier ol 2013.

Letent lnduslry }evelopmenls
long-Iern fnergy FIon
On November 23 201O the A.4inistry of Energy reieosed Onlorio! lTtP, which sels oul tl.e provirce'r expecled eleclrici\ needs untii 2030
r:nd supports the continued procurement of new, cieoner generclion. The lTi:P oCdresses seven i(ey crrecrs. Cemt.rncl; srpply; ccnservclion;
kcnsmission; aboriginol communilies; ccpilcl investments, cnd eleckicih/ prices. On ltebrucry 17,ZA't l, ihe Prcvince issueC c SupplyAlix
Directive thct reqrired the OPA 10 prepore a )Q:y:cr inleclroleo' Power Syslem Plon IIPSPJ 1o meet lhe ccols serl cul ln the LTtP On Moy 9,
201 l, the OPA onnornced lhol it wos beginning consullolions 1o updole Orlorio's IPSP cnC issued the IPSP P/onning ond Consu//otion
Overvrew documonl. On .lune 17 , 2C1' l , we subn itted cur comments on the lPSl c;s rcquesfed ol rto keholde rs by tne OPA. Stoke holCe r

conrmenls will ftrrrn port cl the eviCcnce wher the OPA submiis thc revised IPSP to the OtB lcr its ieview,.

On t*bruory 28,2A1 l, the OEB rssred o decision crmending l-lydrc One Ne|w-crks'lronsrnission licence in occordonr:e will c Cireclive
lron: lhe AAinisler ol lrrergy to the O[8. The licencee omendnrenl reqrires Hydro One Nehruori<s tr: develop cnC eitfe; seek cpprovcls fcr, or

reccmnendclions kom the OPA. ln o ietler dotecj Ap*l 7, ?011, rhe OPA provided lhe sc<;pe cnd tirinS; to ircrcose short circuil ond/cr
lronslormer coFrocily ol len ol l5 konsforrner slolicns noled in lhe licence lr: occornmodcle smoil'scr:le renewcbe generclion. Six ol these

upgrr:des hove been compleieC onC we cre currenfly cnlicipcling thot one odditioncl stotion upgrade will be plcccd in service ir 20 1 3.
Allernolive solulions hove been ,tlenfified for lhe other three upgrcdes. ln accoidr:nce v.riih the A.4emorcr,,tlum cl Agreemenl be[veen Her

l'Aciesly the (]ueen in Righl ol the Province of Orrlcrio os represented by the Minister cf [rercy {Shcreho]derl crcl oL;r compcny, the Shr:reholder
rnode o declorction, daled Aprll i9, ?01 1, pursur:nt to subsecticn 1OB {3) ol the Business Cr:rporolir:ns Act lantuto)perloining to tlre ccsl
recovery cl lhe expendilures relcled tr: lhe Februnry 28, 201 I iicence condilion cmendmenl. As c resrlt, flre re.:cvefy ol lhe seven slolion
upgrc;Ces wos reslticled. We chcrcecl $ lZ million to operalicn, moinlercnce ond oininistiotior exoenso. ir,2al? ond chorqed $ l9 milllon
fo operotion, mcinlencnce oncj odminisliciion axpense in 201 l, ir respeci of these prcjecls.

lnJune 201 l, the OPA recommended lhe scope ond liminq of the projeci lo re'ccrrduclci-twc crrcuits bel.,veen Scrrir: cnd London, our Wesi of
lc,nCon Tronsmission Upcrrode Prolecl, with o required inservice dole ol December ?014. This proiect is needed 1o soiis! government policy
reloting lo lhe incr:rporciion of l0,ZCO AAW of ncn-hyCroeleclric renewoble generclion resources by 20iB. On Noverrber B 2012, rhe OtB
issred o decision cpprcving our Section 92, leuve lo Conskucl, oppiicc.:tion {or this proiect. ln Octcber 2Cl l, rhe OPA recomnrended the

scope ond tirning of lhe Southweslern Onlnrio Reoclive Compensr:lion Priority Pt:jecl, reccmmerding thot we instr:ll o Stolic Vor Compensolor
{SVC} ot our Miiion Switching Stolion 1o increcse the ccpobility ol our Sruce to Alilton Line. An OPA recommendotion regording the ccnslruclicn
ol o new ironsmission line wesl ol the City ol London is nol expected in lhe foresee<rble lulure.

Fronreworl for lrqnsmission Ocveloprnenf PJsns

On August 26, 2010, ihe OtB releosed iis new pclicy entilleC Fromewoi( for lionsnrission Profect Dervelopnren/ fbns. This policy sels cut o
komework for new lrr:nsmission inveslmenl ln Ontorio by inlroducino compelilion lor konsnrisslcn Ceveloprnenl through cr open process. On
A,4orch 29, 201 l, the Minisier ol Energy expressed the Provinces inleresl in lhe OtB ccmrnencing c lrcnsmillcr desiqnotion process for lhe
[r-;sl-WeslJie line. The [os1-!Vesl Tie Project is the lirst ircnsmission nel."vork line exponsion covered under the new corpr:titive crpprccch.
The proposed roule is c 4C0 krn, 230 kV douL;ierclrcuit line beh,,,een ils konslormer slolions oi Wcwr: in the eosi cnd lckeheod ir the r,vos1.
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The torgei in-service dote, sel by fie OPA in ils report issued.June 30, 20,l l, is 20,17. The losl-Wesl Tie lP, on equc]iy.shored po*nership

ol three entities including our cornpony, obtcined c lronsmission licence on r\,lcy 31 2012, ond is particiS:cling in the Eosl-West Tie Proiect

bid process.

The O[3 cdopted o hvo-phosr: process for the [ost'Wesl Tie proceeding. On.]uly 1?- ?01? ihe OEB issued its Phcse I tjecisior ond order,

ihus concluding Pho,s* I of lhe proceeding by flrcliz:ng vorious filing requiremonls und process issues rrx1 directing regislered lrcnsm;llers

i<r lile their opplicoti<;ns for designotion byJonuory 4,20-13.1he proceeding is now in Phose 2 crnd lie CEB received six cpplicotions for

designotion kom the rearsiered konsrritte.s in the proceeCing, incluCing cne fronr lhe [ostWesl Tie LP The iinreline lor Phose 2, wh;ch wi]l toke

fhe lorm ol c rvrilten hecring, hr:s nol yel been set.

Rerewed Regulotory framework
Cn December 17, 2Q10, the OIB ]nilicried o coordinoled consLillolicn p:ccess fcr the developrnenl oi c rcnewed reguiotory fromework lor

eieclricil.ydislribuforscndlrcnsmillers.OnOctober lB,20,12,theOtBissuedilsrepcrlARerrewedReguln/oryFromewor&{orEleclticinT

cvoiloble lo provide choices suilcbie lcr dislributors hoving vorying ccpi!ol requirenenls: o 4lh Generction IRAA, which builds on ilre current

3rd Generclio:r rodel by oCding one yecr fc the IRAA perir:C; o Crsiom lR,\1, w[lch irvclves rnle setling boseC on c live-yeor iorecosl ol t:
Cislribulors revenue requirernenl ond scles volume. oncl on Annuol lncenlive Rcte-setling; lnCex melhcd, which invr:lves r:nnucl cdiustment of

rates by o simple ofice cap irdex lorrulcr. The reporl olso providecJ informolion on perfcrmonce rneo.slremenl, cc;nliruous improvemenl ond

implen:entclion ol lhe new lromework.

lour workine grorps were cstoblishcd 1c prcvide experl assislonce 1o review <rnd ccivise the OIB's slolf cn proposcls regcrding cerloin

Benchmorking, ond Rote ACiustmerl lnCires, crd Smori Grid. l-lycJro One Nelworks il repre:enleC cn cll lour grc!ps. Wcri(inS group meelings

begon in Ncvember 2012 cnC cre scheduleC thrclgh F*brucry 2013. Con.sulrr:tr:ns will conchde wilh tne issuonce of llling r*quiremenis ond

guiConce, coCe cne ndments, cnd,/or supplemertol Bocrd pclicies in supporl oi lhe new lrcrneworh. The OtB is expecling lhct policies will be:

iorgely implemcnled in lime lor the 20 ll rote yeor. \A/e r..:re curenlly c.:ssessirg tlre rote-selting rrelhocis ovciloble.

OE6 lronsmisslon ond Oistribufion Sysfern Codes
1-lnCer lhe Tronsmission Syslem Code, lhe lronsmlller covers lhe initicl por:iing of the cosls ol encbler lines, wilh generolors poying iheir pro-rolc

shore when reody to connecl, bosed on gene.xlor ccpccily.

Under the )lslribulion System Code {DSC), there cre three closses ol Cislribulion cssel$ osscci.;fed w,ltlr ihe ccnnection ol renewoble er:ergy

generolion: conreclron cssels, exponslon ossels, onci renewoble enobling improvenenls. Gererrtors lhoi connecl directly lo o diskibulor's

syslem pay Jhe ccsis of conreclion ossels, while dislribulors lL,,rd. cll expor:ion ccsls idertifleC in c plon; other gereiolor-requesled expcnsion

costs up lc o ccp cl $9O,O00IMW per prolecl {generolor poys the resll, cnd r:ll rerewcble enchlinc irprovemenls.

ln 20'1 l, the OL B grrnled us r:n exernplion lrom mondolory DSC timeiines lcr lhe ccnneclion ol micrr:-erbedderJ generr:ticn focilities.

The OtB decisicn increosed the timeline lor processinq indirecl conneclions lhcl reqr:ire c sile cssessnrenl cnC cppro'red r:mendmenls lo

the conditions lhol musl be rnet belore we ore required to connecl nicroenrbeddeC gencrclion fucilities to clr Cistribulion syslen. On

August 3, 201?, llydro C)ne Nelworks opplied lo the OEB for on exJension of the exemplior cnd on November B, ?0 12, lhe OEE

gronled the exltlnsion lor c period enCing August 3, 20,13, or six monlhs ofier the conclusion ol ils ccnsulfotion on micrc-embe<.jded

generotion issues, whichever is sorlier.

0nforio Cleun fnergy Eenelrt
lflecliveJonuory l, 20.l l, lhe Prc,vince inkoduced the Ontorrr: Cleon Fnergy Eenr:firAcl 20 10, which is deslgned tc cssist Ontorio eleckiciiy

consumers through the konsilion to o cleoner eleclricily syslern. Under this Acl, el;gibie residentiol, iorm cnd smoll busrncs.s cons;ners receive

u l0% benelit with respeci io lhe lolcl cosl cl eleclricily on their bills, includine lcrx, for o flve"yeor period Tlris benelii is opplled io cusiomers'

eleclricily cosls for eoch billlng pe riod. Ei[e ctive Septernber 1 , 2012 , thn I C% reboJe is oppiied only 1c the iirst 3, COC kwh of electricity

consumed per monii.
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fevenoe Decoupling for Disfribuhrs
in 20.10, lhe OtB inilioleC o ccnsulhiion process lo excmine the revenue odiustment ond cost recovery mechonisms ovoilable io electriclty

ond ncrlurol gos distribllors io oddress revenle erosk:n resulling lrom unforecosted chcnges in volune of energy sold. These mechoni-:ms ore

commonly relerred lo crs "revenue decoupiing" rnechonisms os eoch involves scrne meons of clisconnecling lhs link beb'reon the voiume of
energy cc,nsumed by cuslomers ond the recovery by energy Cislr-ibutors of their opproved revenue requiiement.

On November 26,2012, the OEB inilioled o proiect to complele lhe wcrk begun on revenr.le decoupli:-rg krr eleciriciiy ond noh:rol gos
diskibulors. Ihe OEB will coordinote ils ccnsiderr:licn ol revenue decoupling; with lhe new roie; soltinq policres proposed in the renewed

regulotory freimeworlt for eleclriciiy. The OEB will exomine how besl lo oCCress chonges in demond, inclrdin.cl potontiol declines in overcge
use. This ccnsultalion will review the opiions for pctenticl revenue decoupl;ng in oddition io the exrslinq lcst revenue decoupl;ng mechcnisnr

{i.e.theLost RevenueACir:stment Mechonismor|RAAA} TheCLBexpeclslorelei:secdroitpoiicyineorly20i3 TheOtBwill soiicit

stoleholder coixrenls in wriling before linolizing the policy.

Oisfri&,ufion Secfor Consolidoiion
On April ']3, 20,l2, the Province cnnounced il wos lcunching o cornprehensive review ol Onlario's electriciV seclor lo explore oplions tc

Seclor Review Pcnel {PonelJ. On December 13, 20.12, the Panel releoserJ ils reporl, Rernewing Onloiio! F-iectricity Disirrbutton Sector: Purinq
lhe Consumer [irst, wilh recommendolions lor eleclricily seclor conso]idction. This repcrl recornmentjs ihoi the 73 lDCs comprisine the locus ol
the reporl be ccrsolidcted into eighl to l2 lcrqer regioncl electricily distributors wlihin o \^/c,yecr limefrcme Speciftcolly, it recommends there

be Nvc regionol diskii:utors ln norlhern Ontorio cnd bei'nreen six ond ien regionol ilslrihutors in soulhern Oniorio wilh c minirnu., ol 400,000
customers ecch. Given orr cornpcny's posilion os lhe lcrgesl LDC, lhe reporl recommenCs ihol llydro One NeMoiks he given r-;nombiqL;ous

direclion tc leod ond engrlae in lhe discussicr ol the merger of dislribution csseis lvil|r lhc cpprc:pricrle irrterested ulililies on o corrrrrercioi bcsis
Ai presenl, lhe Province is reviewing the reporl oncl ossessing the reccmmorcloiions

fll ond mrcroFll
On October I , 200S, the OPA iounched it: leed in Tcrifl {FlT] Progronr which is desiqreC tc proci.Jre energy lrom o wide rcrrge of ren*wcble
energy sources, including winC, solor, pholovoltcic. bio-energy c;nd lvclerpcwer up to 50 MW.

On A4orch 22,2A12, lhe Provrnce onnounceC the resuhs o{ ils h"eyecr llT Progro:,'r Review, inclucJing reccmme,-ded chr:nces ic rellecl inpul
received lrom stckeholders. The OPA implenrenled these recommendclicrs cnd re-lounr:hed its micrcFlT progrcm on.luly I2 2A1?. Tlre revised
prcgrom eflccu!cges grooter communily nnd oboriginoi poriicipolion ond lhe i:roleclion of cqrcullurol londs. ln ALrgusl ?012, th* OPA b--qon
lorelecrseopprcvolscllowingmicroFlTpioiectstoproceed.OnDecember 14,2012,theOPAcnnouncedlhot i1 wili owr:rdup1o2C0r\4W
ol Smcll FIT cpplicclicns, received beMeen Decernber l4- 2012 ond.lonucry 18, 20,13, lcr renewr:ble erergy qroiects wilh o propcsed
ccpociV belween ten crd 500 kilowctts. The OPA is nol occepling lorgr FIT opplicolions oi this time. The liming lc. I'c l.r-ge f ,I pru,c. r

cpplicclicn winClw will be communicoled orce detcils c'e linnlized.

Conseryofion ond OernEnd *{onogernenl fCOi{
The OPA ccnlinues 1o be responsible {or coordincling the delivery ond lunC;ng cf Ontcrio's CDAA progrr:rs. Our CDAA prcurcms lunded
ihrough the OPA in 20 l2 cmounted to opproximolely $25 millicn, compcred to $15 million in 201 l. These progronrs included: the Pecksover
Progrom; the low lncome Home Assislonce Program; Applionce Reliremenl ond [xchcnge [venls; ond the Process uncl Syslem Upgrcrde
lncentive Progrcm.

The Onteiric fnergy EocrrdAct, lQqB, cs omended L:y $e GtA, proviCes direction fo the OtB to toke steps tc estcblish CDA.4 torgets fo be
mel by LDCs and olher iicencees. A province'wide CDM lorget fcr Ontorio's LDCs wos sei in 20.10. The turo key CDA4 targets lor lDCs cver
lhe lour'yecr period beginningJcnucry l, 201 I were lo colleclively reduce 1,330 A W of provinciol summer peok dernond cnd to provide
6,000 GWh ol cumulclive eneroy sovings. 

'lhe OtB lssLred its CDM Code lor fleckicity Distributors {CDM Code} on Seprember I 6, 20 I 0
cnC on November 12, 2C'10, il issued finol CDM lorgels lo eoch LDC. Cur ccmpony wos crllocoled o 259 A,4W reduclion of provincicl
pecL demcrnd ond o I ,320 GWh reduclion of eleckicity ccrsumption, representing, respectively, 19.5% cnd ??.A% ol the totol torqei
scrvings estobiishecj for oll lDCs. The CDAA Code clso sel oui ihe condilion.s cnd nrles thr:t l.DCs r:re requirerl io lollow il they chcose tc usc
O[B.:pproved CDM prcgrcrns to meet lheir CDM torgets.



On April 26, 20'12, the OIB lssued its CDAI guidelines for oll eleckicity distribulors. One key choncle is lhol snvings ossocioted with TOU

pricing cre eligible to be counted lowords lhe CDA,A torgets. Sovings will be evoluoted by the OPA for lhe enlire province ond then ollcccted

1o eoch distributor. The other key chcnge is the estoblishment ol the l.RAAl vorionce occount, which ccplures the voricnce betrrveen the level ol
CDM included in o dislribul,:ri loocl fcrecost cnd the verif i<rble resulis of impccls of CDM rclivities underlnken L,eNveen 20 I I ond 20 l 4 for

bolh OPA'conlrccleC ond OEB'opproveC CDA.A progrcrms,

On Seplember 28, 20 l2 ond September 30, 2012, in occordonce with the CDAA Code, Hydro Cne Bronrpton Nelrvorks ond Hydro One
Nennrorks, respecilvely, lileri lheir 20 1 I Annur:l CDA4 Reports with rhe OEB. Crr combineC resL:hs lor 20 1 I were 4C ,\ W irr peck demond

sovings,repr*senling 15.6%of ourlcreel,onC9QOWhcf cnnuol enerctyscvings.Theseenergyscvingswill produce 3SBGWhtowordsour
lorgei, represenltp2Q.4% of curcumuic.:live lar!]el. We cnlicipole rneofincl orr 20.i 4 c.rmul<rtive demortl cncl energy s<rvines torqels.

On December 21 2A12, the,\4inister cl Lnergy issued a direclive 1o the OPA lc cxtend lu,rding br ils CDM pfogr.rns lcr one odditioncl yeor,

lo December 3l , 20-l5. lhis exlension cims 1o provide cdded stobility, suppori lhe mcmenlln ol ;:rovincewide prcgroms cnd ensure lhol
projecis wilh longer ccmplelicr linres con conlinue 1o pcrlicipole in key conservclion initrciives This exlensicn will clso provide cn opporlunlly
for the OPA und LDCs lo ccllcborctively work to strengthen ihe curreri frcrnc*,orL ond deliver innovolive programs ihol support Onloric lcmilies

onC businesses. The CPA lvill be recching oul lo dislribulors 1o lurlher sclicit inslght cnC ndvice on lhe implenentction cl tlris extension.

Advonced 0l'sfnbufion Syslem
The Fnergy Conservr:lion Re.sponsrbility Act, 2A06lurlher brcodened lhe obieclives ol CD&4 by proviClng the lrcmework lor lhe instcllcticn

cf srnort melets ln crll homes cnd smcil businesses in Onlorio. h2A07, the Province cppoinled lhe IESO o.s the inlerrnr smct'l meler enlity thol

Ior ihe cleplcymenl oi sme;rl rneler infroslruclure ond reloted comnruniccrlions technolcoy to meel mirirnurn regllolory reqriremenls, os well o:
ihe impiemenlation ol TOIJ rcies.

ln 201 l, we ccrried oul c number cf sludrcs on crdvonced disiribution lechnolocies cnci irriliolecl the Smorl Zone Pilol Proiecl in lho Owen
Sound crec. T|le Srncrrt Zone Pilot consisls ol testing onC dernonslroling power syslo$ eqrip:rer], iT syslcms ond com;^nunicolicn syslems lhol
wiil be required tc help lociiitote the conneclion ol c lcrge nrmber ol Distributed ()ererotior {D(}) ccrrections to orr diskibution syslenr.

ln 2Q1?, we successfully conpleted the Cepioynrent ol the Distribution AAcncgerrent Systen {DA.AS] ',vithin the Ower Sound oilot orec. Thii
inleqroles lhe NeNvork A,lonogemenl Syslem, the Oulcge Rosponse Monccienent System ord lleld ri*vices l-rrther releoses ol the ADS will
look ot oplimizinq oulage response lhrough mcre eflective dispotch. outomclioe lo isolote fcults whcre necded cnd the dyncmic regr:lction of
voltcge lo reduce losses. All r--leoses levercge c core infroslructur-e ood build on eoch olher, clnd cs ;:ilc;l elernenls ore proven, business cc;ses

will be developeC fcr the prcvinciol ro11 out which w;ll ultimotely cornprise the ADS.
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Irsnsmilsisn
Tronsmission revenues primorily consisl of our ironsmisslon lorifl, which is bosed on the monlhly penk electricily demond ocross our high-

lhe moxirnum expecled demcnd. Demcnd is prinrorily inlluenced by weolher ond economic condilions. Tronsmission revenues olsc include

exporl revenues ossocloled with ircnsmllling excess generotion lo surror..;nCing rnorkefs ond crncillory revenues wh;ch ore r-rrcslly cfiribuloble t<>

rnoinlenclnce services provideC primcrily lo generolors ond secondcry lse ol our iond riehts

Our konsmissiorr revenues wero higher by $93 m;llion, or Z%, corrpcred io 201 l. On December 23, 2010, the OtB rendered its decision

on our 20.1 1 cnd 2Cl2 lronsmission rote opplicclion. On December 2A,2A1 l, the OEB opproved new lrcnsmissron iorifl rclel, efl--clive

Jcnuory 1,2Q12, which rellected higher in-service ossels cnd lhe use of r-lS GAAP os our bosis lcr rcrie setting. lhe decisions resrlted in higher

lronsmission ravenues of $,106 milion lor lhe yeor ended Dec*-rnber 3.l, 20,12, ond the overcge peci< d*rcnrr lar 2Q12 resul;eC ir, o slighi

increcse ol $3 nrillicn, corpcred lo the prior yeor.

Increcses were portially oflset by o $9 mlllion reduction ir revenue foilowing the cornpletion ol recovery ol r: ironsrnission regulclory occourt
elfeclive December 31, 2Cl l, o $5 m;llion reduclion in lrcnsnrission'reloleC exlemcl reven!es orrd o $l million reCucficn cssocicted wilh olher

O[B'opprcved regrlctory cccounts.

Disfribulion
Our cr:nsolidoled Distritruticn Business consisis ol lhe sepcrrcte distrlbuiir:n businesses ol our slbsrdicries Hydro One Nel.arorks, llydro C::e
Brompton NeNvcrks, ond Hydro One Remole Communilies. Distributlon revenues incll,de our distihution lorilf ond omounts io recover the cost

of prrchcsed power usecl by lhe cuslomers ci orr consoliCr:fed Distrlbution Business. Acco:Cir,oly, our dlsiribulion revenues cre inliuencei Lry the

omcunl cf eleclricity we distribule, lhe cosl ol purchcsed power ond olr dislribution tcrifl rotes. Distribuiion revenues olso ircluCe minor oncrlicry
cjislril:ulicn services revenues, such os lees reloted lo lhe ioinl use ol our Cistribut]on poles by ihe telecommurricctions cnd ccble tek:vision

inCuslrles cs well os miscelloneous cLcrges, such crs lhose lor lol-- poyments.

Our 20,l 2 ciislrlbuticn revenues were higher by $ 165 million, or 4%, ccrnpnred to 2Ol L The increcse wos primcrrily duc to the recovery ol
higher purchcseC power ccsls ol $,146 mrliion, os described beicw lrder "PurchoseC Power." Cur Cistrlbution revenues were ols<; hiclrer by

$ l8 miiliorr due to cLrr piccement ol new ADS onC smcri metet inveslmenls in s';rvice . Given lhol llrese inveslrnenls relol*- lo new technclr:g:es

they r:re currenlly recovered through seporote role mechcnrsms.

Dislrlbution revenLres lor lhe yeor re{lect cdciitioncrl exlerncl reveflues of $/ nrillion, cn increcse irr llyCro Cne Rerncie Ccmmunrlres'revenues of

$? nrilllon <,,ni o $ I million increcse r:ssccroled with OEBrpproved reguk:1cry occcunls. These irrcreclses were pcrliclly ciiset by c $7 rr.lil ion

reduclion cjue lo k:wer enerqy consLrmpiron, resulling primorily lrom lhe milCer winter we experierced h 2a12 con':pored io 20 I l, ond bv c
decrecse ol $? nrlllion in l-1ydro One Brompion NeMorks'distrlbullcn torill revenlcs.

Surchqsed Fqwer
Purchcsed power cosis cte incurred by our Distribulion Business onC represenl the cosl ol eleclrcily ielivered lo cuslomors within cur distributlor
service lerriloties. These cosls comprise the whoiesole cornrnocllry cosl ol energy, the ltSOs whclesole mciket service chcrg--s, ond frcnsmission

chorges levied by the ltSO. The commodity ccsl of erergy lor certoin lowvolume onC designcled customers is bosed on tlre OEI]'s RPP which
cr:nsists ol o lwotiered pricrng skuclure with threshold omounls ond o seporole pricing skucture for RPP customers or TOU b:llrng, bcih ol which
ore cdiusted lwice cnnuolly. We begcn kr:nsitioning our RPP cuslomers to FOU biiling in Moy 2010, ond cr k:rge mo]ority ol our RPP customers

ote now on TOU billing. Customers who cre not eligiblo for lhe RPP poy the morket price lor eleckicily, cdjusted for ihe difference beMreen
mr:rkel prices crnd the prices poid to generolors under the Eleclricr! Reskucturing ltct, 2AC4.

A{ANAGEMIN] '5 DISC].-]SS]ON AND ANAIYS]S
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A,{ANACTMINT'5 DISCTJSSiON AND ANA|YSIS

A summory of the RPP lor the reporiing ond comporotive perioCs is provided below

Rpp Iier threshold {kWhlmonth} lier Rotes (cenx/kWhl

Effeclive Dole [esidenticl Nor-Residentiol Flrrt Tier $eeond Tier

November 
.],2010

A,Aoy 1, 201 1

November 1,201 1

l,Xr:y 1, 2012
November I 201?

1,000
600

r,000
600

r 000

750
754
754
754
754

$4
68
7.1

75
7.4

74
79
B3
BB
B7

Rpp Tou Rotm {centslkWh}
Sfbclive Dote On Feok lviid PeEk Off Peok

November l,20lC
A,4ay 1, 201 1

Novernber l, ?Cl I

Adcy i, ?01?

9S
14.7
]0I
117
It8

8t
8s
92

r00
99

5l
5S
62
65
63I\OV(-rtTt!?I 2412

Purcl-,csed power costs rncreoseC by $ 146 million, or 6%, ta $? ,771' millicn lor the yec,r, compored to ?0'1 1 . The increcse in our purchcseC

powor ccsls wos pr-imcrily due to on increose of $ I I B nrillion resulting lrom lhe impcrcl cf chcnges in lhe OlBs RPP rctes for resicleniicl cnd

clher e iqibie cuslcmers, o $33 rrillion ircrecrse resuliing lrom the OEB konsnrission role decision ellecliveJonucry 1 2C12 thol c;ffecteC the

ii'onsmission chr.;rges levied by lhc IESO, ond c $Z million increose relaled to hig;her electlicily demond. The eliect ol these increoses wos

oorliclly cllsct by cn $l I nrillion reduclicn comporeC to 201 I in rn,hoiesole ncri<.ct service chcrges levied by ltre llSO, which irclude certoln

ccsls lor operoirng lhe lronsmission grid, r:nd o $ I milllon decreose resulting lrcm lower purchosed po\.\,'er cosls lor cuslomers wiro ore ncl

elig;bie ior the RPP.

Operalion, lblsintenence snd Adminislrution
Our cpr,:rclior, moinlencrnce clrrC cdninistrclion cosls consisl ol lcbci,r, mcterrcl, equipmenl ond purchoseC services whic! support th*-

operclior c:rC mcir:lenr:nce ol the lronsmission ond Cistribulir:n syslerns. Also inclurJed in llrese cosls o.e property loxes ond paymenls in lieu

lherecf reioted lo cerlcin of orr honsrnission cnd distribulion fucilities.

Operolior, rnoinlencnce ond cdniniskolicn cosis for eoch of our three blsiners seemenls were cs lcllows

%rcr erdeo' Decernber 3 I l,'rrillicns ol rro/lorsl 20t 2 201 I $ Chcnge % Chcnge

Tionsrnission

Dlslribulion

Other

402
608
6l

4?2
609
6l

{201

ill
{5i

I .O7I ag2 i2') {2)

OL;r compony conlinues lo focus on moncrging iis costs, resulting in o decreose in lclol operclion, moinlenonce ond odminislrclion
expendilrres :n2A12, compored io 201 l, while ccnlinuing io substontiolly compleie the plonned work progroms for both cur trr:nsmission

crrrd diskibuiion businesses.

Irsnsmission
Operolion, moinlencnce ond odminiskotion expendilures lncurred lo susloin our high-voltoge trcnsmission siolions, lines ond righls-of woy
Cecreosed by $20 million, cr 5%, in 20'l 2 compored to loslyeor. Within our work proqrems, we conlinued 10 invesl in the sofe ond relioble

operolicn of our tronsmission syslem lhol spcns Ontcrio. Our work progrom requirements were lower by $33 miilion cornporeC io lcsl yeor

mcrinly Cue lo: lower demcnd for slclion-reloled correclive moinlei-rcnce , pcrriiculorly for power equiprnent; lower demond lor unCergrornd

coble corectivo mcinlenonce; r:nd reduced oulclronsformer remedlolion wcrk. We olso incurred lower expenCilures comJ:cred to k:sl yeor

reloleci to lhe C)PA's reconrnendction to increose shorl circuil cnd,/or tronsformer copocily cl cl number of our lronsmission slolions to enoble
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MANA6EI"IIN'i'S DISCL]55ION AND ANAI.Y.C,LS

lhe connection ol smcll renerroble proiects, for which recovery is reslricted {see "Reguk:tion * long-Term lnergy Pir:n"]. A4ost of this work has

now been compleled. Expendilures in support of our lrcnsmission syslem increosed by $13 mlilion, compored to 20,1 l, due lo <r redireclion of

resources lrom our Distribution Business, portiolly offset by monogemenl cost reduction iniliclives.

Oistrbution
Operr:tion, mointenonce nnd oCministrotiorr expendilures recluired 1o rnointoin our low-voltoge dislribution syslem decreosed slighfly by

$ I mlllion compored lo lcrsl yecr. f)ur wcrk progrom expendilures Cecreosed by $5 milli,:n m<linly due to decreosed power restorolion

expenCilures resulting lrom overoll lc,wer slorm cclivily ir Onlcrio in 20,12 cornpcred to 20 I L Reduclions olso resulted lrom lower lines

moinienonce requiremenls, pcrliclly olisel hy rncreosed requirernerrls wilhir our loreslry progrom resulting kom higher kee densiiies experienced
lhis yeor. Our expendilures in supporl ol our dislribulion system increosed by $4 millicn nrcinly due to spending in support of ihe Customer
lnlormclion Syslem (ClS) phose ol our enlily'wide inlormoticn system replocemerrl ond improvenenl prciect. The irnpocl of lhis increose wcs
por1iolly oflset by cosl reCuclicn lrilic;trves crd o reclireclion ol resources in support oi our Tronsmission Business.

[epreciation slrd Amortizstion
Depreciolicn ond omorlizolion exponso increcseC i:y $,13 million, or 7%, in 20 1 2, cornpr:red to 2C l L This ircreose w,cs orributoble to hishe r

deprecicticn expense oi $40 millio:r, when ccmpcred b 20.l l, prlnorrly relcleC to olr plccere:rt cf new cssels in service consi.slent with our

ongoing copiicrl work proqrom. Slicitiy highor crssel removol cosl: ol $3 rnilliorr ccntrbulecj the remcinder ol the vorionce lrom the prioryecr.

Finanting Chcrges

lr: on incrcosed cvercge level cl ciebt cni pcrlicrlly ollset by r: lower overcqe elfeclive inlere-ql ru1e .

Provirion for Poyments in Lieu o{ Corporote lncoms Taxes {PlLs}
The provisicn fcr l'lls dec,r:osoC by $?9 millicn, c: lQ%, io $l2l million :rZa';2, ccrrpcr*d 1c 2Ul l. Tlris decreose 6:rinrorily resulted

kom o reduclron ir tl:e shtllcry lox rote from 28 25% lc ?-b.5()%, chonges in ret ternporory diller-ences, cnd cn increose in reseorch cnd
clevelopmenl lr:x credrls relcieC lc orr ADS prcject. This reducfior w<rs pcrliolly clls*t by the im6:ocl nl h;gher levels cf pre-tcx ircorne
conrpcred to ?01 L

Net lncome
Nel inconreof $7a5r,rl icnwoshlglrcri:ry$l04millicr,cr l5%,tircnourcompcroble2Cllresuils l{igherrevenuesrelleciihereccverycl
pricr yecr invesimenls which,:re ncw ln servico ond which will irnprove lhe provinces eiectricily syslen. Our nel inccrne wcs crlso posilively
impocleC by loner op-'rolicn, mornlencnce ord crdrnrnislrotion experrdilures resullirg lrcn: costeliectively nroncging the work progrcnr wilhin
our Tronsmission Busirc.rs crC by lower Plls iesulting froir o lcwer ccmbinecl lederci cnd provinciol slchlcry ircorne lox rcrle compcrred lo
?C I I . ln oddition, our 2C I 2 rel ;ncome relhcls lrgher oe preciotion expe nse rese hirg lrcm cur piocerneni of new cssels ir service , consislenl
with our increcsecl c:piiol wor< proqrom, cnil incrccsed irc"ci:g chr:rqes rellectinq clr higher cvercgc level oi <jebt.

QUAITTRIY RE$ULTs OF OPERAIIONS
the following lcbie sels fcrti unoudited quorleriy informrlion ior ecch of tle eicht quorleri, lronr lhe quorter ended Morch 3,1, 201.l through
Decembtlr 3,l, 2012. Jlls infr:rmclion hos beer derived lrom our ,rnoudited interm Corsolidoled Firrcrnciol Slctemenls ond cur cudiled r:nnLrol

Consolidoled Fincrcrrl Slolenrenls whir:h incl,:Ce cil cC]lstmenls, consisting oniy ol normr:1 recirrrine or.l]uslmenis, necessory for foir presenlclicn

pericC cnd should nol be relled upon tc predicl cur futlre perlorrncnce.

lmillinns rlallnr s)of 20t 2 ?01 I

Guorter endoC Dec. 31 Sept. 30 Jun. 30 lt{or. 3l Dec.3l Sepr 30 .lun.30 Mcr.3l
Toloi revenue

Nel incorne

Nel incorne tc

cornmon shoreholCer

I,435
165

1,.t166

20r
r,359

t69
!,468

2I0

206

1,359
124

1,384
167

I ,268
14?

1,460
2l?

160 I?7 164 il5 r63 137 208

'*crlC tend lc he highc' rn thr: irsr ord lhlri qucrters rhcn in rhe second crd lourth quortcr.:

?6 r.lyfrc c\r A\\IAL (i.PoRr ?or?



MAN/rCilMi\T'S DISCUSSION AND ANAtYSiS

TIQUIDITY AND (APITAI N:sOUNC:S
Our primory sources ol liquiCity cnd copilcrl resources ore funCs genercrled Irr:m our operollons, debt cclpitol morkel borowings nnci bank

finoncing. Ihese resources wlll be used tr: sotishT our copilcl resclrrce requiremenls, whrch contirue to include our copilol expenCitures, servicing

cnd repcyn:enl ol our debt, ond diviCerds.

Summory of Sources snd Uses a* f,Esh

Year endetlDecember 31 lmillions o{ dollors} 20r 2 ?01 I

0peroting ,e liYities

Financing octivities

long term debt issued

lof o lPlm alEl rel raal

Div;ends p(]1id

lnvesling oclivities

Ccpilol expen<Jilures

S*er finoncing and inverting octivities

t,285

i,0s5
{600}

{3r0}

tr.454l
2I

1 ,AO7

700

{5001

{t68)

\1 A47j

b4
Net chonge in cosh ond cosh equivolents {33} 56

(}peroting Aetivilies
Nel cosh frcr cpercling oclivilies decreosed by $l?? rnillicn to $.1,285 million ir 2C1?, cornpored to 20,1 

'l 
. The decreose wos priniorily

due lo clrcnges in occrued llobilities relcled lo cristomcr piepcy.nerls. ord o rcduclion ln lcxes poyobl*-, resullirg lrom o lox ooymenl mode

ir the lirsi qrorler cf 20 12 relcted lo ,he 20 I I ioxotion yccr, .rs rvell os the ,lminq of ;cx insicllrnerl pcymenls tn 2C't2, compcrred lc 201 I

The Cercrecse wos portly ollset hy higher 20 12 not rnccme, cornpcieC tc ?Cl l.

Finuncing Activities

$1,000 million in shcrl-term nr:tes wlth o lerm lo moturi! ol less Jhcn 365 ooys, cur revolvinq creCit focliitrT, cnd through our holdlng cl Prcvirrce

ol Ontorlc Flocling Rcle Noles.

{)rr Commercrol Poper Prcgrr:m is supported by o bkri cl $ I ,50{l millitlr ln ilqridlty lccil;ties ccnprised ol oLr $ I ,250 million commiile<j

leveis ol lunCs lrc, o;:orclicns slollC be sufficienl io lund our norr;oi ollrorin! req!iremenis.

At Deccnber 3l , 20.12, we hod $8,460 million in long terr debl ortslorr,r:rq, inciuding lire curenl pcrlion. Our roles and debenlures nnlrre
behveen 20 13 cnd 2062. Long-term finoncing is nrovideC by cr.lr occr:ss tc lhe clebl ncrkels, prlrnr:rily thrcugh our AAedium-Term Nore {llTN)

20'1 2, $ I ,5 I 5 million ren:oined cvr:iloi:ls until Sepbmber 20 I 3

Roting

*otino Aoenev 5hort-term Debt Lonq-lerm Sebt
DBRS Limited

MooCy's lnveslors Service Inc.r

Stnndord & Poors lS&P)2

R'1 {midCle)

Prime-l

A,l

A {high)

AI
A+

I On April 2l ,2C12, Alcodyi lnvestors Service lnc. rjowrgroccd crr ser,i.r u.s3c!r..l rorin,; to Al lron Ar3.
2 On April 25,2A12,5&P revised their cuiook on crr rorrpcryro fl.l;oliv. lrr:n srcblc.
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We hove lhe cuslomory covenonls normolly ossocioted with k:ng-lerm del:|. Among cther lhings, our long-lerrn debl ccvenonts limit our

pernrissible debt os c perconioge of our totcl copilolizolion, limil our obility to sell r:sseis, ond impose c negcfive pledge provision, sublecl lo

cuslomory exceplions. The credil ogreemenls relcled lo our credil locilities hove no molerici r;dverse chonge ciouses lhol could trigger defoult.

However, the credit ogreoments require lhol we provitle nolice lo the lenders ol cny moleri<.ri odverse chonge within lhree business doys of the

occurrence. The ogreemenls clso provide limilotions thot debt ccnnct exceed 75% ol total caDitciizolion cnC thot third-porty debt issued l,y

or.;r subsidiaries connol exceed l0% ol the toicl [:ook volue of our ossels. We were in complicrnce with oll lhese covencnls cnd ]inritctions ot

Decenrber 31 2A12.

h2A12, we successfuily issued $,l,085 million in cost-elfeciive long-lerm debt under our,\{TN Proqrom, corrsisting ol $300 million issrecJ

in ihe first quorter, $425 millicn issucd in the second quorler, $310 million issueC in llre thid qrLcrier, cnd $50 mrllion issued in the lourlh

quorler of 20.12. ln lhe th'rC quorler of 20.I2, we cisc colled ord reCeemed $600 million ol our long'terrn debt, prior to ils moluri! dcte ol
NovemL:er 15 2A'12.

ln 20,l l, we issued $/00 million in long-iern: debl under orr A4TN Progrom, cjons;stinq ol $300 millicn issrred in the first qilorier, $300 million

issued ln the third quorler, r;ncl $ 100 mill:on issucd in the loLLrth quorter ol ?0-i l ln 2Cl I , we cisc repoid $-500 m;l ion ir mcturinq ione'term

Ccbl, $250 million in the iirst clrcrter crrl $250 millton in ihe lcurth rlr:r:rtr:r

MANAGEMTNT'S DLSCUSS]CN AN) ANALYS]S

We hod no shori-lerm rroles cuislonCrng os cl Deceml:er 3l , 20.12 or Deceniber 3l , 201 I

ln ?012, ccsh Clvidends oer common shcre weie $3,523, conporecJ to $,l,5C0 per ccnmon sirore in 201 l. Ccsh dividenCs per preferred

shcre were $l 325 in ench of ?0.]2 crcl 20l l

deliv--r cpprocric:te linonciol rellrrrs lc cur sl-'oreholcle,.

lnvesting Acrivities

infrt.:shuclure in lhe pr.;blic irleresl, wos os loilows.

Common dividenCs ore Ceclored of lhe sole Ciscretion of our ilccrcj of Direclors, onC cre recoirrnendeC Lry moncrgement bcsed on reslhs of

inCusiry prociice ond shcreholCer expe.tclicns Common Civ'Ccris perlcinirg 1o crr quorlerly lirorciol resuifs cre generolly declored ond poiC

in the in.lrneCialely lcilcwiict quo11--p.

in 20.l2, we poiC CiviierCs 1o lhe Provirce ir lhe cmour:l of $370 riillrcn. coirsrsiing ol $352 rilion ir .c..rr.rclr divider,ds anC $lB millicn

ir prelerred dividends. in 201 I , we poid ciividenCs in the cmounl ol $ 1 d:B million, ccrsisting ol $ I 50 mililon in commof diviCcrrcls cnd

$ l 8 million in prelerreC dividenCs

Yer:r ended December 3l lrtllic:ns of dctllars) ,0r 2 ?01 I $ Chonge % Chonqe
Trcnsmission

Diskibution

0ther

v76
671

v

8rc
()1.1

I

{34)
43

t2j

14)

7

t22)
1,454 ) ,447 v
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AAANACIr\4[Nl'S DISCUSS]C)N AND ANALYS S

tonsrnission
Tronsmission copital expend ilures Cecreosed by $ 34 million, ar 4%, lcs $276 nrillion in 20 I 2, compcred lo 20 I I . inveslmenls to expond anC

reinforce our kcnsmission syslem were $3 I 3 million, represenling o decrecse cf $ 103 million lrom losl yeor. The moiorily ol our expenditures

were mode on iniercreo netrvork proiecfs lo sLrpport the Province's supply nrix ob]ectives for generclicn, crlthough we conlinue to mn[e

siqniliconl inveslrnenls in lood clslomer conneclior ond loccl orec s,.rppiy prciecfs to address growing loods. lhe 2012 decreose in our

expenditures resuhs fror:r fhe completion of severcl lorge prolects in 201 
.1 

. AAojor intertrec nelwork projecls compleled and put irlc service

in 201 I included ihe inslcllolion of SVCs ol or,;r Ncrnticoke, Dehweiler, Porcupine ond KirklonC Loke lrcnsformer stctions. Alsr: conhibuting to

the redlclion in expendilures were lower expendrlures in 2Ol2 reloled to our Wcodstock Areo Tronsmission Reinlorcement Prolecl io incrense

copocity cnd ensure supply re iiobility in the Wccdslcck crec, ord our Bruce 1o A4ilbr Trcnsmission Reinforcement Prciect connecling relurbished

nuclenr cnd new wind generr:iion sources in lhe l-iuror'Grey'Biuce oreo. These pri:iecls were successlrlly put into service in A.Acrch rnd Moy ol

lhis yeor, respecfively. The impocl ol the reCuctions in expendilures in bcth perods wcs porlir:{ly cllsel by increcses in our expenditures resulling

from lcod cuslcmer conneclion cnd locol oreo supply prclects progressing inio lheir huild phrrses, ond inveslmenls ln cur lronsforrrer stoliors
reloted to ihe ADS Proiect, which supports clecn DG connecteC to our clistributiorr systen coirsistent r.vith tha G[:A.

On.]une lB, 20.l2, our sL"rbsidirry Hydro One Nehvorks enbred intc on ogreenenl with the Ciippewos ol Nowosl lirsl Noticn crd the

Chipoewos ol Scugeen First Nciion, colleclively known cs lhe Sclgeeir O;ibwoy Nolir:n {SON). The cgreenrerl conlemplcies tr new LimileC

Portnership {lPJ to hoid only the lines r:nd relcted lcnd iiqhts ol our Brrce lo l,lilhn Tronsmrssron Reinlorcernenl Prolect. Tl-re corryrng vol:e cl
lhese ossels is expected lo be cpproximr:tely $600 million when lhey ore konslerred lo ttre lP in lote 2013. Ur,iJer lhe lernrs ol cur ogreernenl,

lhe SON will be eligible io purchcse c non'conlrollinq oquiV ir,eiost ir 1ie LP cl Io;r volue. The LP is cnlicipcfed lo become o rcle'requlcled

entily under lhe ]urisdiction ol the OEB. Tronsfer ol our ossets lo lhe lP ond subsequeni scle of crn equily inleiesl lo the SON ore bcth subiect

lc ihe receipt of future regulotory opprovois lrcrr lhe OEB. On December 
,18, 

20 l?, the SCN, Hydro One Ncnvcrks ond Hydro Cre signed

o Lefler Agreemenl in conneclion wilh lhe estclblishnrent cf the lP. The lelier Agrcemenl cddresses, orrrcng oiher things, the terrrs of the

lP Agreemenl to be enlered inlo on closi;rg cnd lhe lerms on which llydro Cre Networi<s wi opercle the lSrrce ic A,4ilbn line on behail
cf the lP The closing is condilionol on cerJcin requiotcrv opprovois or:tJ ti:x rulrr.lqs.

Our locci oroo supply proiecl expendilures include inveslmcnls in cur Swrlci-rycrit Reconslrucliorr Proj--cl ol cL:r Burlinglcn Trcnsformer Slction,

wh;ch will cdCress oging rnfrostruclure l. lncreosc lhe [:oi sLrpoly copacily crd 1o ensur* relicbiilty ol suppiy lo cListomers ir the oreo. The

proiecl successfully went inlo service on December ?, I . 2012. We coniinle lc invesl in our A4iClown Ileclricil.y lnJ:roslruclure Renewol Proiecl

1o repicce cging cable ord overheod lire lccllitres ond lo orcvide cCCillcrcrl supoy ccpobllity lo rn,-e1 lulL;re loud growth in rricitown

Torcnlo cs well cs crecs io lhe west. Worl is prcgressing cl orr l-leorn Swilchrrq S1.:rticn 1c reblild on existing lvilchycrd thct hcs relched
its end-of'lile. This projecl will clso increcse shorl circuii copr:i:i ily lc cccornrnc.:iole lufure conrecl;or cf renewobie qcnerciion in cenlrcrl

ond downtown 
-Toronto

ctewlocdsupplysl<llicn'nlheCiVol Woodstor:klhcl wosporlrcrliycrtirloservice onDecember 
,l9,?0l2.Thisproieclwili 

prcvide
oCdil;cnol lronslorrnolion ond line capociry to cCCress lood qrowth issL,es in the Wcodslock crer:.

[xpendiiureslosusicinoutexislingtrcnsnissionsyslerrwore $392mi]lion tr:2a12, represenlirrgorrlncrr:oseof $57m,liionr:ornporcdicr
20i 1. During the yeur, we mode signiliccnt inveslmenls ir the reiurtrishn:ent crrl rcplccemcrt ol end'of-lile eqlipmcnt, in:luding end-cf-iife oil

konslormer siclion wete successfully;:ul inlo service this yeor. During the yeor, !,,/o clso ex5:erienced on increose in replocem*.nls lor endollile
protecticn onC ccnlrol equipmenl.

Ourolhertronsmissioncopitol expendilureswere$71 rniil;or.l.l?A12, iepresenlint; cnincreoseof $l2rnillioncompcredto20ll
The mojcrily ol lhese incteosed expendilures wero relcleC 1o ieel ocquisitrons ori ir: inlorrction lechnology {lT] investments.

I]Y)TC ONi ANNUAI ]IiPORT 2OI2 29



Oisfrbution
Our diskibution copitr:l expend iiures increoseC by $43 mlllion, or 7%, to $6/ I m;llion in ?0,1 2, compored to 20 I I . Capitci investments

lo expcnd crnd reinforce cur distribulion nelworL were $284 million 1n 2012, represeniing on increcse o[ $ l5 rnii]ion con:porerj to 20,) 1

Vy'e experienced increoses in 2012 reloied lo our conlinued inveslmenls in our ADS Project, o multileor lnlliclive to iCenlil.r,, cieploy, nnolyze
ond ossess equipmeni onC opplicolir:ns lo modernize our Cislribuiion system. The ADS Proiect will proiecl dislribuled generolors lroro pcwer
inlerruplion crrd is onlicipcted lc improve ouloge restorolion, reduce conskuclion cnd ongoing mcinienonco cosls, ond reduce pcwer loss os i1

{lows ccross the eleciricily grid. lncreosed copltol expondilures in 20i2 were clso due lo inveslmenls ,clotcd to our olher dislribulion proiecls

ond upgrodes to solely ond relicbly ccccmrnodole odditionol rcnewob]e energy, cnd to higher volumes ol new cuslcmer ccnnectiors ond
upgrcdes, porliolly oflset by redlced expendilures wilhin our Smort Meler Projecl os it neors completion.

lxpendilures tc suslciir our dislribution syrtem nelwork we:e $245 million in 201?, represenline cn increose cl $5 million cornpr:reC to 20,1 l
The ircrecse in or:r susloinmenl lnogro.n wcs primcnly impccled by increcrsed work cccomplishcd within our lines ond dislribLrtior stcrtion

relurbishmenl prog.oms, os weli os hlgher expenditures reloled lo fhe skcteoic prrchose ol powe r ironslormers ccrnpcrei 1o lhe prior yeor.
These irrpr:cis were pcrliclly oliset hy lower slorn: reslo.olion work given lower sicrm actrvity in ?012 ccr"npcreC io Hto moior siorms in
Oniorio in 201 I

Other disirlbuilon ccrpikrl expendilures were $,l42 miiliorr in 20 12, represe;-rtirrg cn incr*-ose ol $23 millicn, corr.lpored tc 2Ol i. The p6161;1,

cf these expendilures were relcrteC lo the CIS phose ol our enlerprise'wide inlormcticn system replocemenl ond imprcvcrrert proiect. ln nddilicn

PrcCuclivily scvings ore cnlicipoled 1o resL;lt lron ;;erfornonce improvemenls, consoliCcrlion ol syst*-ns, cnd decommlssbning cf ove: c dczer
Iegccy syslems.

MliNAGilil[NT'5 D]SCiISSION AND ANAiYSIS

v.o- ..\,,\ 
^ ( -0,.

Fulure Copirol Expendiiures
Cur ccpitcl experrditurr.s lor 2Cl3 ore budgeteC ct cpprcxi:ncieiy $ I ,600 million.
()rr 2013 copiicrl budgets k:r our lronsmission oncl disiributic;n blsinesses ore crbcul

$ I ,000 nillion ond $60C millton, respectively CcnsoltcloteC coprtol expenCilures

ore expected lc be cpproximctely $ 1 ,250 nrillion in 201 4 r:nd $ I ,650 millton

in 201 5 lhese expe nCifL;re leutls rellect meefing the srslcirme 11 requiremerfs ol
cur ogrng irlrcslruclure. Olr sustcrinn:enl prcg.cr':r is expecleC 1o be r:pproximctely

$800 miliion in 20 
.l3, 

$Q50 mr lion ;n 20l4 crd $l.0OO million irr 20l5 Our
development prolecls irclude the ADS, inter-orec netrvork upcrodes thct rclleci

supoly mix policies, loccl orec supply requir-emer'lts, ond requirornerls io encble DG
Our developmenl expendit!rcs cre expectecl tc be opprorimclely $6C0 nri liorl

ln 2013, $600 nriilion tr,2a1 4, ond $450 niilion in 2015. These developmenl
inveslmenls clso rellect ci.rstorne. Ce moncl work Other tocitcrl expendiiures orc

expecled to be opproximct*-ly $2OC niliion in er:ch ol 20 13,2C14 cnd 2015.
Tlese expenditllres rnclude inve.elnenls to reploce our end of-lile cusloner billing
system r"rnC sncller prolecls rel<ried 1o the conlrnleC rer::lizclrcn ol increosed

prcCuclivily lrom our enlerprise-wide SAP informction syslen.

Future eapitol Expenditures
{CAD $ millic;r:sl

2,0c0

1.600

l.?00

BOC

40c

o

& Susioinmcr:t I Devclopmcrt tr Ot[:r

tsnsrnission
Trcnsnission ccpitcl expendilures include signilironl inveslmenls lo rnoncge ihe replocement ar:d relurbishmerrl cl olr cg nq :rcnsnr,iion
inlroskuclure in order lo ensure c conlinued reliobie srpply of energy io customers lhroughoul th*- province. Our investmenl plon includes
suslcrnmenl investmenls lo reploce cnd-of-llle cir blosl circuil breakers <rnd swiichqecr, high,volir:ge undergrr:und ctrble, cnc.j caing pcwer

ore necessory lo ensure llrcl we conlinue to meet r:ll requiclory. co;-nplionce, solely und environmenlol obieclives.

JU



AAoior copiiol inveslmenis include our Oshawo Area Tronsformer Siotion Pro]ecl to inslcll addilionol outotronslormer capocity at our proposed

Clcrringion Trcnslornrer Stoiion, lor which iLe OPA hos requested lhal Hydro One Cevelop crn implementotion plon onC initiote wor[. Plonning

nnd environme niol stuCies ore currenlly being underloken lor this prclect. lnvesimenls olso include our AAiCtown tlectricily lnfroskuciure Renewol

?roiect thci will prcvide odCllionol supply copcbiliiy lo meel luture lood qrowth in midlown Toronto os weil os creos io the west, our SVC
instcllction to be completeC cl our A4lllon slr:tion, ond our proiecl to rebuild the switching slolion ol our l"leorn Trcnslorme:" Stction, which is

expecled lo be compleled by 2A't4. Tionsmission lnveslmenls fcr ADS r:nd requiremenls lc enoble DG ore olsc included in lhe investnrenl plcn.
The l'"Jecrrn Tronsfr:rmer Slolir:n Project, when combined with fcur olher k<rnslormer stction upgrodes, will collectively enoble up 1c 600 i\4W ol
new kr:nsmission copacily.

On December 22,2A10, we received c lel1er from lhe AAinisler ol [nergy requesiing Lrs to proceed with the necesscry plcnnino ond
develcpnre nt work lcr speciiie<j lronsrission proiecis ond rpqrodes lo solely ond relichly ccccnr:cdcrte oclditiorcl re newoble energy.

On April r', 20 I I , tho OPA prcvided the scope ond liminq lo increcrse shor I circuil ant!/or tronslormer copocity ot ien of I 5 trcnslorner
stolions. These upgrodes cre sui:slonliully complele. fxpendilures lor lhese upgrodes hove been reccrCeC wilhrn opoiotion, mointencnce cnd
odmintstrclicr isee "Regulolion - Long'Ierm Inergy Pbn"J. Two ol lhe three priorily specilietl trcnsmission prolecis ore rel]eclec in cur budgeled
ccrpiiol expeniilures. Tho West cf lonCon Tronsmission UpgroCe Proiecl generclly requires reskineing conCuclor cn existirg lowers olone orr

existing righlcf'rvoy ord wi I enobie lhe ccirnecfion cl odditional renewoble geneiotion in the west ol london crec. The Soulhwestern Onioric>

Reocirve Compensolion Pricri! Prciect rvili incrcose th-- ironsmissior copobiiity ol the B:uce trcnsmission syslem. We are cwoitinq direclion on
lhe th;rC priorily proiect from the OPA {see "Reguiation - lcngTerm [nergy Plon")

ln Augusl 2010, the OIB iniroCuc*-d o lromewor]< lor ccrnpelilive designotion lor tlre Ceveloprrent ol eligible lronsmission proiects. As c result,

homework. We dc ncl plon lo unierloke k:rge copilcl expenC;tures r.vithout c reosoncble expeclclion cf reccvering; them in our rctes.

The aclucl liming crC expencirlures ol rncny developmenl prciects cre uncerlcin os they ore depenCenl lpcn: vorious ceprovols includine CIB
lecve tc corslruci opprovnls ond environmeeJcl cssessmenl cpprovols; negoliclions wilh cListcmers, neighboLLrinq utilities cnd cther stlkeholCers;
ond conslllclions,"rzilh Firsl Ncticns ond lleirs cr:nmunilies. Prciccls cre clso dependent on the timing ond level cl generotor contrbuiions lor
e noL n-l loc ll3\

Disfribulon
Distrii:uticn couiiol expenCilr:res irclucle ;nvesfme nls 10 supporl lhe sr,;sloirment of our ccpilcl inlrosiruclure. Cur rore work will conlinue lo

end'cl-lile equipmenl ond components, implereni ADS cs pcrt ol lhls renewol ond o lccus on wood pole replccernenis lo rlcinlcrn relicb;lity.
ln cddition, we wrll conlinue to cdtJress clslomer denrr..:nd proir:cts thrcugh connectivily for DG, the derncnd lor ncw icod ronneclions, trolble
colls, slorn :eslcfclion ond syslenr capobiliV relnfcrcemr:nt

Distrlbuticn developmeni expenditures over lhe period crc prrrrorily relnted to the developrnent cf cn ADS syslem onC reiotcr! griC

moderniz<:tion stondcrrds, cuslomer denrcnC work sLrclr os conneclions cnd upgroCes, work to locilihle DG conreclicns, includino slclion
upgrodes, proleclion ond conlrol, new lrnes ond some ccnleslohle work lor which we receive copik:1 conkiL:ulicns. During the 2C13
cnd 2Cl4 periods, we expect lt: mcncqc e srgnilicont number o{ projecls thrcL;ghoul lhe province 1o ncldress lood grcwth cnd the slress

on our system ccmponenls.

DG expenditures ore bosed on our eslirnole ol the number of onticipcted conneclir:ns, which hi:ve been reduced bosed on the experience
goirreC srnce ?009 cnd chcrnges thol hove occuricd lo the FIT Proqrom. lhe buderl only reflects expenditures lor projects with FIT crd
microFll Progrom conkocis {rom the OPA thol ore expecled lo connecl to our distribulion system.

ln 20,l3, the ADS Proieci will look ct oplimizing ouloge response lhrorgh rnore efleclive iisootch, outomotion lo isolote lauhs where needed
ond the Cynomic regulotion of voltoge to reduce losses.

[ilANAClMirNT'5 DISCUSS]ON AN) ANAIYSIS
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I, ANAGTMENI'S DISCUSS]ON AND ANALYS]S

December 3l , 2Al2 {millions of dollars) Tolul 2013 2014/20t5 201612017 After 20,I7

Summury sf Ccntrsclual Obligorions nnd Other Cammereiql {ommi}ments
There ore no o{f-bolcnce-sheel orrongements lhcl hcve, or ore reosonrtl:ly likely lo hr:vt, a mr:lericl currefil or lulure clieci on or;r linc;ncicl

ccndilion, chonges in finonciol condilion, revenues or expenses, resulls of cperclions, llquidir'7, copilcrl expendilures or cclpilol rescurces.

The lollowing loble presenls o summory ol our Cebt cnd olher moior conhociucrl obligclicns, os weil os other moior commercicl commitnenls

Conh*chol Obligclionr {Cue b,y yeat}

|ong'lerm debt * principol repoyments

Long-term debt -' interesl poymenls

Pensionr

Lnvrormenlol cnd nssel relirement obligotir:ns2

lnergi LP {lnergi) ollscurcing cgreernenl3
(.. ;"g.i.:o^-l-e'rJ

8,46C
7 33b

330
3r3
?87

.53

600
410
r58
30

136

to

1,300
/ .) -)

i72
v3

t5r
t5

t, lc0
651

5,460
5 54C

17440

14 14
Iotsl Conhsctual Qbliqstionr{ 1b 779 1 344 2,446 I ,805 lt lE4

0*rer fommerciol Commilmenls (by year of expty)
llarnl,rrrr.'

lelters of credif
Guorcnlees6

25C

150

326
r50
326

r,250

Totol Other Commerciol Commitments 1 72b 47b 1?5A

llledlrMcy20l2ondeilcciiveDecember3l,20ll Bcsedonerpccledlcvelsol 20l2penrior:cbleecrrinls,olrrotol 20l2onnuol pcnscrcorkrbultcnswcrc

dcorrd cn iui!fe i[vesfmc.:l rclurns. chonc]es in benelill cr cctuoriol ossuni,rc.s Pension cortribui ons bcyoni ?C I 4 orc ncr csllmcblc ol ih s :imc

reqre:l 1cr proposol n 20 I 3 lle omoLrnt: disclosed incluCe or estinoted r:rnlcl inllotior odiusimc).t ln tfe ronqe ol I 8% tc '] 0%

Nont c! these o!.oeftreris is corslCetel irdivicrolly nrolerlo{, r:nrl ilrc rnolcri;y do rot exterC Scycri DecurLcr 3 I . 20 I 3.

guorooiees ol rp to o moximlm ol $0./ million.

lhe omounls in ihe cbove lable under longterr debi - principcl repoymenls ore nol chorged to our resuhs ol aperoticns, bLLt ore reflecied on
our ConsoliCoted Boicnce Sheeis ond Consolidoted Slotements ol Cosh Flows. lnleresi assoc;oteC wilh this debt is recorded under linoncrnq
chcrges on our Consolidoled Slole ments of Operctions ond Comprehe nsive lncome or os c cosi ol our copitcl proqrcms. Poyments in respeci
ol opercllng leoses onC our oulsourcing ogreemenl with lnergi ore recordoC under operolion, mcinlenorce onC crCminislrolion expense on oui-

Consclidoted Slolernenls cl Oocrr:lions ond Comprehensive lncome or os o cost ol our cr:pitoi proqrorTrs.
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A,{ANAGFI,^TNI'5 DiSCUSS]ON AND ANAIYS]S

REI.ATE D PARTY TRANSACTIONS
Reloted p<.:rly lronsocliDns primorily consisl ol our konsmission revenues received lrern, ond our power purchnse poyr.lenls mode to the ItSO,
which is o reloied pnrty by vlrlue of ils slolus os on ogency of the Province. The yeor-over'yecr chonges relcted to lhese cmounts ore described

more lully in the discL;ssion of cur lronsm ss on revenues unC purchosed power cosls. Olher significcnt reioled pcrl'y rronsoctions include our

div;dends, wh;ch ore poicl to the Province, ond our Plls c;nd some of our properiy loxes, which ore poid or poyoble lo lhe O[FC. ln.Jcrrrucry

20.10, we purchosed $250 million of Province cf Ontcrio Flooling Role Noies, moluring on Novenrber 1 9, 20.i 4, r:s o lcrm of cllerncte

liquiclity to supplemenl oLrr bonI creCil locilities.

coN$lDEnATroNs or cuRRrNl EcoNofirc coNDrTtoNs
lffect of Lasd on R.evenue
Our iood, bcsed on ncrn:cl weolher potteins, is expecieC tc mor-ginoliy decline in 20.13 due lo the impocl o{ CDA{ ond embedded generolion,
portiolly clfset by looC growth <.rssocioled wilh econonic growlh in oii seclors ol lhe Onlcrio economy. Overoll lood grcwth due lc lhe eccncmy
clone :s icrecosted lc be opproximclely 1.3%, wilh lhe commerciol cnd induslrir:rl sectors slighlly outperlorming lhe resicJenlicl sector. The

locd i,'npocls oi CDA.A ond embedded generolron ore expecled lo hove o negolive impocl on lood growth ol r:pproximoiely I 191 ond O 3%,

respeclively. On the whole, orr loocJ is expected lo decllne by obout 0. 1% in 2013. Our opproveC revenue requiroment lcr 201 3 hos token

the expecled lcod decilne inlc occounl. A recjuclicn in looC, beyorc' orr lood loreccst included in our cpproved ievcnre requirenent, would
negolively iirpccl our frncrnciol resuhs.

Iffecr of lnterest Rqtes
Chonoes in irleresl roles will irnpocl the cclcuiclion of lhe reven;e requiremenls upon which our rcles cre boseC. fhe lirsl conponent
impocteC by interelt rcles is our ROL The O[B crpprcved odiustrnent iorrnulo lor colculcting ROt wi]i increose or decreose by 50% of lhe

chcrqe bohveen the curenl long Concdo Bond lcrecosl ond lhe riskjree rote eslcbiisheC at 4..).5'/" ond 50% ol the chonge in lhe sprecd in

30-yeor "A"-roted Conodion uliliry bonds over lhe 3o1eor benchmcrk Oovernmenl cf Ccncdo bond yield estobllsheC c1 l.z1 l5%. All other

lhings being eqLral, we eslirncle thot o l% decreose in lhe loreccsleC lcng'lerrr Governmenl ol Corrcdc bcnC yield used in delerrninirrg olr
R0[ would reCuce HyCrc One Nei."vorks' ]rcnsmiss;ox cncl <Jistributior busrnesses' resulls ol operolicns by opproximr:iely $ 19 m;lllcr cnd

$10 nr;llion, respectively. As inleresl rnles decline, llere is rncre risk ol c decline in our net income. Tl-re second comporenl ol revenue

reqrrremenl thot would be impocted by inleresi roles is lhe felurn on debt. The Cillerence be1we*-n oclucl inleresl r.rtes c.r new Cebl issuonces

cnC lhose r:pprovecl lor relurn by the OtB wouid irnpoct our resuhs ol opercticns.

lnput Costs ond {ommodity Pricing
1r slppcrl ci olr ongcir.lg work proeroms, we cre required lo procure rnoleriols, supplies ond services. To monoqe our lolcl cosls, we reculcriy
esllblish securily ol supply, strnlegic molerlcl cnd services conhocls, generol outline cgreemenis, ond vendor ollicnces crd r.ve clso mcnage c)

sicck cl cc,rnmonly used ilens. Srr:h crcfgerxents crre lor o ielined ncriocl of iirne nnr:l ore moniir:red. Where cdvcnlcgeous, we develo5: k:n5;'

lerm conlrnclL.;cl rehlionships wilh suprpLiers 1o oplin'rizo lho cosl oi gcoCs r:nd services cnd to ensule tlle ovcilcbliily ond timely supply oi criticol

ikrms. As c re;suh cl cut stroleeic sourcing proclir:es, we Co nol loresec ony ndverse impocls cn our brsiness lrorn currerl economic ccndrlions

lhrc:uqh cur slrolegic sor.;rcing iniiictives.

)eht Finoncing
Cosh genercled from operolicns, olter the poyrn*-r1 ol expected dividends, will nol be sufficient lo fund copitnl expenditures or meet

debt rrolurify repoymenls ond other liquidity requirernenls {see "Risk Alcrnogemenl ond Rlsk Foctors - Risk Associolsd with Arronging Debi
[inoncing']. We rely on debt lincncing lhrough our AATN Progrom ond Commercioi Pcper Progrcm. Our Commercici Pcper Prr:grcrn is

supporled by o totol of $,1,500 million in llquidiiy lccillties os crl December 3.1, 2012, which is comprised cl o $1,250 rniilion syndicoted

bonk line ol creCit ond the holding al $250 million ol Province ol Onlorio flooting'Role Notes. ln 20'12, we continued issuing sufficienl cost-

eflective deb: fincrncinq lhrough lhe AATN Proqrcm in the Conodicn capitol nrarkeh cnd we crronged sulficient ovoiloble liquidity. [conomic
conditions were chollenging in 2012 r:nd we expect they will rernoin chollenging in 20,13.

P*nsian
h 2A12., we conkibuled cpprr:ximoleiy $l6C million 10 orr pensicn plon onrJ incurred $2CZ nrilllcn in nef pencdic pension benelit ccst.

Ar ocfucriol voiuclinn filed rn AAoy 20 l 2 ond eflectlve December 31 , 20 l l did not resull in signiflcont chcrnges to cur 201 2 required

conlribulions cr cur 2012 nel periodic benelil ccsl. Acluoriol vcrlur:tir:ns ore n:inimolly requrreci to be filed every three yecrs. We crrrently
eslinrote our lolcrl onnucl pension conkibulions lo be opproximotely $ I 60 miilion lor 201 3 ond 20 I 4, br:sed on the proiected level ol
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pensionoi;le eornings ond lhe some ocluoriol vcluolion efleciive December 3,1, 20.11. future minlmum conkibulions beyond ?014 will be
bcsed on lhe ocluc ric; I vcrluo lron elleciive no loler lho n Decembe r 31 , 2A 1 A Ou r pension plo n experienced posiiive relurns ol o bolt 9. I 9%

in 201 2. Our pension obligot;on is inrpr:cled by inleresf rotes. The I % decreose in lhe Ciscr:uni role, from 5 .25% ot Decem!:er 3 I , 20.i I to

4.25% r:l December 31, 20,l2, resulieC in on increose in the pension o[:ligolion ol $862 mil]ion ond on increose to our posl-retirement ond
pcrst-employment benelit obli.totir:n ol $241 million. No new beneiits were inkocJuced ond over fhe lost number o{ yecrs benefits hove been

reCuced lhrough re-negoliolicrs r,vith cerlcin ol our unions os well os our rncncgefirent employees.

KISK 
'{ANAS:IITENT 

ANS RIIK TACTORS
We hove on fnlerprise Risk A,4onoqement {[RA,A) Progrom thol oins ot bclcncing husiness risks ond returns. An enlerprise'wide cpprooch

us io better unrJerstcnd uncerlcini/ onC i1s polentiol impoct cn our slrolegic gocrls. ll sels oul lhe unifcrnr prnciples, processes onC criteric lor
idenlilying, cssessrng, evoiL:r:ting, lreotiilg, nronilorirg cnd communicolinq risks ocross all lines ol business. 1l supports our Boord of Direclors'

corpofcle governonce leerJs ond the due dlligencc resporsibilities cl senior mclnogemenl.

Whiie our philosophy is ihoi risk morogenient is lhe responsibilily ol oll ernployees, lhe Boord of Direclors onnuolly reviews oL;r compory's ris[
lolercnces, risk rorcrqe ment policies, processes cnd occoL:rrlobilities lwir:e per yecr, the Bor:rd ol Direclors revlews cur risk prof ile, which
is tlre list of key risks prepored by senior moncgemenl, thol represenls lhe grcctest threols to meeiiilg our slrciegic obiectives. The Autlit onC

Fincnce Conr:rillee of our BcorC cl Direclors crnnucily rev;ews the stctus cl olr inlernol conlrol fromework.

Our Presidenl onC Chiel fxccuiivc Off;ccr (C[C] hos ritimcrtc cccoLrnlcbilily for rsL monogernent. Our leodership Teonr providcs scnior

moncqernenl oversighl ol r:ur risl< oorfolio r:nd orr risk mcnogemenl processes. The lecCersh;p ieom provides direclion r:n ihe evo[;l]cn ol
lhese ptccesses cnd iieniifies priory orccs ci loc,rs ior risk ossessmeni cnd rniliqolicr .rlcrini.q.

Crr Chlel ACninisktiion Olicer ond CLief lrncnclol Olfirer {CAO ord CFC) is respcnsihle lor ensuring thct the risk.lcncge.nert progrc.n
is lr inlegrol pcrl cl our bi;sines.s s'r'illeqy, plcr"ial o,rd of.:ieciive selling The CAC cnd CFC hos specilic ccccunlcblliry ior ensu.r:e lfol
erletprise risk mcnogemenl processcs ore eslcbllshed, properly docunenkC cncj rnointoincd by our compony.

Rish cccephnce or rf iliqcllcr clecisrons ore moCe wlitrn lte rsk tclercnces specified bv the helC cf lhe su[:sidicry cr llnci,on

The CAO crC CFO r:rovrdes sLipport lc lhe AL;Cit crni Frncnr:e Commillee ol cur Socrd ol Direclors, ihe President ond C[O, the senior
rr.rcirctqernenl lecnr ond ley mcncrgers wrlhin our cornpony. This suppor-t incluCes developing risk mcnac]emenl fiomervork.r, policies cnd
processes, inirodrclng cnd ;:ronro:ing new lechriolcs, estoblishing risk jolercnces, prepo.'rg cnnuol corporole risk prcfl es, moinloinine

c regislry ol key brsiress rlsks r:nC iocililrting risk c:ssessmenls ocross cur co:npo.ry. Our internol oL;dil stcll is respcnsible ior pericrming
irttcoendent reviews cf ihe eiiecliveress of risl rlcncgor-nenl polrcics, plccesses ond syslems. Slorting in 20.1.1, our Bcmrd of Direclcrs hos

ris[s ol oLrr compcny.

(ey elemer:ls of orr IRAA P,ogrr:m enoble us tc idcntify, cssess ond moniior our risks elfeclively. These inc]ude hoving on tRA{ policy ord
lromework which conrmunicoles our ph;lcrsophy cncj process lor risk rnonogement ocross our conrpcny. A discussion ol risks is cn iniegrol
pcrl ol eoch line cf business' plonnirg clccrrmerls on cn cnnuol bosis. Risk identilicction is olsc ccnsidered os porl ci ecch business cose k:r
investrrenls Iinclly, Ciscrete risk osse.ssmenls onrJ worishops ore performed lor specilic lines of business, key proiects ond vcrious profiles, such

us .uslcrner relolionships anC regulolory complionce.

ln order io clrive consislency throlghoul r:ur risk lCenti{icoiion onC risk rncnogemeni processes, we use o slondord list of ris[ sources known os

our risk universe. These sources ore noinlcineC in o single dotobose tlrct provides o consislent bcsis for risk idenlilicoiir:n ond clos:ificolion
ond serves cs c reposilcry k>r our risI ossess.nenls. All risk ossessnrenls in oui company slort wllh lhis rirk universe . We olso use slondcrd r]sk

crileria, \^,hrch esteblish the melrics ond terminclogy used lor ossessirg ond commu.ricclinq on risks, ond help ensure o conslstefit l:osis lor our
risk ossessmenls cnd risk evolur:lions ccross cll lines of business. Risk criterio incllde formclly estoblished risk iolerr:nces and stondorC scales for
osses.:ing the probobility cl o risk motericlizina ono lho strenglh ol conlrols in ploce tc mitignle them.
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Our locd coulC olso be negclively cflecled by successlll CDfua, procr{rms \A./r: urc olso subiecl 1o risk of revenue loss frorn olher fcctcrs, such cs

eccrcmic lrenCs ond weclher.

Ownership by the Province
The Prcvince owns oll of our oolslcrnding shores. Accordingly, the Province hcs the porver lo delermine lhe ccmposilion ol our Boord ol Direclors

ond oppoint the Choir, ond inlluence our mojor business onci corporcle decisions. We onC lhe Province hove entered inlo c memorcndum cf
cgreernenl reloting to certoin ospecls ol lhe governonce ol our compony. Pursucnl lo such cgreement, in Seplember ?008, the Province mode

o declcrotion removing cerloin powers kom our compcrny's Dircclcrs pertoining to lhe olf'shcring of ]obs under lhe orlsourr ng orc.gcn,e-l w lh

lrergi. 1n 200?, the Provrnce required aur compofiy, omong clher enlities, to r:dhere to certoin occounlcbiliry meosures reclcrding consuliing

conkccls cnC employee irr:vel, rnei:l ond hcspitolity expenses. The Province moy requrre us lc cChere lo lurther occounlobil:ry meosures or moy

moke simiior cleclorolions in the luture, some of which moy hove o mctericl odverse eflect on our business. Our credll rafings firoy chonge wiih
the credit rolings of lhe Provirrce, to the exlent lhe credii roting ogen.ies linl the trvo rotings by virtue ol Hydro One! clvneiship i::y the Province .

Ccnllicts ol inlerest mcy orise bel.ween us ond ti-"e lrovirce cs o result of the obl qcticn cl lhe Province to oct in the best interests of the residenls

cf Ontorio in a brood rcnge ol no11ers, includinq ihe regulclicn cl Onlorios eloctricil'7 indusiry cnd environmeniol ffrcllors, cny lulure sale

cr olher lrcNsoclion by ihe Province with respect to ils ownership inleresl in cu. .cnrp.rry, includinq ony polentiol oulcomes orising ort ol tie
recornmendcllions cl the Onlcrio Distribulion Secior Review Ponel's repcrl, lhe Pror,lnce's owne,"ship of Ontorio Power Genercfiorr lnc., cnC lhe

cjelernrinolion oi the omounl of dividend or pro).)/ k;x pr:yrnents. We roy not be oble lo resolve ony polenliol conllicl with lhe Provrnce on lerrijs

solisloclory to us which could hove a molerol ,:dverse elfecl nr our brsinc-:ss.

Regulafory Risk
We c;re sub]ect to regulolory risks, including the cpprovol by rhe OtB cl rcles for cur lronsrnission ond dislribution businesses tlot permil

o reosonoble opportuniV lo recover the eslimoled co-sls ol praviding soie ond relicble service on c tlmely bosis ond eorn lhe cpproved
rctes ol relurn.

The OEB opproves our lronsmissicn crd Cistribulion rolcs bosed on piclecleC ciectricily lood onC consumpticn levels. lf octuol lood or

ccns,Jnplion rnclericliy fclls lpiow projecleC ]evels, our nerl lnc,ono ior ciiirei, or l,,clh, cf llese bls!nesses could be mr:lerially cdversely

demor,d or in our costs.

We expecl lo mci<e invcslmenls in lhe con:ing yecrs lc connecl new renewoble generolirg sloiions. There is lhe possibilitl lhct r."re couid incr.-lr

urexpectr':d ccpitcl expendilures lo mcifltoin or improve oui csscls, pcrt.uloriy ctivcn thcl rcr,v leclncloey is recuired 1o support renewcble

recovery ol such inveslments in the lulure. To lLe exlenl pcssiSlt, we oim lo miligcle li;is ri:k by ensurinc pruCenl expenditLrres, seekinq from lhe

regrlclor clcor policy direclion on ccsl respcnsihiiit,r, crnC oretp;lcvol oi the neeC for ccpiiol expenCitrres.

While we expect oll ol our expendihres lo be fully rer:ovoroble olter O[3 revicw. cny iL;lure regulolory decisicn to disc]low or ilmit the re.overy

oi such cosls wo,:ld ieoC 1o polenlicrl osset impoirment ond chorqcs to orr resrlts ol cperoticns, which ccukl hove o mcleriol cCyeise elleci cn

cur comp..rny.

ln Qntorio, the N4orket Rules mr:nCcte thci we comply wilh the reliobil;ty sfondcrds ostoblishecl by Ncrth Arnericcn f leclric ReliobiliJy

Corporolicn ond Norfheosl Power CoorCinoting Ccuncil inc. As o resull, we will b* required to conrpiy wilh lhe Federcl Inergy Reguiotory

Commissions delinition of "bulk electric syslem" unless we ore c;rcrled c.:n exernplion which will ollow the oppliccrl'on of the new definlticn in

o cosl-e{fective monner. We will look lor recovery for cosl,s incurred in meelinq the Cefinilion ir cur roles; however ori cdverse decrsicn on crn

exemption for recovery of cosls could hove on odverse ellecl on our con.rpony.
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Risk Assoriared wirh Arronging Debr Finorcing
We expecl lo borrow lo repoy cur exisling indebledness ond lund o porlion of copitcl expendlt,:res. We hr:ve subslcntici omounts of existincl

debtwhich mclure behveen 20,13 ond 2016, including $600 million mcrturing in 20'13 cnd $750 million rroturing in 20 l4 We plcn
to incur capilol expendih",res ol approximoieiy $ 1 .6 bill;on in 20,) 3 ond $ I .8 biilion in 20,1 /.. Cosh generoted from opcrciions, ofter the

to crronge suf{icienl ond cost-e{feclrve debl finoncing could be mcterir:lly oCversely offecie<.l by numerous fcctors, incluiing ihe regulctory
environmenl in (lntcrlo, our resuhs oi operoirons,:nC linoncicl posrtion, morlcet condiiions, lhe rclings ossigned tc our debt securilles by crodit
roling ogencies onci qenerol ecoromic ccndilions. Any loilure or inobility on our porl to borrow subslonlic.rl omounls ol debt cn soltsfr:clory lerms

could inrpcir our obility to fopcy moiurinq debl, lund ccpilcl expendilures onc{ meet olher obliqolions ond requirements ond, os c result, coulC

hcve c motericl odverse elleci on ou. cornoony.

Risk Assoeioted with Trqnrnlission Proiecfs
lhe cmounl ol power lhcl con llow thrcuqi lronsmission nelr.vorks is conslroined due lo he physicol clicrocterisiics of trcnsnissiorr iines r:nd

ccf recliig r:s o resull ol lle FIT progr-orn slenrninq lrom the GEA, r:nC lccd grorvlh hcve increosed slch thcl p;crls cl cur lron-snrs:ion ond

dislribL;llon s'y'slerns ore r:perolirg cl or neor copcc,V. These conskcints or boillen*cks lim;t the cbiliry ol cur nehvork io roliobly trcrsmil pow,er

irom new oncl exisiinq ger:erclion sources {ircluCino exponded inlerconnecllons with neighbouring utilitiesJ lo lood cerlres or meel clrsk)r'ners'

exisling onC ii:lure qeneroiton soljrces 1o C)nlcric consumers.

ln rncny coses, ihese invesimerrls ore ccntineerl upon orre or rnore ol the Iollowing cpprcvr:ls rnd,/cr processes: environTnerlol opprcvcl{s);
receipt cl OIB opprov<lls which ccn inc:lde expropriolion; onC cppropricle consuilclicn proc€sses wlth [irsl Ncticns ond l.4etis. Obtcrinirq
OIB cni,/cr envircnrrenkr] cssessrnenl opprovols ond ccrying cr:t ihese processes mcy clsc be impccled by oppositicr lo lhe prcpose.J sile

odverse ellecl cn our.ompc.y.

With the irkoCuclion cn AL;gL;s1 26,2Ci10 ol the OEB's conpelilivo lrcrs.rission proiecl developmenl plcrninq prc.ess. in the obserce ol

enltorcemenl nroiects. llistoricolly, rve wolld hove been owcrded sucir prclects lhrough orr rotes rrnil Seclicn 92, Lecve 1o Corstruci

bolpri:'rt. ln cdditlon, bid ccsts cre crrly rcccveroble by ihe successlrl proporent. This cou]d hcrve o moterici cdverse ell:ct or o!f conpc.ry.

Asset Condition
We conlinuclly rncnilor lhe conCrticn ol olr ossels cnd mo;nloin, relurbish or reploce lhern lc muinlcin equiprnert periorrnonce c;rcl prcvrCc
relicble service qL:ollty. Our cci:ilcl prcr:rcnts hcve been increosing lo mrinl<;in ltre perlorrnr:nce of oui oorng cssel bose. Ereculir;r ci tlesr

by the OlB, nnd suoply choin ovcilcbility lor equipmenl suppliers ond consultrng services. ln cdditlon, oppolt!il;ties lo rercve eqLrpinent irom
s*'rvice lo occommcdoie conslrucllon cnd moinlenonce clre L;ecoming ircrecsingly limited due lo cuslcmei cnC generclcr prioriies.

Adirslrnents lo occommoC<rle lhese exlernci depenCencies hove been moCe in our plonninc process, cnd we cre for,.:sed or overcorning
these chcllenQes lo execule our work progroils. However, if we ore unobie lo cory oul ihese plons rr c linrely ond optinrol monner, equ;pnrenl

supply securily ond increcse 1ie costs ol operoling ond rnoilloining lhese osseis. Th;s could hove o mcterioi cdverse ellecl on our cornpony.

Workforre Demogrophic Risk
By the end of 2Al2, cpproximotely I 8% of our employees were elig;ble for relirement crnd by 20 1 3 lhere could be up tc 20% eligi!:le ro

relire. Accordingly, our success wiil be lied to our obiliiy to otirocl cnd retcin sulficient quclified stoli 1o replcce ticse renirinq. liis will be
chcllenging cs we expect thc skilled lcrbour mcrkel fcr cur industry to be h;ghly competilive rn the lulure. ln orJrJition, mo;:y ol cur emplc,yees

possess experience r:nC .:kills thot will olso be highly sought olter by other ofqcnizctions both insicie ond orlsicle the electricily secior. We ore
therefore lccused on corlier idenlii coiron ond more rcprd developmenf ol stafl who demcnsircte rncnogcflrerrl potentiol. A.Aorecver, w. mlsi
olsc r:onlinue to odvunte our lechnicci trcininq ond opprenliceship progroms onC successior plons lo ersrre ihol cur lulure opercticnoi stollrnq
needs will be rnet. ll v,,e ore uncrble 1o ellroct ond relcrin qur:llllei perscnnel, i1 coulcl hcve o mciericl cdverse eilect on our L:usiness



Invirslrnentol Risk
Our heollh, sofetrr cnd environntcnkrl nicnogemcilt syslerr is designeC lo cnsure hozords ond risks ore iderrtified ond osscssed, ond conirols
cre implemenleci lo mitigole significoni risks. This syslem includes c stonding cornmitlee of our Boord cf Diieclcrs lhoi hos governonce ove.
envitonmentoi mclleis, Grven lhe le rriiory thol our syslem encompcsses ond the onrourrl of equipnrenl fhol we own, we connol guoronlee,

the oreos thr:t moy fcve o sigr:ilicr:nt impocl cr our operoliors.

We ore subiecl to exiensive Conad;crn lederol, provincicl ond municipcl envircnnrentol regulr:lion. F<riiure io comply coulC subjecl us ir:
fines onC clher penoltres. ln oddition, lhe presence cr releose of hozcrdols or olher hcrmful subslonces coulc leod io cloims by third porlies
ond/or qovernnrentol orders reqriring us lo loke specilic oclions such cs investigoiinq, conlrolling ond rernediciing ihe effecls ol these

substcnces. lVe cre currenlly unCerlckinq c voiL-lnlory k:nd assessmerl cncl remerJrclron {LAR) progrom coverine no:l ol our slolions ond
service cenlres. 

'lhis 
progrcm involvos lhe syslenofic idenlificoiiori ol cny contominclion cl or lrom lhese locllities, r:nd, wheie re.essory,

the Ceveloprnenl ol ierredrclion plcns ior our ccrnpony cnd cdicrcent privole properlies. Ary conlcmrnotron oi our properlres coi:ld limil our
obil;ty to sell these cssots ir the lulure.

We record cr liobiliry lor our besl eslimote ol lhe present volle of lhe lulure experclrtures requirec.i to conply wilh Envircnnenl Ccnodos PCB
reguiclions cnC lor the presenl voiue ol the ltiiure experdrlures to compiete our LAR progrcm The luiure expendilures reqrireC to discicrqe
our PCB obligofion cre exp-.cled to L:e incurred over lhe period enCi:^rg 2025, while our LAR experdilures r:re expecied 1o be incurod
over lhe period enCirg 2020. Aclucl iuiure envitonmenlol expendilr,res ncy vcry mcierioliy lrom the eslrrroles usecl in tl-re cr.rlcuir:lion ol the
environmenloi licrbilities on cL,r bclcrce sheel. We do nol hove insurcnce covercge lor thesc envronmenlcl expenCrlures.

Under oppiicnhle regulclions, we expe.l to incur lullro expenciiiures to identily, remove r:rcl Cispose ol csbeslosconlciring mclericls irskrllod
in some ol our lociiities. We tecorcl or ossel reliremenl obligclicn f31 1[-- presenl volue of tie eslimr:led luir:e expenditure.s. The estiilclos
cre bcsed r:n on externcl, experl study cl lhe cutrenl expendilures ossccloled wilh removine such mrlercls lrcm r:ur lociiilies. Aclucli flluie
expen'Jilures mov vory motericlly from the eslimales used lor tlre omolnt ol lhe cssei retirerneni oblior-riion.

-lhere 
is olsc risk cssocioled '"vilh ol:toining governmentcl opprovols, permils, or renewc s of exisling cpprovols ond permts reloted 1o

resuil ln Celoys oncl ccsl ;n.recses.

roquialory decisicn lc disollcw or limii tl^re recovery of sL,;ch ccsts could have o moleriol odverse eflecl cr cur ccmpofy.

lines crd olher tiec'ric solrces rnoy couse heollh problerns. li ll rvere to be conclL;oed ii-ci eleclric crd noqnelic fields preserl r heoltlr risk, cr-

governmenls CeciCe lo implomenl exposlre limifs, we could lcce liliac:ticn, he required tc luke costly *rlligotion meosures such os relocotrng

()ur cornpony.

Risk of Nolsrol ond Other Unexpecfed Occurrences
Our fociiilies ore expcsed to the ell*-cts ol severe weolher conditions, noturol disosters- mon mode evenls ir-rcllding cyber cnd physicoi lerror-isl

lype otlocks ond, poieniiclly, cotc:kophic everls, such os o moior occidenl cr incident ct a lociliV ol o third porty {such cs c generclirrg
plont) to which our tronsmission or distribulion cssels ore connected. Although ccfistructed, operoled orci moinlorned io indushy.slanCorCs,
our lccililies mcy ncl wllhslcrnd occurences of lhis tr,pe in all circumslonces. \ive do nol hi:ve insuuncc for dcrmoge to oL:r lronsrnission onC
distribulicn wires, poles cnd lowers locolecJ outside our konsmission crd distribulion stolions resulling from these events. losses lrom lost

tevenuos cnd repoir cosls could be substoniicl, especiolly for mcny of our lccililies thnl ore ocoied in remole r.:reos. We could clso be subiect
lo clcrnrs lcr domcQes coused by our loilure lo konsmil or distibule eleckicity. Our risk is pcrtly mitigr:teC [,ec<ruse our lrcnsrnission sysienr
is desigred cnd operr:led lo wilhslond the loss ol ony rno]cr elemenl ond possesses inhere nl reCurCorcy ilrot provides cliernole ilecns lc
deliver lcrrge crnounls of pcwcr. ln lhe event ol cr lorqe uninsureC ioss we would opply io the Cl,B lor reccvery cl such lcss; however, lhere
con be no ossuronco lhct the O[B would cpprove ony such oppiicoticrrs, il whole or rn port, which coulC hcve c nclericl cdverse elfect or
our nel incorne.
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Risk Arsocioted with lnfsrrmqtion Terhnalogy Infrqslructure
Our obility lo operole eflecliveiy in lhe Onlorio electricily morkel is in pr:rl dependent upon us developing, moinlcining ontJ ncnr:ging complex

lT systems which ore employetJ lo operote our konsmission ond disiribution focilities, fincnciol crno billlng syste ms, ond business systems. C)ur

increosing relir:nce on inforrnolion syslems ond exponding dolo nelworks increoses our exposure tr: inlormolion securi$ threols. We mitigcle this

risk lhrough vtrious melhods including lhe use of securiJy evenl mcnogerlenl loois on our pcwer ond business syslems, by sepcroting our power
syslem nelvrork lrorn our business syslem nehvork, by perlorming scons of our syslems lor known cyber threols ond by providinfJ .ompony-
wide owoteness kcining to our personnel. We clso engr:ge the services of exlernol experls lo evclucle the securily ol our lT inkcsiru<Jure nnd

conkols. We perlorm vulnerability ossessmenls cn our criliccll cyber osset.s cnd we ensure securily cnC privocy controls ore incorporcied into

new lT copobil;ties. Although lhese:ecurily ond syslem discsler recovery contrcis ore in pioce, lhere con be no guoronlee lhct there will not

be system foilures or securi! breoches. Upon occurrence, the locus would shili from prevention 1o isolc!ion, remediot;on cnd recovery until the

ircident hos been fully oddressed. Any such syslem icillres or securily breoches could hove c motericl oCverse elfecl on our.ofirpcny.

We c:re currenlly ir lhe process ol o plonned phc;seC replccemeni of key enlerpri:c 1T sysle ms. The lcst phcse cl lhis proiecl is underwoy cnC
will repioce our exislinq billing ond cuslom.r syslem with o new C1S. Wilh pro]ecls ol this size ord compLexily, there is risk to the Cor-npr:ny ll

billing {cornpcring legocy system bill cclculolion 1r: ihe new system), crd cperotionol/business recdiness. Sinr:e this system dlf*^ctly impoc:ts our

end customers, slringenl lesl exit crileric must ho mel prior io plocing it inlo produclior.

Pension Plan Rirk
We hove o defineC be nefil registered pension picrn for the moiori! of cur emplc1,,:es Coniribuiions tc the pensior plcr cre eslcblisherj by

wcs prepored cs ot )ecember' 3 I , 20 I I ond w'cs lileC in AAcy 2C I 2. Our cor']pcny ccnrl ibuied $ I 48 million in respect of 20 I I cnd
approximolely $-l60 rn;lilon in rospecl ol 2O12- io rls pension pion lo scrlisfy mir:imrm lunding reqLrirerents. An odd;tioncrl contiiLrrticn cl
$3.8 mlllion wcs olso rncde in 20 I I to conrplele the funding cssocioleci wilh lhe porlicl plcn wind rp. Ccnhii:uticns beyor:C 20 12 rvili

linre.Neveriheless,futureccniribulicnscreexpectediobesignilicont ACelermrnciionbyrhe.OEBlhcl scrrecf ou, pe-r.{r.\cer -r 
.rr.r\.i c

nol recoveroble hom cuslomers could hovc o maleriol oCverse elfecl on our cofflpony, orC tiis risl mcry be exccerboted os lhe r;uc;:lunr cl

^q :l ( oto :-.

Illnrket $nd Credit n;sk
AAorkel risk relers primorily to the risk of loss thot resulls from chcnges in ccmmcd:I prices, foreign exchor..ge roles cnd interest rntos. We do
nol h<.rve cr;mnrcdily risk. We do hove loreign exchonoe risk os we enier lnlo oefeemenls lo purchose rnoleriols and euuipirenl cssocioled \,vilh

our copiiol p.oqIOms crd prolects thot cre settleC in loreign currencies. Tlis lcreign exchr:nge risk is nol nroleriol. We cor,ld in lhe fufure deciCc
to issue loreign currency'denominoled Cebt which we would onticipote hedging hock to Conoiic;r Cclicrs, consislenl w,ith our compony',s ris[
rncncqement policy. \&e ore exposed lo flucluclions in inleresl rfiles os olr regulcted role cf relurn is rJerived usrng o lormulcic cp;:rcmch. 

-lhe

Ol3'opproved cdiustm*nt iormulo lor cclculcling ROt wlll increcse or decrecsc by 50% r:f the chcrrge ben,veen the curent lo*g Conodc
BonC [orecosl ond the risk{ree rote estoblished al 4.?5% r:nd 50% ol lhe chonge in lhe spr*-oC ir 30yec: "A'rotecj Conodicn utility bords
over lhe 3O-yeor benchmor[ Governmeni ol Ccnodo bond yield esloblished ot I 415%. We eslinrole lhot c ]% decreose in the lcrecosteC
longlerm Governmenl of Ci:nodo bond yieid used in delermining our rote of return woulC reduce or.Lr Trnrsmission Blsiness' nel income by
opproximcleiy $ l9 million crnd our Hydro One Ne\,vorks' Diskibution Business' nel incorno by opproximoteiy $ 10 million. Orr nel income is

ogreements tc miligole elemenls ol inleresl-ro1e risk.

Finonciol ossets crecle o risk ihol cr counlerparJywill loil to Cischcrge on obligr:lic,n, cousine c linonciol loss. Derivolive fincnciul irstrumenls

tesull in exposure lc credii risk, since lhere is o risk ol counlerpcrty defoult. We monllor ond mlnimize credit risk lhrouch voricus techniques,

inciuding decling with highly'rated counterporlies, limitlng lotol exposure levels with individual ccrnterporlies, crnd by entering into mcster

oqreemenls which encble nel seillenrenl ond by rnoniloring lhe linoncicl condificn ol counlerporlres. We dc nol kcde in ony eneroy derivclives

We do, hcwever, hove inieresl-role swcp conkclcls culslonding frorn lirne io l:n:e. Currenlly, lhere cre r:c signiliccnt concenl.oiiofls ol credil
risk wilh respecl lo r:ny closs of linonciol ossels. We ore required 10 procure eleclricity on beholl ol cornpelilive retorlers ond embeCCeci iDCs
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for rescrle to iheir cuslcmers. The resuhing concenkoiions of credit risk ore millgcrled through the use ol v<rrious securily orrongencnts, including

letters ol credit, which cre lncorporated inlo our service oqreemenis with these retcrilers in occordonce with lhe OtBs Retoil Se$iem*nls Code.
The lcilure lo properly moncee lhese risks could hove o moteriol odverse ellect cn our conrpcny.

Lubour flelcrions kisk
The substcnticl noioriiy ol our employees ore representecl by either lhe Power Workers' Union {PWU) or the Sociely ol Fnergy Professionols.

Over lhe pcsl severol yecrs, s;gnilicont efior'l hos been expended lo increose our flexlbilll,, lo conduct operolicrs in o more ccsl-efircienl monner.

Ahhough we hcve cchieved improved flexibrlity in our collective cgreemenls, including o recluction 1n pens;on heneflts lor Sr:ciety stolf hired

cfter November 2005 similcrr lo <; previous reduclion olfecting .nonoeemenl s1off, we rncy flof be oble to ochieve lurlher irnprovemenl. The

existing collective ogreement wiih the PWU will explre on Morch 3l , 2C I 3 r.:nd lhe existing Snciely collactive ogreernent will expire on

Morch3l,20l3 Welccelirronciol risksrelatedloourobllitrTloregolicrtecoliective cgreem€nlsconsislerl wrlhourroleorders. lncdditicn,
in lhe evenl cl o lobour dlspute, we could loce operolicncl risl reloled lo conlinued complionce wilh or;r licence retlllrenrerts ol prcvidin<:

service io cuslomels. Any ol these could hove o moieriol odverse eflecl on our comporly.

First Notion and M6tis Clqims Risk
Sorlle of our currenl onC proposed lrcnsmission ond distribulion lines rncy lroverse lcnds over wh;ch Iirsi Nctions crrd M6iis lrove r:boriginol,
lreoly or other legcl clcins. Although we hovo o recenl hlstory cl successLi ne!;oliotrons o;rd consr tcliors wilh [irst Nolions ond ,\46lis in

Onlr:rio, some communilies <rnd,/or their cilizens hcve expressed on increcsing willingness lc osseri lheir cloims throL:gh the coL-,rls, lribunols.

or by direci oclion, which in turn ccn ofleci business oclivilies. As o resull, lhere exisls uncerloinly relcrting lc business operolions ond proiecl
plonning whlch cculd hcve crn odverse eilecl on our compcrry.

R.isk from Tronrfer of Assels Lacuted on Reserves
The tronsler orCe rs by which we ocquired cerloin of Ontorio Hydro s blsinesses cs of Aprii I , I 999 dii r..ol lrorsfe r litLe lo some cssels

locoled on Reserves. Currently, OLfC holds iegol tllle to lhese cssels *rd w,e mcnoge tl.er:r unlil we hr:ve ohloined necessory ouii:orizoliors lo

ccrnplele lie liile tronsler. Tc occupy Reserves, we musl hcve vclid pernrils issued hy l-ler fuiolesly the Queen ln the Righl ol Corodc. [or ecclr
permil, we musl neclciicle on ogreenrenl {in the lcrm ol n Menrorondum ol Llnderslo;'rdingJ v,rilh lhe f irst Noiior, OlltC rnd cny mernbers ol
the Iirsl Nolion who hove occupcr]cy riqhts. The ogreernenl includes prov;sions whercby tie Firsl Notioa consents lo ihe federrcl Deportmcnl of

on on onnucl c,r one'line bosis, to obtcrin the required ocrtreemenls lrorn Firsl Nolicns. 1lcwever,,.ve onlicrpc.;le lhr:t the crroLrnl will exceed the

opproximcrteiy $4,X3,000 thcl we pcid in 20,12. O[tC wil] conlinue tc holC these cssets until we cre cble to negoliole cgreerncnts wilh
Firsl Notions or:d occupcnts. lf rve connol reoch scrlisloclory cgreelnenls r:rrri o[:1orn leierci permils, we m.]y hcve lo relocole lhese crssels lc
olher lccotions al o cosl thol coLrld be substcntiol. ln o limited number of coses, il moy be necesscry lo obondon o line ond rcploce i1 with

dresel .renerolion fe;c'lities. The ccsls relotin; to these ossels could hove o rnc1ericl cCverse efiecl on our nel irccme il we ore not obie to

tecover them rn lulure rcle orCers.

Risk Associnted wilh Oulsourcing ArronEeme*t
Consislenl wilh our skcrtegy of reducing operoling costs, we cmenrjed onC exlended our olfsourcing services nqreernenl with lnergi, efleciively
tenewing lhe crrtongement until Februory 28,2A]5 Il fhe ogreernenl with lnerqi is lernrincled for ony reoson, we coulC be requireC lo incL:r

srgnillconl expenses lc lrcnsfer 1o cnofier service provider, which could hclve o rnr:lerio] crdverse elleci on clr business, operolinq resulls,

lincnciol conCilion or prospecls.

Risk frorn Provinciol Ownership of Trnnsmission Corridors
Pursronl to lhe Relioble Energy and Cansurner Profectrr>n Act, 2002,lhe Province ncquireC ownership ol our lronsmlssiolr ccnldor lcnd.s

underlying our konsmission system. Although we hove lhe slctulory right to use the lronsrnission corridors, we mcy be limlteC in our obiliry to
expond our syslems. Also, olher uses of the ltcrnsmission corridors by third pcrlies in conluncfion wilh lhe operotion of our systems moy increose

sofery or environmenlol risks, which could hove on odverse eflecl on our compony.

AAANAGI[/.I NI'S D]SCIJSSION ANN ANAiYS]S
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CRITICAI ACCOUNTING SSTIMATTS
The preparolion r:f our Consolidoled Finonciol Slolements reqr:ires us fo moke estimoies ond judgemenls thot c.rffect the repcrted cmounls of

ossets, liobililies, revenues ond costs, ond reloled disclosures of conlingencies. We bose our eslimoles cnC judgements on hisbriccl experience

currenl condilions cncl voricus other ossumotions lhct ore believed to be reosonoble unCer the circumstonces, the results oi which form the

bcsis for mokino iudgemenls obcui the corrying vc.rlues ol ossels ond liobilities crs well os irlenlilying and cssessing our occounling keolment

wiih respect lo commilmenls ond conlingcncies. Acluci resulls mcy difler from ihese eslimoles ond ltclgements under dillereni osiumptions

or condilicns.

MANAGEMINI'5'AJSCUSSiCN AND ANATYS]5

We believe the iollowing crilicol occounling estirnales involve the more significonl estimcles orci ]udgerer:1s used rn tle preporolicn o{ cur
Consolidoted Finonciol Stotemenls.

iIYDRO ONI ANNUAI Ii'PCRI 2OI2

Regulolory Assels ond l"iabilities
At December 3l , ?0'l 2, reguloiory osseis omornled to $3,1'JZ million and these omounts principclly relcie io regr[:tory ollsets to pension,

defetred income lcx, posl-ielirenrerl r:nC posl-empir:yment benefils ond environmentol licbilities, whicl cre crnticipr:ied lo be recovered lhrough

roll:s over line. We hcve clso recorded regrlotory iiobil;ties onounlrng to $2 2 1 nrillion irs crt December 3 I , 20 I 2. These cmounts pertoin

prirnciily tc, O[B deierrcl crnC vcriorce occounts. lhese cssels and liobi]it;es c<;n he recc,gnized lor roterseliinc nr-,d iincncicl reporting

plrposes cnly il the relevcnl crnounls hcrve been cpproved for inclusion in lhe role-selling process by the OtB or ii such crpprovcl ls iuCged
1o be proboble by monogernent. ll rnonoqemenl iudges lhcl it is no longer proboble thoi the OIB wi]l lncirde o regL:loiory ilem in the seiiing

ol future roles, lhe relevonl reguk:lory cssel or liobiliV wcrid be chorged or credrled to results of operotions in tho period in which thot
judr;enreni rs rccde

f, nvironmentsl Lisbilities
\\'e record llobrlitirs ond relcled reculclciy cssets bosed on lhc presenl voiue ol the eslinroled future expenditures io be mcde 1o solisly

ohligoticn: relcled 1c leeccy envircnnenlol ccnlr:ninolion inherilcd rrpcrr our de'merger irom Onlcrlo liydro iir lggQ. These liobiiltles k:ll

iflo M,o mcin cclegofies: llrc monogernenl cf cssels conlominoied wilh PCB-loden ninerr:l oil.s cnC lhe rrssessnrerf cnd remedlotion of

rvork now cnC mcke ossumplions for wher, lle lutrre expenditures will ccluolly be inclrreC rn orCer io cteneroJe lulure ccsh llow informciion.

A lonq-lerrn inflciicn r.ssurnption oi 2% is u:ed lo express our curenl cosl eslirncles os eslimnled lulure erpendillres. Fulure eslliroled IAR

experditures ore expected lo be incurrerl ov,^i"lhe periocl ending 2A2O ar'd ore discolnled using loclors ronging from 3.57%la 4.87"/",

clependi'rg on the cpprcpricle fcle lor the perioi when the pcrlicuior oblioction wcrs recorded. Consislenl with thc sgrrerrt requirenenls ol
fnvironmeri Ccnodo'.s PCB reguicliors, estimoled fulure PCB remediclion expend:lures r:re ex6:ecteC to be rncurred over tlre perioC enCing

?C25 onC cre CiscounleC u:inq ioclors ronr:ing lrom 5 ]A%to 6.25%, depending on lhe opproprir:le rote ir elfecl in the peric'd whon er.rch

c[:ligotion wcs nriginclly reccrCei.

Recordirg c l;cbilrty for sucir lorlg terrn lulure expendilures requires thol mony other cssumpiions be mocle, such cs the nurnber ol conlominoled
properlies onC lhe extenl oi conlcrninlllor; lhe numL:er ol ossels lo be inspeckrd, tested ord miligrleci; oil volun:es; corlorninolion levels of
equipmenl thcl mr:y hr:ve PCBs; crd lhe firning ol work. All loclors useC in deriviilg ourenvironmenk:l liobilities represent moncgemenl's besl

estimoles bcseC on cur pk:nned opproocl cl rneeting currenl legislclive ond regi-rlolory requirements. These requirements rnclude fnvironrnenl

C<;nodo's requlclions governing the mcnoeemenl, sior'oge and disposol of PCBs. l{owever, il is reoscnubly possible that numbers or voiumes

oi contomincled os.sets, cr.rrrenl cosl eslinrcles, iniiolion eslimcles onC $e oclucl pofiern ol cnnuci fuiure cr-:si liows *oy ciiller signilicontly lrom

oirr curtenl ossumplions. [siimoted envircnrnentcl licbiliiles r:ie reviewed onnuolly or more frequenlly if signilict.:nt chonges in regulolion or other
relevcni focls occur. Regulolory chonges ore rellecied when enacled. Estimcle chonges ore occounled lor prcspectively.
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Emplnyee Future Benefifs
We provide lltLrre benefit.r to our current cnd retirei empioyees, includinq pension, grorrp life insurcrce, heolth ccrre r.;nd long-lerm r,iisobiliry,

ln occordonce willr our rote orders, we record pensicn cosis whe n employe r conlribuuons ore poid lo ihe pension fund {the f und) in

occcrConce with the &-'rrsion Bernclil.s Ar:l {Onlorio}. Our cnnu<rl pension contributions in respeci cl 20'1 2 were opproxinrotely $ 
,160 

million,

bosed on on octuoriol vr:lucticn ellective December 31 ,2U l. Contributions crfter 2Ol4 will be bosed on cn octuoriol voluofion effective no
lcter thon December 31, 201C, r:nd will depenci or inveslrnent relurns, chonges ir benefits or ocfuoriol o:;sumpliors. Pension cosls r:re r:lscr

disclosed in lhe noles to lhe Ccnsolidoled Finonciol Stoterlenls on on cccrucl br:sis. The discouni rakr used lo cciculcle the occrued benelil
obligotion, on on occr-uol ficcounling bosis, is cclculoled diflerently lrorn whot woulcj be used lr: deterrnine the lunding requiremenl, oncl

is delerminec eoch yeci end by referring 1o lhe nost recenlly ovoilcble morkei inle.est roies L,csed on AA corporote bond yields rellecting
lhe d;rolicn ol lhe cpplicoble emplcyee lulure benelit plcr. The disccunl rotes r:1 December 31, 2Cl2 decitned k:4.25% from 5.25%
used cl December 3,i, 20,1 i, in coniunctiort with cJecreoses in bord yieids over this pericC. Tlie decreose in discount roles hos resulled

in o ccresponCirg incrense;n liobil:lies for cccourlinq purposes. We r:lso record employee luture benefir cosrs olher rhon pensicn cn cn
cccruoi cccounting bcsis I'he occrucl ccsls ore defernrined by inCependent ocfuories using ihe prolectec benelit nrelhoC proroted cn service
ond bosed on ossumplions thol rellecl rncncgeinenl's hesl estimoles. The ossumplicrs were delermined by monogenrenl reccqnizlng lhe
reconnendoiions ol:ol, cclucries. lhere weie no cir:nqes in benelils nflcrc)ed io employees.

The cssumed reluin on pensicn pion ossels ol 6.25% per onnum is bosecJ cn expeclolions of Ionglerrr roles ol return ct ihe beoinninq of the

fiscol yecr ond reflecls c pension r:ssel irix consislenl wilh the Fund'.i inveslment policy. During the yeor the lurd's target ossel rnix wos 60%
eqrlties, 3lj% llxeC incone ond 5% in oliernctive ossets consrslrng cI reol ersicrle onC inirostructure. Returns r:n the respeciive por$olios cre
delernired wilh refererrco to pi.rbl;shed Ccrrcdicn ond U.S. stock indices ond longterm bond cnd treosury bill inClcel. The cssumed rote

ol ref;rn cn prnsion plon trssels rellecls our icrg-lerrn expe.iclions. We beliove thol this ossr:mpllo:r i.s reosoroble becorse, with the Fundls

clone in the shorl 1crm, lhe pcrir.xn experience oberrolions in octL;cl relurn. ln 20 12, rhe relurn on pension plcr ossets of 9.1Q% wos higher
thor lhis lcngl*rm.rssur-npltcn cnd w,os hiqher lhon in 2Cl I

Yields on AA corporr:le bonds decineC hyopproximoieiy 80-'100 bosis points belween Decenlrer 3,1, 20ll cnd December 31, 2012.

pion r:rd lhe poslr:nploymcat plon. The r:veroll disccrr:l role opplied to cll plors ior liohlllty occounting purpcses os ol Decerrber 31 '2A12

*-o:,4 ?5"/,,

Further, btrsed or dilltrences belwecn lcnglerm Governmenl ol Ccrrcdc ncrninrl borCs o',i reol return bonds, the implieC lnilerticn raie hcs
der-recsed hc:m?.C'l/" pe.:rrr:r1r os oi December 3,1, 2011 1o cpprcxi::-lctoiy i.90% percnnum cs cl Decernber 3i, 2012. Given the

Bcnk of CcncrCr:! cor;-.rnrimor: ro <eep long-iernr inllotiorr belweer: l.O0% crd .3.C0%, monr:gement believes thol the curr"enl impliei rote
is recrscncLle io !se cs c ioro-lerr, cssu.riol:on onC cs such, hos used o 2 0% per arinurn ir';f[:liori rcte lcr li:bility voluclion purposes cs cl
Decamber 31 ?A12

lhe ccsrs ol empioyee iuliLre benefils cther ihcn pensicn ore determired r:t the bcgiilnirq of the yecr. fhe costs ore bo.seC on ossumplrons for
expeclcd clorms experi,:rice orrd lul;re leclth core cosl infiolion A l% lncreose in the hecrlrir core cosl kends would resull in cn increose in

seivice cosl ond ir:teresl cosi cl cbr,rl $17 million per yeor ond on increose i;^r lhe yeor-cnC ohligotion ol oboul $246 million.

Imployee fuil,re b<lnelits cre included in loL:our cosls thot ore eithe r chofeed lo resu]ls ol operctions or ccpilolized cs pcrt ol the cosl ol fixed
and intcneibl-- r:ssels. Chcn{.trs in ossrrmplions will oflect the occruei henefit olrllgr:tion of the employee future bene{ils ond ihe future yeors'
cmounls lhcl will ce chcrged lo our resulls cf cperclions or copitolized os port ol the ccsl of lixeC cnd inlonqible assets.
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Asset lmpoirment
Within our reouk:led businesses, corrying ccsts ol cur ofher ossels ore recoveied ln our revenue requirements ond ore included in roie bnse,

where they eorn o relurn. Suclr ossels would n*-ed lo be iesied for impoirmenl cnly in the evenl thal the OtB disr:llowed recovery or if such

o disollowcnce wos iudged to be proboble. We perioCicolly monilor lhe ossels ol our unreguloled Telecom Business for indicotions ol
impoirment. No ossel impoirments hcve been recorded to dole wiihin ony ol our businesses.

TRANSI1ION TO US $AAP
Accounling fromework for fxlernol f;eportiag

reporting r:nd periodic secutilies {ilings, without becorning a Secrrrilies onC Exchcnge Cornmission {S[C) registront, lor our 2012, 20]3 onC

2C l4 fiscol yeors. As o tesull, cL:i Consolidcted ilroncicl Stclemenls ond occcmpor,ying notes os ci, cnd lor the yeor encied, December 3 I ,

US GAAP rnnuCiteC !nterim Clonsolidoled f lncnciol Slclernerls werc os nt. onC fcr lhe three mcniirs ended, AAcrch 31 ,2C12.

Our corrpony'.s Consolidoted {:incncir:i Slolemenls werc prepored in ccccrdcnce wilh Port V of lhe Ccnadion lnslilule of Chcrtered Accor:ntonts

{CICA) l-'lanCbcok unlil Deternber 3.l, 20'] l. Ccnodicr CAAP rjiiiers in some crecs from l.lS GAAP os ciisclosed in the reconcilrotion tc

US GAAP included ir Note 24 io lhe cnnuol Ccnsclidcted Iinoncio] Slcrlemenls cs ot, oncJ ior lhe yecrr endeC, Decenrlrer 3.1, 20.12.
Descriptions of the effecl cf ihe konsillon Iionr Ccncrrlion GAAP lo l.lS GAAP on our finarrciol posilion, linoncicl perlornonce ond cosh flows

as ot, nnd lor lhe yeor enCed, December 3l, 20 I I cre clso p:cvided in Nole 2,1 1o crr onnucl Consclidoted Fincnclol Stotements lor the

yeor enCed Decembet 3l , 20 I 2. The occourrling pollcies sel oLri in lhe cnnucrl ConsoliCoted Finonciol Slolenents lor ihe yecr ended

December 31, 20 l2 hove beer consistcnily cpplied io oll rhe pericds preserlecl. Tle compcrolive liqures in respect o{ 201 I were

retrr:speclively reslol-.cj eileclive]cnuory l, 2Cl I tc reflect cur cclopiicr oi LIS GA,AP.

Areounling frsmework for Role $etfing
Corsislenl with the OSC's decisiorr to ap[rove oui oiJoplicn cl US GAAP, hivo oi our srbsidiories, Hyirc One Nelworks crnd Hyiic One
Remoie Ccrnlnrlres requeslei thol the CIB crpprcvc the .,rdoclicn ol l-tS GAAP cs the bosis lcr luir.lre role setling ond regulclory occcur:tirr3

cril r*pcrling ir ploce ol ils slcridorC modif leC iiis i:csls. the OiB cpproveC l lydro One Nol'vorks' requesl lo odcpl US GA,AP for its

bosis ior r"cte soliing, cll elieclivcionuory 1, 2C'1 2. We did ro1 ncke .r reqrcsl tc cCopl US GAAP lor roleselting pu.poses on beholl cl our

suhsidicry, ilydrc Ore Bromlion Nelworks. Our subsiciory l-lyd,o Ore Brcnrplon Nelvcrks hc,s thferred ils cdoptior of mcciliei ]iRS lnril the

liscc,l yeor beginnire.Jcnucry t,2A14, cs cllowi-:ci by ilre Ccnodlcr Acr:crrling Stc.dcrds Boord C-r:rrenlly, l-1ydro Ore l]romplcn \eh,ryorks

will conltnlr: lo l-rovc ils f.rk:s sel bcscC on Porl V of tlrc CICA llorlboc< unlil ,l |x:cins rcporiinq undcr moc]if irC llRS.

$e&f f,ovensnfs
Ncne of our lini.;ncicl covercf is were inpcclrd by ,:ur ccnversicr 1o .,S GAAP

lnternol Confro& slrer Firrsnciol Reporfing ond Oisel*sure Confrolr snd Procedures
OLrr lronsrlicn to LIS GAAP CiC not result ir cny srrnilrcr:ni ravisionr lc our jrrlcrrcl conirols r:ver fincnciol repcrling cnd riisclosure corircls
onC procedures.

finonciol Repcrfing fxperfise
Given the similcrities bcNvoen lls GAAP oncl Conr:dion GAAP {or ou! .ompony, lhere hos olso been no signilicnnl imooct from the ircnsition

to 1.lS GAAP wilh rcspect lo linonciol reporlinc cxperlise. OLLr LIS GAAP troininq elforis hr:ve becn focused on s;:eci{rc creos of diffcrence

behareen the ilaro occounling honreworks cnd lhese ellorls hove been lr:rgeied tc specifrc Iir-ronce stoff, senicr execulive moncgemenl ond

the Audit crnd Fincnce Ccr::nillee cl oui Bocrrd ol f)irectors. We contlnue lc provide r:dditicn,:l kcininq to our olher frnonce ond operolronr:l

s1olf, concentroting cn comrnunicoling lhe key Cillererces belweer Conodion crC US OAAP ct o level of detail thcrl is cppropriote lo moet

iheir respeclive neecjs. Drring 2C13, we will ccnlinue lo focus our LIS GAAP lrcining on now occounling ond reporting deveiopmenls ond cn

emergine issues.
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lnformution Sysfems

Civen lhe similorlres be[^,,een l"]S GAAP ond Ccncdicn GAAP we did nol experience ony signiliconl irnpccls from the tronsiiion lo US GAAP

with respecl lo our inlormoticn systems.

trRs
Prior lo our <rdoplion ol LIS GAAP os the bcsis lor our occounling, extern<rl flncnriol reporiing cnd periodic.:ecurilies {ilinqs, we Lod plcnned
lo cdcpl llRS ellective.]onuory 1, 20,l2, with ccmpcrolive reslolemenl ol our ?Cl I resulls. Accordingly, by mid-201 l, we hcC substoniively

compleled our fourphcse IFRS Conversion Proiect, rvhlch included sepcrole diognoslic, desiqn cnd plonning, solution deveiopment, crrC

irnplementolion phoses. Our IFRS conversron pro]ect involved, omong olher rniliclrves, a detoiled .rssessment cl the elfects ol l[RS on our

finonciol reocrlrng ond disclosure conlrols cnC processes. crs well os koining of our ley {inonce ond operotiorr:l stoll.

As c result ol cur 2Cl I declsion ic cCcpt US GAA| our IFRS Ccnversicr-r Prr:jecl eilcrts were eilectively hclted. Howevcr, our IFRS conversion

work hos been, cnd will conlinue lo be, moncgeC in such c wcy thr:l it ccn efleclively be reslcrled il o fulure tmnsilion to lIRS is reqrired.
We conlinue b moniior moior cccornling developrnents orisinq lrcm iniliclivos ol lhe internolional slondcrrd seJlor, pcrfi.u crly os severol mcrior

proiecls cre joint elforls wilh the US Iincnciol Accounting StcnrioreJs Botrrt].

Troining ol our key Iincrnce ond operolionrl sloff commencedin 2OC/, ond corlinues on c rcciuced but ongoing br:sis, os we hcve certcin

suhsidiories thol ore required lc prepore ilrerr own sepcrote llncrrcicl slcfernenis in ocrordcnce w,ih if RS. iitils lrclnlng wos clso previously

proviCeC lc our Audit ond Finonce Cornrnillee cnC senior oxeculive mcnogerfienl. l* 20lll, we will conlinue lo rNCnilc. rew liiRS occr:unlinq

cnd reporling developments cnd emerging issues orrC wili provirje lf RS rrcining io :peciflc slcll os oppllcoble

lVe corlrnue lo rronilor lhe poienlicl impoci thol cn ltRS ccrrversicr cculd hove uncier vcrriou..,srenoiru:.

OL;r new i;norciol syslems were Cesicneo with moximum lexib liy given 1le urceilil nl.y' oi rhc oulcon:e cf cerlcir i.rpcctive 1,r\SB 6rrr:1ects.
Our lincnclcl sysfens hove tie ol:rliV ond ccpcci! io hcnCle crrreni cccounirnq ond reporlrne Drccesses in occorCcnce wih lf RS, sic.ld
lhot be required in lhe fulure .

olsct*sukt coNrxols ANU rNTIRNAL cCINlRor5 OvrR ftNANelAL [EpORTtNG {lcrR}

lhe Cesign phcrse complele, $e CIS Prc]ecl is crrrenily in lhe syslerri i,rlegrolron phosc. lniernol cr:nlrols hcve L:een cJocunrented ond will be

ossocicrled wilh our ClS, ne conlinuo lo leverr:ge our oiher SAP erlerprise syslems to gain other produclivily improvornenis.

ln complionce with the requiremenls ol Nctionoi lnskumenl 52 
,109, 

Cerllficr:tion of Disclosl,re in lssuers' Annuctl and /nterim Filing.s, our
Certilying Ofiicers hcve reviewed cnd ceriified tfre Ccnsolitjoted Fincrnciol Slclenents br the yeor ended December 31, 20 12, toctether

pr-ocedures {DC&PJ have been designeC 1o proviCe reosonoble ossurcnce }hol molerio} inlcrmolion rel<rting 1o our cornpcny is mccje knowr
wilhln our compony. Bosed on lhe evoluolion cl the Cesigr crC cperolion o{ our DC&P our Cer-li\,inq Officers concluded ihol our DC&P

reosoncble cssurorce regorCing tire reiiob;lity ol fincnc;ol repofting ond tie preporoticn ol ConscliCoted llnonciol Stotements BcseC cn the

evoluoiion of lhe design orC operoling ef{ecfivene:s ol ol, comr:onys lCFR, c,ur Cerriiyir:q Oif;cers coriluded thcl our lCFR wos elfective
os ol L)ecernber 3,l, 2012.
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MAI..IACI,\1TN I'S D]SCUSS]C\] AND ANAIYS]S

i'r' c'o-d i),'. , -o, . 3l 'r ' , o dollars, except ofiounls per shorel

$EITCTED ANNUAL INTONM TION

The lcllowing loble sels lorth oudlted onnuol informolicn lor eoch of the three yecrs e nded December 3 1 , 20 I 2, ?0I I ond 20 I 0
This informotion hos been derived from oL:r oudited onnuol Consolidoted Fincnciol Stotements.

Consolidoted Stetement$ of Operations

201 2 20r 1 2010r
Revcnues

Nel income

Bcsic ond luliy diluted eornings per ccmmon shore

Cosh dividends per comrnon shore
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I 008

17,3,4A
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oult(}(}K

underlolen by our enrplcyees cnd conlruclcrs, scfe! remoins our lop priorily. We will ccniinue 1o focus cLn.fccllnq cr in]rryfree workploce
cn<j mcirrlcining public sclery through severr:l heolth crC sr:fe! iniliciives.

We wlll conlinue lo locus clr ellorls to imnrove cur cuslorrors' soiisioclicn by meeling the uniqle needs ol oL-,r Civersr cLrslomor hr:se through
dioloct're ic unCerslcnd lheir needs We will insioll innovr:live soluticrs llrct inrprove lhe reliobi i! crcl efi ciency ol tir: 1rr:rsnission ond
distribution syslems cnd provide our cuslomers rnore ccpr:hiiity lo nonoge lheir ow,r costs. A ost irrpcrlonlly, *e o,e iocl,sei or.r beconing
the clstorrer's lrusled advisor by proviCing cccess lo specicrlized energy conservclioll leonls to discirss lhe cuslcnrer's oppcrlunlios lo lcwer
consumplir:n, ond lhrough the lse cf o specicl leonr ol oeenls to hondle Cistribuied ger.rotJr r qri.L , :nd r.lr .:.nr:rls

ossei arge. Our locus is lc odCress cging infroslrr:cture, ond lo moke needed osset replocenreni onl irninlercrr:c rrveslrrerts, lc rncinlcio
curreni ond lu!ure sysien relicrb;l;t'7 lor cuslomers, wiihin lhe poiicy set by the OEB. We will invest ir technoicgy ilrol rviil provicie us with
reol lirre cssel condilion ond petlormc:nce dok: giving us the visibiliry lo mi:ke osset oplimizclicn iire-r:ycle cler:isions, ond oppcrturilies
lhrorgh plonning ond scheduling Cotc lo improve moterir:ls procuremenl r-:nd to depioy work crews 1o belter mur.rqe wcrk prolJror1s to rneel
cusbrner neeCs

h is expecled thol the implementction ol new ossel monogemenl tools, such cs Asset Anoiylics ond Assel Invesiment Plcnning, will enhonce
risk-bosed inveslmcni plonr-ling, which considers such lcclors t.rs cssel conCition, sr:fery, performonce, syslen'r funclion, cr.jstonrer impoct, ond
slolulory requiremenls oilowing for t<rrgeted investmenl.

'Bosect on Conod,cn GAAP US GAAP re:ults wculd nor citfier sign iicortly.

We wlll olso conlinue 1o sirive for prcCuctivily through efliciency onC effeclive mcnoge ment ol ccsts, which ls key b cchievinq volue lor our
customers cnd our shoreholder.
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Over the lasi lour yeors, we hcve reploced mosl oi our core informoiion technology syslems with cn enferprisowide lf systern. We will leveroge

lhis inveslrnenl crs tr plo$orm lor lurlher elleciiveness onr! elficiency ecins, including enhoncemcnis irr skolegic soi:rcing. Further developmeni
of the existinq lT ploi{orm will provide tools which ore being developed to ollow our compony to ellectively plcn crnd repriorifize work ond
inlegrole cuslo.ners' needs into mulii"yeor invesknenl plons. The oulcomes ore consistenl with the C[B! direction in its new Oulct;mes-Bosed

Approoch io regulolion.

We wiil be implemeniing fhe new CIS in 2013 thct wiil inprove cuslomer service ond corporcle produciivi! by cllowing the ecrlier investments

in SAP to operole os cn inlegroled plctfc,rr. ln oridilion, lhe lirsl elements cl lhe nexl cenerolion of wor!. delivery tc; be introduced ihrough

lhe Workflow ol the F,;ture Proerom in 20 l3 ond 20,14, ond the u.se ol iniormoiion wilhin the SAP sysierns, cre expected to imp:rove

fleld'level producliviry,

\ /e r:re plonning signiicont invesimerls ril konsmission cnd distribulion inlrcstruclure ond we will conlinre lc lcc-us on tlre operolrng cnd
economic perlormonce ol our ccr*- ulillV operotions in lhe provision of sol--, cosl-efleclive snd relioble eleckicity deliveiy s*-rvices lo our

cuslomers, ond in provlCing increcsing enlerprise volue lo lhe peopo ol the province ol Onlerrio. Produclivily, volue lor money cnd inrproveel

employee onC cuslomer communicolions will be key crecs cl focus. We rvill conlinue lo .cnnecl cnci supporl DG cnd inveslmenls mcCe

col,siilenl with the iTEP

Signilicont oppcrlurily resides with smcrl melers ond the prolilerolicn of cn ADS, inclutjing energy eflic;ency, derncnd response ond distributed-

resources technologres. We will invesl in the developme nt ol on ADS cnd reioted grid mcdernizoliorr stondards, cuslomer denrontl w,ork

{conneclions cnC upgrodes), smorl rfielers, DC) ccrneclicns, incluCirg stclion r:pgrcCes, proleclrcn ond controi, new lines crrd some

conleslchle work, ior which the Compcny will rrc*.lve copircl conlributions. There is ilttle llexibilrly to reduce thi.s wr:rk cs mosl ol it is cuslomer

demond driven.

As port ol oLrr new ADS, c new DAAS will provide c mr:nilorirg cnd cenlrclized corrlrol ce;pobili! sirilor to thol which oireody exlsts ir the

ironslnlssion system, ond in seiected orecs ol lhe dislributicn systerr. The new DAIS wos inkcduced ir tie Owen Sound pilot oroc crri ll r,,ill
be expcrded over limc, os wcrr-onleC. [ufure enhcncenenls wili r:lsc irilec]r'ote ttro Orlcge Response Alonc;qemenl Systern wilh lhe Advr:nced
A.4eler inlroslructure {i.e. smorl nelersl onC wiih lhe DllS, 1o reduce System Avernge lnlerruplion Dlroticn lnCex cnd System Avercge lrlerruplion
Freqr.;ency lndex.

Tho oclucl ilrning cnC expendilures in cur business plcn cre preCicoted on obtoining vcricus cpprovols inciudlng. OIB upprovols nnd

wilh First Ncrtions cnd A.Aetis ccrnmuniti*-s.

As stewcrds ol significcnl electrici! ossels, we ore commi:1ed lo the prciectiorr ard suslcinrne nl ol tl-re environmcnf lor Iufure generotic;ns.

We ore working hwr:tds being on environmenlol lenCoi rn o,l: induslry, by Cislribuilng clecn onci renewnble energy, by upg;rcding our

eleclricl! grid, by minimizing the impccls cl out own cperr:lir:ns, nnd by ensuring thr:l envircnmentcl loctcrs ore ccrsrdered in moking our

business decisions.

Key enoL:le rs cl lhe successlul implementalion of our wcrk progrcms ore our humon crrd molcricl resourcing slrolegies. Ol; humcn rosourco

skotegy is locused on hir;ng through our cpprenliceship progrom ond o,-rr ossoc'clior wilh universilies, colieges ond our unions, cs well os
skiils develr:pmen1 ond relenlion, including ecrlier identrlicolion cnd more ropid developnrent ol stofl who demonsirote n oncgement potentiol.
Elfective use ol humon resouices cnd ensuring correct skills will be crilicrl lc oltoining the bolonce belween meeling ihe asset needs or:d
mitigoling role irxpoci cn the cusiomer. Although our work progrom is ossumed to grow moderolely over rhe 2013 ond 2Oll yeors, rc
increcse in regular stafl numbers is onlicipoted over lhnl period. With regord b mclerials, we ore seeing o need for increosing leod limes ond

costs os mcrkel shorloges emerge globolly. Consequenlly, moleri<rls sourcing slrolegies continue to be developed ond implomented lc, ensure

the ovoilobility ol moleriols to supporl our work prollroms.
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lVe remcin commifted lo o prudeni ond meosured opprooch to dislribution roiloncrlizolion. We hove considered cnd will continue lo conslCer

ond respond lo opporlunilies lor ocquisilions or diveslitures, on o v,:lunlory cnC commerciol bosis. Our plcn does nol include fundin{r for IDC
ocquisilions or ossume ony disposilion ol our service lerritory. These opporlunities wlll be monoqed cs they orise. Our plon olso dces ncl
incorporole any proiecls relaled io compelilive lronsmission. l-lowever, cs leoders in lhe secior, we plon io bid on key proiects. The O[B noles
in ils trorneworl lor Ironsmission Pralect Development' Plans lhol where prcjects cre olherwise equivolerrl or close in olher lociors, ir:lcrmolion

such cs soci*econonic benelils, jncludinq Firsi Nclions rnvclvemenl, could p,ove decisive in cr r:ompelilive biC As such, tirsl Nctions
irvclvenenl in competitive bids is iikely to become more prevoient.

APPOINTfiINT OT {ARMINS MARCTIIO
OnNovember ]4,2A1?,ourBor:rCcf Director:oppcintcdCcrrnineA,4orcellolotlrcrole clPresidcrrt ondChief [xecuirve Olf;ce1 efleclive

icnuory l, 2013 Mr Morcello cssurnes his respons;bilities foilowing the plonned relircment of out.toing Presidenl cnd Ch,ef Execrtive O:flcer,
louro [otmuso. llr. A4crcello hcs cver 25 yeors' experiencc wilh r:ur compony os c serior execulive, slrotegic plonner on<j odv;sor cn
lrcnsmission ond disiribution utiiily processes in the electrlc utillty industry.

APPOINTN,ITNT OT YIUAI PAYRI
OnDecemberb 2C)12,Yezdi Pcvri wost.lppcinlecltoourBocrrCol Direclors.AAr.Pcvri iscChcrteredAccounlcrrlcndcrlcrmerVicerChoirmcn
of Deloitte Conr:do. AAr. Povri currenlly holds lhe pcsition ol Chcir ol lhe llocrd ol Truslees ol the Llnited Wcy oi Toronlo.

rOR\A'AR}.LOCIKING STATTNilE NTS AND I N TORfiIAII O N
Or,rr orol cnd wrillen public commlnicolicns, including this documenl, ofbn contoin forw'crrd-lccking sfolomeni$ thot cre bcsed cn current

expeclirlions, ostirficles, forecclsls ond prolecfions oboul our business onC fhe industry in which we operote, ond incluCe beliefs ond
ossumptions mcCe by llre monogement ol our cor-npcny. Such slclenerls irrciLLde, bul ore nol linrited tc: slolemenis r:bcL.rl our slrclegy, including
our slralegrc obieclives; slclemenis reclcrClng our lrcnsmission r:ncl Clstribrlicn roles; sloiemenls regording lood chcnges ond cssccicled

regording cneigy'relofed revenues tnd proiit ond lheir lrend; slolerne:is relcteC io ihe GEA, the IPSP oncj ihe A,1ir:islry! tTEP crd Srpply i\Aix

Direclive, ilcluCing odditionol inveslmenJs orising iherelrom ond lhe timinq ord conlenl ol OPA recomnenclolions; stctenents regordinr] oil

octivrlies, slolenerls regcrding our molLrrinq debt; stolements regcrCing our ongoine cr<J plcnred projecis r:nd,/or inilialives lrrciudin.t tlre

expecled resulls ol llrese pr-oiects onC,/or initiotives ond lheir compietion dotes; expecfclions regcrdinc the :ecovertrbiliry cf ir.lrge copitol
experCillres; slolemenls reqcrding expecied lulure copitol onC developrnent expendilures, lhe tirning ol these experrclilures ond our invesimeni
plons; siolemenls regording conkoclucl cbligotions ond olher cornrnercicl cornmitmenis; stotemerls reloled to the OEB, includinq lhe renerved
regulolory lrcmework <rnd revenue decouplingl, slotenenls regorCing fllLlre pension contributrons, cr.:r pension plon cnd cciuorial vcluolion,
slolemenls oboll our oulsourcrng orrcngenrenl with lnerci; slclemenls relcling lo US OAAP crd our odoplion ol US GAAP; stcterrents re5;crdir.lg

our lroining onC ccnversion plons, slolemenis relcied to our oqrcer.ent wilh ihe SON; slcrlemenis reloted to olr outlool< intluCing slolenrenls
regorcJino our r:pprocrch lc: dislribullon roiionolizotion; cnd sfclements reir:ted lo ihe flT progronr. Words such os "expecl", "finlicipale",

expressicns ore interded to ldenlily such forword-looking slolemenls. These siolemenls cre not qucrontees of fulure performonce ond invclve

is expressed, implied or forecosled in such forword-looklng stotements. We do not intend, ond wo disclaim ony cbligolion, lo updcte ony
forworCiooking slolements, excepl os required by low.

These forword'lookino stotemenls ore bosed on o vcrielyof foclors ond ossumptions includinq, bul nol liffiited to the lollowing: no unforeseen
chonges in lhe legislclive crnd operolino lromework lor Onlorlo's electricity morket, fovourcble decisions lrom the OEB ond clher reouiotory
bodies concerning oulstonding rcrfe r:nd olher opplicolions; no deloys in ol:loinlng required opprovols; no unloreseen chonges in role crders
or rote shuctures lor our Diskibulion ond Trcrnsmission businesses; o sloble regulolory environmeni; no unlovouroble chonges in environnenlr::l
regulotion; ond no sioniliconl evenl occutrirg outside lhe ordinr:ry course ol blsiness. Ihese ossumptions cre bosed on inlormolion currenlly
avcilc[:1e to us, includinq inlormotion obtoined kcm llrird'pcrly soLirces. Actuol re,sults mcy diller moieriolly from those 5:iedicted by such
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This A D&A is dcted cs crl Februr:ry 14 ?013. Addliionol inlormotion obout our compony, including our Annual lnformotion Fcrm, is ovoiloble

cn SEDAR cl www.sedor.conr.

conditlon ond cur cred;t stobility rnoy he molerioily odversely ollected, Foctors ihot could ccuse cciucrl results or oulcornes io dilfer rnclerialiy

kr:m the results expres.sed or implied by lorwcrdlooking stoloments include, omong olher things.

r the in:pocl ol the GIA ond ihe Province! long-Term Energy Plcn, inciuding unexpecled cxpendilrres orising lherefrom;
r lhe risk ficl unexpecieC copitol expendiilres moy be needed to supporl renewo[:le generclion or resolve ur:{oreseen technrcol issues,

r the risks ussocialed wlth the impending expiry of our colleciive ogreenenls wilh bolh the Sociely ond the PWU;
r the risk lhol previously gronleC regulolory cpprovols n:oy be sutrsequenrly chcllenoed, <rppeoled or r:verturned;
I lhe risks cssocisled with lhe O[B! competilive lrcnsrnission proieci developmenl plcrr ng p,o..,ss,
. public oppcsition to ond deicys or deniols of the rcql;lsile opprovols cnd occomnrodoions {or our pkrnnei projects;
c the risks cssocioted with being ccntroiled by the Province including the o*ssibillry thct lhe Prcvince mcy moie declcrolions pufsuonl 1o

lhe memorcr,Cum ol ogreenlenl, cs wei] os potenliol conflicts of interesl tlrr:l moy crise behnreen r,s, ihe P;-cvrnce ond relcrteC pcrlie:;
r lhe rsks associr:teC wilh beinq subiect to exlensive regulolion including rls<s ossocioleC wirh OFB ociior cr inoclion;
r unonlicipoicd chcnges in electricihT Colrond or in our cosl.:;

r lhe rsk thct we ore nol oble fo crrcnee su{f icienl cost.effeclrve fincncing io repcy rnclurine d*bi ord lc LncJ ccpitol expendilures

ond olher obligotions;

lhe perlcrncnce ol our oging csset bcse;
; lhe resulf cl regulcrtorv decisicns regordinr: our revenue requirenenis, cosl recovery crd roles;

for iosses resu]1inq from lhese events;

r future inleresi rotes, iuiure lnveslrnent relurns, irllctiorr, ond chonces in berelils cnC octL.;criol rlssumpiicns;
r lhe rs<s ;eloted lo our wcrklorce Cemoorcphic cnd out potenticl incbllity tc ctkccl crd relcln cuolilied perscnnel,

lronsilicning key enlerprise lT systerns;

r the ilsk thct llre ;:resence or relecse of hczcrdous or hcrmJul subsicnces couid ieocj lo cicirris !y 1l:iri pcrlies ord,/or
qovernmentcI orders;

, the rlsk lhct fuLre environmenlol expe ndilures oie ncl recoveroble in lufure elec:ricihT rotes;

r the risir thct it mcy be deternrineC ihol exposllre lc eleckic oncJ mognelic fieids erncnoiing from powcr lires r.rr:d other eleciric sor:rces

rncry ccuse hcoith probienrs;
r the risks ossociotei will chcnoos ir inleresl :cles;
r the rlsks of counlerporV delouli on our ouislonCirg derivaiive conlrocls,
r lhe risis crssocir:lccl willr r:urrcnl ccoromlc uncerlcinly ond linunciol r,rorkel volotill].l;
I lhe rrs< thoi our long-1erm credil roiirg wcr,ld Ceie riorlle;
r lhe risk lhoi we rncy ircur :igniliccnl cosis ossr:cicled with ironslerrinrl assels locoled on lnCion lcnds;

Firsl Nolions anC Al6tis hove oborleincl, trecly or olher legol cloims;
. lire poleniiol thol we rnolr incrr .-.igni{iccni expenses 1o reploce so.ne or cll of ihe funclions cur;-ently cursourccd il our cgreene nl wilh

lnergi is lermincleC, cld
r the impcct ol the owrrership by ihe Provlnce of londs underlying our trcnsmission syslem.

$le coution the reoder thol fhe obove list of loctors is not exhouslive . Some of these ond olher fcctors cre discussed in more cietoil in the seclion
"Risk A,Aonogement crnC Risk Fr:clors" in this AAonogomenl! Discussion ond Anclysis {A D&Al. You shoulC review tlris seciion in deloil.

ln odd;lion, we coution lhe reoder lhot informcfion provided ;n ihis MD&A regording our ouilcok on certcin motters, inciuCing luiL;re

expendifures, is provided in order lo give conlexl lo the nolure of some of our fL:lure plons ond moy not be oppropriole for oiher purposes.
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MANAGTMENT'S
RIPORT

The Censolidcted Fincnciol Slc;1emenls, f,/ronooementt Discussion ond Anolysis {NID&AI ond reloted lintrncicl in{ormolion presented ir this

Annuol Report hove been prepored by the rnonogement of HyCrc One lnc. {Hydro One or lhe Cr:mpr:ny}. A4onoqenrent is responsible for

the integrily, consisiency ond rel;obll;ty cl oll such inlormolion prosented. The ConsolidcteC Fincncini Stotements hove been prepored in

occordonce with Uniled Str:tes Genercily Accepted Accounling Principles crnd cpplicob:le securlties iegislotion. The AAD&A hcrs been prepcrred
in occordclncc wilh Nctionol lnslrumenl 5I ,]02, 

Porr 5.

The preporolion of the Consolidcled Finoncicl Slclemenls r:nd informalion in the MD&A involves lhe use of esiimotes ond ossumplrons bcseC
on n-ronogeirerris iudgerrenl, poriiculcrly when lrcnscclicns olfeclir.q the currenl accouniing period ccnnol be [inclized with cericinlv unlil
luture periods. Estlmoles ord ossumplrcns i:rc hased cn h;sloricol experience, r:lrrenlcondilicns ond vorir:us olher cssumplions believed lo be
recscncble in lhe crrcumslonces, io,'ill criticcl rnolysis of the srgniiiccnf accountirg policies iollow,ed by the Conpony cs described in Ncte 2 l<:

the Corrsolidoterl Flronciol Slolemenls. The preporotion of the Consol;doted Iinoncio] Slctements ond the MD&A incluCes inlormolion regordinq
the eslimoted impccl ol lllure evenls crd lrcnsoclions. The AAD&A olso includes informcrfic,n regcrding sources ol lrquldity crd ccrpilol resources,

lL:lure evenls onC circumslonces mcy fiot cccui cs expected. The Consoiidctecl Flnonciol Slolenerrls ond MD&A hove been pr<;perly prepcred
wilhin reosonoble iirnits cl rncterioliry oncl in lieht ol ink;rmoticn up to Februcry 14, 20.]3.

cor:trol cnC internol oudil.-lhe system of intc'rncrl r:r:nlrol inciuCes c willlen co!-porole conducl policy; iniplemenlcrlion ci o risk monogemenl
lromew'ork; elieclive seereoclicn cf dulies ond delegolion ol culhcrilies; ond sound cnC consennlive occounlifq policies thot ore regrlcrly
revir:wed. This slruclurc is desigreC lc provrcie reosonobk: cssurcrce lhci cssets ore solegucrCed r:ni thct relioble inlormolicr rs ovciloble on

cnrj Finonce Co;rrnrllerr oi t!e llydro Ore Boord ol Direclors, cs required.

'ine 
Corsolidoted Iircrc]rl Slclernenls havc boen excrnrnec by KPIIG LL-P, independent externol or.';dllors cppointeC by tlrc Hydro On-.

BocrC of {Jirrcfc,rs fhr exlorrol cudilors' responsib;1it,r is to oxpress lheir opinion on whether lhe Corrsolidcted Iincncio] Sloiements ore loirly

I c- r' j'C r .l- r

ihe ilydro Cne 3cttC ol Drr-'ckrrs, throucir iis Audri ord Firronce Comrnillee, is responsilrle lor ensu:inr; lhct menoqemcnl fullllls its

ie:ponsibilities lcr linoncicl recorline cncl ;nte.ncl contTol.-.. ihe Audit ond Finonce Ccmmitlee of Hydrr: One me1 periodicclly wirh rnonccement_
ihe internol r:udilors criJ l!e exlernc oudilcrs lo sotisly itseli thot eoch group hod properly dischcrged i1s respective responsibllity cnd lc review
ihe Consclirjoted Firrcncicl Slotrmenis beloie recommendi.e cpprovol by the Boord cf Directors. The externol ouditors hcd direct crC luil
occoss 1o tie Audit rjr,C lincrce Cornmittee, wilh ond withcut the prese nce o{ rnonogeme nt, to discuss their cudil cncJ their {indings os lo lhe
irrr:qrily cl ti,- ll,rorr:irl r,-.porlir:q cnd lhe eflectivcncrss of lhc.:yslen o{ inte,rrol conlrols.

l'he Compony's President r:nd Chiel Execulive Olficer onC [xeculive Vice-Presidenl and Chief Finonciol O{licer hove certilied l-lydro Ones
onnlol Consoladoled l-inoncicl Slolcmenls cnC onnucrl AAD&A liled undcr provincrcll securilies leqislolion, relotco'dlsclosurc controls <rnd
procedrLres ond fre desigr ond elfectiveness ci reloled inlernr:l controls over fincnciol reporting pursuonl lo Nolionol lnslrumenl 5?-109

On beholl of Hydrc One lnc.t monogernent.

k-wL#
Cormine }lorcello
P,esidenl ond Chief Exetutive Olfir:er

$ondy Shuthers

Chiei Adrinistrotion Officer ond Chiel Finoncicl Oilicer
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We hcrve c,.uclitcd lhe cccrmpr:nying consolidoled linnnciol stolerienls of Hydr-c One lnc., which comprise the consolidoted bolonce sheels

os ol Decernbor 3'1, 20,l 2 cnC December 3l , 20,1 I , lhe consoliCcleC slotemenls of operolions ond conrprehensive income, chcnges in

shoreloider! equi\, ond cosh llows for the yeors ended )ecember 3.l, 201? crnd December 31, 20 I l, onC noles, ccmpr sing o surnmory of

siqniliconl occoL;nl; r g l.rclrcies crnrJ clhcr explonobry inlcrmction

Monogemenl! Besponsibiliry. for lhe Consolidated Financiol Slolernents

ALcrocerneri is responsible for the ;:reporclion orrd fcrir presenlclion cl these ccnsclidated fincncicl siolemenis in occorcicnce wiii: United Sloies

Gcrerolly AccepleC Acccurling Principles, ond lcr sL.ich irrlerncl conkol os rnenoqe rnenl dele rmines is necessory lo enoble fhe pre pcrolion cl
cc,nsc,lldcted linorcicrl siolernenis ttol ore free lron nrcieriol misslctemenl. whetl-;er iue ro iroud or error.

"Audilors' Respan sibility

Our resporsibiiiV i: to express on opinion r:n lhese corscliioied fincncicl stalemenls btrsed cn our oudils. We conductei crr ou<Ji1: in

occcrConce rvith Corccliorr genorclly occeplei auditing stondords. Ihose slondords require thcl we conrply lvith elhic<rl requirements ond plon

ond perlorn ric ouiit b obtoin reosorrcble cjssu.once cboulwhelner the consolidoled linonciol slclemenls ore lree kom moleriol nrisstr:lemenl

Tirr: proce-.dL;res sriecleC deper;C cn oui iudgment, irrcluding lhe ossessrncnl ol the risks of rncrleriol misslclemenl of the consolidoled iinonciol

slcle mef ls, whelher Cue 1c i:ouC or error. lr mr:kinc lhose r;sk ossessrnenls, we consider inierncl conlrol r'elevcnl to lhe enlily's prepcrclicn

crnd loir presentcticn of iie corsolidclecl linonclcl slolernenls in order lo desigr crdil p:ccedures thcl crre opproprcte in fhe circun:slonces,

br.l1 nol ior llre purpose cl expressilg on r:pinion on lhe ellecliveness of lhe enfily's irlernol conlrol. An cudil clsc includes evoluoting the

overoll proserlolion oi the corsclirlrleC f;ncrncicl slclemenls

To the Shoreholder r:l llydro One lnc

Wc beiicvc ihcll!e cud t evicience we hc,re rbtcinecl in cur audifs is sulilclent o"d opprcpricrle 1o proviCe o !:osis lcr our oudit opinion

INNTPTNDINT
AUDIIORS' REPORT

t&S laP

Torr:nlo, CcncCc

Iebrucrry 1.1, 201 3

0pinion

HyclroOrrclnc.c:solDecenber3l,20 l2ondDecember3l,20ll,onCitsconsolidotedslulemenlsolopercrticnsondcomprehensive
income,chorcesnshcreholder!erruilyundcoslr llorvslorlheyeorserdedDecember3l,2Cl2cndDecember3l,20llinocccrdonce
wiln Unifed Slcles Ccnercily AccepteC Acccunling Principies.

Chortered Acccunlonls. Licensed Public Acccuntonls

HYDRO ONE ANNUAT IIt,'ORI 2O]? 4?
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CONSOLIDATED SIAITMTNTS CF OPERATION$
AND COMPRTHTNSIVT INCOMT

CONSCIlDATID FINANC]AI SIAiTMI NIS

va6, 6rf--c/ )ecr..tbct J I ,- .o.. ,,, dallars, excepl per sllore omounis] 2012 201 I

Revenues

Distrlbution {includes $ l 55 reloted porty revenues; 20 l I - $ 1 55) lNore i 9l
Tronsmission {includes $1 ,482 reloted pcrtrT revenres; 201,1 - $1 37?) /Note /?
Other

4,.l 84
I,482

62

{Note 24)
,X,0 I I
1,389

63
5,72S 5 ,471

Corts

Prrchcsed pcwer {includes $2,40S relored port,, costs, 201 1 $2,4271{Nore Igl
Operciion, mointen<rnce cnd cCminiskclion /Ncte /91

2.,77,,

I.0/t
659

2 b2B

1,092
6r6Depreciolion onC onorlizotion /Nole 4

4,$04 1,,3 36

lncome before finaneing chsrges and prcvision for
p{ymenk in lieu of eorporof* iscome }oxes

Finoncinq choroes /Note s)
1,2r4

35&

1,r35
3,14

lncome before provision for poyments in lieu ol corporoie income lsxes 866
lzrProvision lcr pnymerls in iieu ol corporole income lcxes lNctes d, l9J

741
t-50

Net income

('l: - o^

v45 641

Comprehensive income v46 641

Bosic ond fullv diluted eorninqs per common shore /do/lor.sl illote l7l r,2&0 6 228

Dividends p€r common shore declared ldol/orcl /Nore /Bj 3,523 r 500

.Se: ccconrpcryintl notes b Corsclidoied l'lnonciol Stcicmcnts
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CONSOIIDAITD IlNANCIAI 5lATtM[I\TS

CONSOTIDATTD
BALANCE SHTTTS

Decenrber J I /millions of dollorsl 201 2 20il
Assets

Currenl ossefs:

Shcrl-lerm inveslments fNote l2J
Accounls receivoble {net cf cllowonce lor doubt{ul occounls - $23, 201 I * $ I 8} INore Z
Due kom relcled p:crties lNoie I9]
Regulotcry ossels lNcte IOJ

A,4olerials ond supplies

Delerred income lcrx cssets lNote 6l
Derivclive inslruments /Note l?]
Other

lNare 24)

I95
s45
l5{
29

IJ

I8

tt

228
BO5

t56
,)/

25
l9

I

t9
1,286 1 277

Properly, plont onC equipment /Note 8l
Prcperty, plcnt cnd equipmenl in service

less. occumulcted depreciolicn
2?,650
8,t4$

2 r ,008
7,679

Conslruclion in proeress
t...^ ll ... 

-. .l t.t spcres

I4,505
1,055

147

r3,329
I ,436

r38
15,747 14,903

Other long'term ossets.

Reguiclory crssets iNote i0]
longlerm inveslmenl /Note.s i I , 12, la)
lnlorgible cssets {nel cf occumrir:teci cniortizotion - $3C5; 20.l I - $?571 /Nore 9l
Gooclwill

Delerred debt ccsts

Derivolive inslrlmenls /Nole I2l
DelereC inccre lcx ossets /Note 6/
Other

3,098
251

2&7

r33
34
IO

l4
2

1,966
25C

?24
r33
:j2
33

)/
l

3,&18 2,656
ioiul o;setl 20.s r I 18,835

See oclornporying rctrs /o Corsoltdoled l ironciol SiotcmenLs.
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CONSOLIDATTD
BALANCI $HffTS {continued}

CCNSOI IDAItD FINANC AI STATIAATN]S

Decerr,ber J 1 fmril cns o[ do/lors, excepi number of sAoresl 20:2 ?0il
l"iobilifies

Current liobiliiies:

Bonk incjebtedness [Nole I2l
Accounfs poyoble

Accrued liobilities lNoies 6, 14, l5l
Due lo reloled oorties lNole l9J
Accrued inlerest

Regulotory licbilities /Norr: I0l

lNate 24)

Lonq-lerm debl p:1 rb . n '-:' , y-o' ,\oi,s t i, t2)

?O

l5l
575
342

B5

25

600

82
I40
582
25/
95
40

600
I,156 8?0

Lonq lerm debt {inciudes $769 meosured ct loir vclue; 201 I - $783) lNores I l, l?J 7,879 7,408
frlncr ionq le{nr l,OD l.!:

Posi-retirernenl ond post-employment b*-nefit liobil;ry /|./ole /4J
Deferred income tcrx iiobiiilies /Note 6J

Pensicr: benelil liobiliry lNore lAl
frrvironmentcl liobtlilies lNore l5J
Regulotory liobil;ties fNo/e IOJ

N ^^ 't 1, i .. " '

Assel relirernenl cblicclicns lNo/e l6l

1,416
944

1,5I5
ttt

rsl
23

t5
?5

1,163
758
779
?35
169

23

t5
1?lonc lerr cccoi-irls p cryci ,. onJ oli,..r ',c,b il cs

4,346 1543
Tots: lisbilities I 3,98I 2A.ll?

Coniingencie.s cnC co,rrnitments /Noles 2l , 2?-)

Prelerred shores {crlhorized: rniiniled; issued: l2,S2C,OCCJ /Nores lZ l8J JIJ

Shoreholder's Equity

Ccmmon si:ores lcrthorizedr unlimiled, issueC: l0C,OO0l lNcros /Z l6/
Reloined ecrnings

Accumulcrleti clher cornprelensive loss

3,3t4
3,202

lol

! ?t r

2,827

110)

1.1 )

Totul shoreholder's equity 6.507 6,r3r
Iohl liobilities. preferrcd shores ord shoreholder's equify 20,81I IB 836

See occompcnylnc noies /a Corrsolidoicd Iincrcicl Sfulenerts.

On behslf of the Borrd of Directors:

Jomes Arnett
Clroir

Michsel J. Mueller
Chr:ii Audil cnd l'inonce Commitlee

JL ./.\ \ 1\\.j -- ori -o I



CCNSOI]DAIFD I]NAN'1A1. SIATIMT]'NTS

CONSOLI DATT D SIA'ITME NTS
OF CHANSIS IN SHARTHOLDTR'S EQUITY

Ye.or ended December 3l , 2Al2
{millic:ns of dollars} (omrnon $hores

Retained
Eorninqs

Aceumulotrd Oiher
Comprehensive

loss

lotol
Shoreholdels

[qui!y
Jcnuory 1 , ?012
Nel income

Other comprehensive income

Dividends on prelerred shcres

Dividends on comrnon shores

3,3r4 2,827
745

(ls)

I

6.I31
745

I
(t 8!

t3521

{t8}
{352}

Decemher 31.2012 3,314 3,202 (el 6,507

)6or ended December 3l , 2Al I

{rnil{tcns o{ dollars}
{Nate 24} Common Shores

Re loineC
Fo rn i nqs

Accumrinted Cther
Compre hensive

loss

Totcl

Shureholcler's
[quitv

Jonuory l, 201 I

Nel ir:come

Olher cornprehensive income

DividenCs on preferred shores

Div;dends on comrncn shores

3 314 2,35,1

b4)
{t0l 5,658

6,1 I

{t 8)

{r50)
1t B)

1r501
DecemLer 31, 201 I 3,3 14 ? B?7 ( arl 6.r3r
See ccconponyrng nlJt: lc Conso/rdcicC iirr:nclol Sictrrrort-r
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CO N $OtI }ATT D STATTMT NTS
OT CASH FLOWS

CONSOI1)AIE) IiNANC At SIAIIMINTS

/co ended Dec--b^ J l [m.'..ont ot d-t]q s) 10t ? 201 I
Operoling octiYities

Nel income

Invironmentol expendilures

Ad]uslments for non-cosh ifems:

Depreciotion ond cnrorlizotion {excluding remcvol cosls)

Reguiotory cssels ond licbilllles

Deferred inccme loxes

Assel retirernenl obligutions

Other

Chonees in nonccsh bclonces reloted 1o cperolions lNote 2O]

745

{t 8}

(Note 24)

641

{161

589

l2
(el

6

140l

550
/t7

1l 2)

4
s

184
Net co;h from ooerctiro octivities r,2s5 1 ,407

Finoncing octivities

[ong'lerm debt issued

long'lerrn Cebl relircd

Dlvidends pcid

Chr:nge in [:onk inciebtedness

Other

7AA

{s00)
{r68)

1O

l1+)

r,085

{6CI0}

{370}

3

{1}

Net cssh from {used in} finoncinq octivities ltr' 67

lnvesling sctivilies

Ccpitol expenditures

Prcprerly, plonl ond ecL,ipmerrl

lntongible osseis

Other

{r,363}
{er}
I9

{r,37r)
tTbt
?_9

Net cqsh u:ed in invesiinq (cliyities {r,435} (r ,41 8)

Net chonge in cosh ond eosh equivol*nts
Ccsh ond cosh equivcrlenls, beginnino of vecr

{33}
?28

56
177

Ccsh snd cosh equivolents, end of yeor i95 ??B

Sce cccomponyng nn/es lo CorsolidoicC irircrcioi 5lo/cffrent5.
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NOTTS TO CONSOLIDATTD
FINANCIAL STATEMTNTS

l. nrScRlPTloN ot THE Bustiltss
Hydro One lnc. {Hydro One or the Componyl wc,s incorporcrled on Decernbe r I , I 948, under lhe Business Corporotions Aci fOntoriol ond is

wholly owned by the Prcvince of Oniorio {Province). The principnl businesses ol Hyriro One ore lhe konsmission ond distribution ol eleckicily tc
customers wilhin Onlaric. Tlese businesses cre requlcted by the Ontorio tnergy Boord {OEl}).

2. $IGNITICANT ACCOUNTING POLICIES
Bosis of ConsolidEfion
Thesc ConsoliCcted Finonciol Slolernenls incluCe lhe cccounis oi lhe Compony ond ils whollyownecl subsidiories: l-Iydro One Ne[torks ];"rc

{l-lydrc One Nelr.vorksJ, Hydro One Remole Communriies lnc. {l-1ydro One Remole CommuniliesJ, Hydro One Brcmpton Nehn,or-ks lnc.

{Hydro One llromplon Neluvorks), Hydro One Telecom 1nc. {l-lydro C)ne Telecorn), llydrc Ore l.uke Irie link Mcncgernent inc., ond
Hydrc One Loke [rie link Compcny lnc.

NOI r-C TO CONSOtiDAIiD TINANCIAT STA1IAAFN IS

ilYlRO ONI hr.lN'LlAi ltL,DORl 2012 55

lntercompcrry lronsccticns r:nC boloncos hr:ve been elinrincfeC

Eosis of Acrounling
These ConsclrColed Iinoncio] Stolemenls crre prepcreC nnd presenfe<i in occordonce wi]h UnileC Stctes {US) Generolly Accepted Accounting
Principles {GAAPI r:nd in Conodion Collcrs. These slolernenis ore 1o be reod in ccriunction with Note 24 -- Trcnsition to US GAAP, which
discloses informotir:n r:n the Ccnodirn GAAP per Pori V of rhe CICA Horrdbock {Ccnodior GAAP) ro lJS GAAP irunsition ond relored
reconcilir:tions frorn Concdion GAAP to lJS GAAP The resulls ol operc;ti<;ns for the yeor enCed Dercember 3l , ?01 I crd the Consoliderled
Bclonce Sheet cl December 31, 201 I hove been resloled under US GAAP lcr cr:rnpcrclrvr: purooses. The Compcry's Ccnsolidcrleci fincncicl
Slolemerls were prev;cusiy prepored using Conodion GAAP

l-'1ydro Orte perforrred cn evcluclion of subsequenl evenls fcr lle r:ccomponying ConsoliCoted f inr:ncl<rl Stcrternenls crd notes lhroL:qh tc
Februory 14,2-A13, the dole these Consolidoted Iinoncioi Slolements were issued, lo delemrne whelher lhe circrmslonces ro.,crrcnled

reaoqnilior, crcl r:lisclosLtrc: ol r:rry everl.s or tronsocliorls. No such evenls or lronscclions wcrr: icjr:nlilied

Use cf rllonogemenf fstimofes
fh* preporr:tion ol linonciol sl.rlemef ls requires monogemeni 10 moke estimcles onC ossunplir:ns thoj oliect ihe reporled crnounls ol ossels ontj

llonagenienl evr:iuoles ilese eslimoles on on ongoing bcsis bcsed upon: historicol experience, cl.rrrenl condilions; ond ossumclions bel;eved
io be rei:sonabie ct the lime lhe ossumplions ore mr:de wilh ony od justmonls being recocrrzeC in resuits oi operr:tions in the period they

pcsl-employmerrt benefits, ossel ielire.renl obligolions {AROsJ, goodwill onrJ osset imporr.fients, conringencies, unbilled revenues, ollcwcnce
Icr doubtiul occourts, derivotive insli"umenls, ond defened income rox ossets cnd licbil;ties. Actucl resulls moy dilfer signif ;conlly frcm lhese

eslimctes, which n:oy be impocted by luture decisions mcde by the OEB or the Province.

Role Seffing
The Componyi consolidcted Diskibution Business includes the seporotely reguloted Cistribution businesses ol llyCro One Neh.vorks,

Hydrc One Bromplon Neh,vorks, ond Hydro One Remote Communilies. The OI-B hcrs opproved US GAAP os the bosis lor role sefiing lor
Hydro One Ne1'works'Tronsnrission onC Dislribution i:usinesses ond by ilydro One Remote Communities crll eflectivelcrnL:ory 1, 2012.
l'1ydro One Brr:rnpion Neh,vorks' roles ore currenily sel under Conodion GAAI ond ore expecte<J to he ser rnder the Ci:Bs modlhed
lnlernolionol linonclol Reporling Slondords {IFRS] komework commencing in 2015, once its currt;nt lncenlive Regulotion A4echcn;sm {IRAAJ

period ls complele.

Irr:nsmission

lnMoy20l0,HydroOne Net,vorksfiiedocosl'of'service opplicclion{cr?0 llrnd20 l2konsmissionrctesincontrnuedsupportof lhe

Compony's oging criticol inkcskuclure ond the supply mix obieclives for generolion, includinq ollcocl iniliotives cnd iniliclior ol investments

insupporlcf theGreenErergyAci IGEA] Thisopplicotionsought theopprovol ol revenr:erequiremaitsol opprcximotelyil,AAOmillicnlor
?01 I cnC $1 54/ n.lillicr ior 2012



NOTT5 'iC CCNSOI }AiiD IIi\ANC]AI STAITMENIS

(qsi ond Cos& fguivolenfs
Cosh ond ccs! equivolenls inclucie cc.sh ond shorl-lerm lnveslmenls. Shorl-term invesimenls hcve on originol mclurily of ihree monlhs or less

ln December ?0 I 0, ihe OIB opproved revenue requiremenis of $ I ,346 million for 20'l I ond $ I ,65I million for 201 2. The opproved 20 1 2
revenue requiremenl wos highe, thon thcl opplied for, reflecling CEB direciion lo Hydro C)ne lo cdopt c cost copitclizotion policy bosed on

modiliecl IFRS This r:djuslmenl wcs subse<1r:enlly reversed, when the OFB cpproved lhe use of US C,AAP lor konsrnission rol*seltinq purposes

beginning.JonL:ory 1, 2012. Consequently, the OtB <;pproveC o revenue requirement oi $l,4lB million for 20,12, olcng with new 20 12

unilorm konsrnission roles, with r:n ellective dr:ie olJonuory 1 2Ci12

0istribuiion
h 20C9. HvCro Ore Neworks liled o cosl-cl'service cpplicolion wilh the OtB lor 201 I disiribution ro1es, seei.ing opprcvcrl for c revenue

recuiremenl oi cpproxirnoiely Xi l,?64 rr.illion lhe cpplicciicn reflected the Componys plcn to irvest in its nelwcrk ossets to meel objectives
regr.;rding public r-lnd employee sclery, reculclory ond legislotive complionce, moinienonce of system security ond relicbility of systenr growth
requ!remenls, cnd lc ncl<e inveslme nls required by rhe GtA. ln Aorii 20'10, fie OtB cpproveC o revenue requirement ol $ I ,236 million
Ior 20,1 l. The OEB oiso apprcved certoin distribrlicn r-egulolory oc.ount bcrlcnces sought bv l-1ydro One Networits in ils oppiicction,
incilding relcril selllemerl vcrionce occounls, retr:il cosl vcrionce occounts and srncrl melers. ln Novernber 2010, rhe O[B issued i1s coslol-
copitol porcmeler updoles foi'rcles eflectiveJorruory l, 20,1 L A lowering ol lhe return on equily praduced o revised revenue requirernent ol
$l,2lBmillion.Theopproved20llrevenuerequiremenlresull--cj incncverogedistribr.,;ticnrcfeincreoseol opprcximcteiyS.T%lor2Ai1.
HydroOneNetworksclectedtoretcinthesr:meCistribullonroieslor?0l2osopprovedbytheOtBlorthe 2Ollroteyecr.

h 20 I C, Hydro One Bromr:lon Nelrvorks lil-.C o cost'ol-service opplicolion with lhe OtB fcr 20 I I Clsributicr rates, seeking cpprcrvcl for
c revenue requiremerl cl opprcximck-:ly $63 nrillion. ln 2C1 l, the OtB opproved c revenue requirement ol cpproximotely $60 milllon fcr
2O.l l, with cr elleclive dole ol.lcnucry 1 ,201 1. The reduced opproved revenue reoulrement included o redrclion to opproved operciion
mcirtenonce cnC cdrninistclicn cosls. ln Seplenrber ?01 1, Hydro One Bromplon Networls liled on lRAA opplicction with the OEB lor
?012 distribution rcles, wrlh r:r clfective dote olJcnucry i , 2A12 ln..lr:nucry 201?, rhe OIB relecsed o <.:]eclsion thot resulteC in n
redrclion in distribulion role: ol crrprcxinroieiy 1 3.?,%lcr 2012. Thcse rote reducticns were primcrrily, due to OI-i]-opproved odiustmenls to

depreciclion roles.

lnOctober ?C1C, llyCroOneRemcte CcmmuriliesliledonIRMopplicotionwltnrheCIBfor20 IIrcles lnAAcrch20II,theOt3cpproved
cr in.reose ol opproxrrnclely D.4% tc: bosic rotes lcr t!:e disiribulion ond generction ol eleci.icily, wilh on ellectrve dole ol ,Moy l, 20'] L ln

Ncvernber 201 l, ilvorc One llernote Conr.unilies lrleC cn lRAl cpplicolion with ihe OIB lar')Al2 rcles. ln A,lcrch 2A12, tr,e 0[B crpprcved
cn increose cf c!:proxinrok:]y 1 .1% to bosic rcies lor tlre distribltlcn cnC generotion ol eleclric:1.y, with on effective dnle of Moy l, 201 2.

fegulofory .Ae($un*ing
The OEi hr:s lre genercl po'A,rlf 1o incluCe cr exclude revenues, cosis, goins or lcsses in lhe roles of o specilic percd, resullino in o chc:rge
in lhe lirning ol occornlrnq .e.cgn;lrcn lrorn lhol which woulcJ hove opplied in cn unreS;Lrlctet! ccmpcny. Such chcnge in liming involves lhe
onpiicolicn of rcrle reguk:led trcccunllno, qiving rise lo lhe recognilicn ol reguk:tory assels cnd liohilities. The Compony's reculotory ossels
represenl cerlcin cnrcunls recervobie lronr lllure customers ond costs lhcl hcve been delerred lor cccounling purposes becouse it is prol:oble
thct they will be reccvered ln luture roles. ln oddilion, lhe Conrpony hos recorded reguiolory liobililies thct qenerolly represent nmcunls thot
cre refunCcble 1o lulr:re cleclricily cuslomors. The Con:pcny ccntinuolly cssesses the iikelihood r:f recovery cl ecch ol ils regulcrtory ossels ond
conlinues b belreve thol il is prcbcble thot lhe OEB will lcclor its regulolory osseis ond liobilities into the selling of luture roies. lf, ot some

fulure dcle, tlre Cornpcny iudges thcl it is nc lcnger proboble $ot the OIB w;ll ;nclude c regu[:tory crssel o. liobili\, 
'n 

setfing luiure rctes, the

op;;iopriole ccrtyinrl c;nroLrrl will be rr:lieclcd rn r:sulls of ope rotions in the period lhr:1 the ossessnrcni i:; rnocjc,.:.

Revenye flecognifion
Tronsmission revenues cre collecied ihrough O[Brpproved rofes, which ore bcsed on on opproved revenue reqliremenl thol includes o role of
relurn. Such revenue is rccogr^rized cs electricily is tronsmitled ond delivered lo customers.

Diskibi.,llion rovenLres ore recoqnized on on occruol bosis ond ;nclude billed onC unb;lled revenues. Dislribullon revenues ollribufable tc thc
delivery ol eleclrici! r:re bcseC on CXB-ooproved distribution roles cnd ore reccgnized os electricity is delivered to cuslomers. lhe Compony
eslamc:tes nronlhly revenue for o period bosed on whclesoie eleclriciiy purchcses becouse clrslomer melers ore nol qerreiolly reod ot lhe end
<;l ecch mcnlh. At the *'nd ol ecch monih, fhe eleclricily delivered tc cuslcmers, bul nol billed, is estinroled ond revenue is recognized. The
urrbilied revenue eslimirle is ollecled by energy Corncnd, weoihe; l:ne losses ond chonges ln |he cornpcsilion ol customer closses.
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Revenues olso include omoufils relcled to soles of olher servlces ond eqLlipment. Such revenue is recognized cs services ore renCered cr c$

equiprnenl is Celivered.

Revenues r.:re recorcied nei oi indirecl toxes

Dislribution revenue olso inciudes cn omounl relcting lo rote proleclion for rurcl, resiclentiol ond remote cuslomers, which is received kom

the lndependent l-leckicily Syslem Opercrtor {ltSO} bosed on o slondordized cuslomer role thot is opproved by ihe OtB. Current legislclion

provides rcle proteclion lor prescribed closses of rurol, resideniiol ond remote consumers by reducing lhe eleckicity roies thot would

olherwise opply.

Accoynls Receivoble ond Allowonce for Oou$tful .{ccounts
Accounls receivcble cre recorded ot ihe invoiced omoufll or nel reolizoble voiue, if unbilled. Overdue ornounis reloteC to reculcted billings

b--cr inlerest ot OE3-cppr"oved roles Ihe crllowcnce lor lioubtlul occouxts rellecls lhe Componys besf esl:m<;1e ol lc.sses on cr.counis receivcble

bolonces. The cllowonce is bcrsed on occoJnls receivcble oginr:, historicci experience ond other currently ovcilcble inlormclicn. The Conrpcny
estrmoles 1!e ollowcnce lcr drxbt{ul occounls on cuslorner receivobles by opplying internolly deveioped loss roles 1o the oulstcndine receivoble

[:clcrces by risk secmenl. Risk segmenls represe.]f groups o[ c;.]slomers r,vilh similcr credil quollty indicofors ond ore compuled bosed cn vcrious

cllribules, inciuding nlmber ol doys receivobles ore pcsl iLre, delinquency of bolonces cnd poymenl hislory. loss rutes opplied tc the ccccunts

recoivoble boionces ore bcsed cn hisloricol overoge wrile'cfls cs o percenlcge of cccounls receivoble ln ecch risk segmefil. An ccccunt is

considered delinquenl il the omorrrl biiled is noi received within 120 dr:ys ol the invciced dcle. Accounls rece:voblo ore wrillen ofi cgcinst the

ollowonce when they cte rleened uncollectible. 
"fhe 

exisling clicwcnce for rncollectlhle occounls will contlnL;e to be ofiected by chcnges in

Corporofe lncome loxes
Under the €leclnctly Acl, iQ9B, l iydro Cne is requrred to mcke pcyfients ir iieu ol ccrocrcle inr:orne loxes {PIkJ io the Ortorio Ileclricily
linonr:iol Corporclicn lOf itcl Tlrese poyr,:erls ore cclculoled in ccccrConce wilh the rules fcr ccrnpuling income and r:lher relevonl

onrcutts corlcined in 1ie /ncome hx Acl iCorodc) r:nd lfe hxolicn Ad, 2A07 l]niorioJ os modified by the Flectrici/y Act, i9c)8 ar'd
reiclerJ requlolrcrs

Currenl ord cleferi:d incorne lcxcs ore con:puied Lcsed cn the tr:x roies ond iox lcws enclcted oi lhe bolcnce shoel dcle Tcx L:e nellts

ossocroleC w:ti ilccme hx posilrors lcken, or expecled lo be 1cken, in o lox relurn ore recorded only when the "more likeiy.lhc;rlnct"

recocnilic:r ii reshold is sriisl:krd cnd rre neosured ol the icrgesl cmourl ol beneli: lhct hos o greoier thcn 50% llkelihood oi be;ng reclizei
u5:on setleneri. Alronoge rnenl evcluoles eoch posilion bosed solely on lhe technicol merils ond focis ond circumslonces of the posilion,

iudqenenl i-s rr:quired lo tJelermine rcccc;nilion tireshclds cnd lhe r-.lored omounl cf lox beneflts 1o be recognired in ther ConsolidoleC

Finonciol S1r:lemtnls. Alonogern*-nl re-evolucles lox posiliorrs eoch;:eriod in which new inlormclion obout recognrlion cr mecrsuremeni

becones r:vcilcirle

Current lncome loxes
The provision icr currenl lcxes ond the cssels oneJ i;r.rbllities recoqnized lor lhe curreni ord priorperiods ore meosured cl the cmounls receivoble

{rorn, or poyr.lb1e to, the O[FC.

Deferred lncome Ioxes

)elered incomo loxes ore provided lor using ,he licbiliry melhod. DeferreC inccme loxes ore recognized bcsed on the eslimaleC future

l.rx ccnsoquences ctkibutoble to temporory dilferences behveen the corrying omount ol ossets ond liobilities in the Consolidoted Finoncial

Slr:lenenfs cnrJ their corres6rcnClng tox boses.

DelerreC inccnre lcx licrbililies ore generolly recognized on cll toxoble te.nporary diflerences. Deferred tcx osseis ore recognized to the cxlent
lhol il is rrorc lii<elytlon-not lhot these ossels will be reclized from loxoble income crvoiloble ogcinst which deductible ternpori:ry dillerences

can be ulilized.

Delerred inccrne loxes are cclcuioled cl lhe lcx rotes lhol ore expecled io opply in the perioC when the liobiliry is settled or the osset is reolized

bosed on lhe lax rcle;s onC lox lows thcrt hcve Lreen enclcled ct lhe bolonce sheei dote. Delerred income loxes lhol are nol inciudeC in ihe rr:ie'

sellinq process crie chcrgeC or credilei:j to lie Consclidaled Sir:1emen1s ol Operclions cnd Comprehensive lncome.
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ll monogemenl delerrnines lhct il is more-likely-thon-not lhoi some or oll of o delereC inccme tox osset will no1 be reolized, o voluolion
ollowonce is recorded ogr:inst the icx ossel lo repcrl lhe net bolonce ol the omcunl expecled lo be recllzed. Previorsly unrecognized deferred
income icx ossets ore recssessed ol eoch bolcrnce sheet dole r:nrj ore recognized to lhe exJenl thol il hos become morelikely-thon-noi lha1 the
1ox benefit will be reclized

The Compony reccrds regulotory cssels onci licbilities ossocioteC wiih deferred income tcrxes thot wili be included in the rote,selling process.

'lhe 
Compony uses the flowthrough methoC rr: c.corrni for inveslmenl tcx creCits {lTCsJ ecrned on eligible scienlilic reseorch ond experimenlol

developmenl expenditures, ond opprenliceship 1ob crer.riion. lJnder this methoC, r:rly the lTCs cre recr:gnized os c reduciion to income
tox expense.

llloferisls cnd .Supplies

AAoleriols cnd supplies represenl ccnsumobles, snoli sprre porls or.ld conslruclicn moleriols held for internol constrlction crnd moinfencnce
ol prcperty, piorl ond equipnenl. These cssels cre ccrried ol overoqe cosl less ony impcirrnenls recordeC.

Praperty" Plant and Equipr*ent
Properly, plcni ond equipmenl is recorCecl ol oriqinol cosl, nei cl cuslcmer conlribulir:ns recerved in oid ol conslruclion cnd ony occumulcled
impairrnenl losses. The cost ol cdditions, inclrdincr belklrmerls cnci replocemenl ossot corlponents, is inciudecl or lhe Consolidored Bolonce
Sheets os properl./, plont ond eqLLipmenl.

The originol cost cf p'opery, plcnl cnd equir:meri incl'des direcl lncierir:ls, direct lobour lincluding employee benelitsl, contccied services,
ottribuk:ble ccpilolized lincncinq cosls, cssei reli,enonl costs, r:nd Cireci crC inclrrecl overheods thot c:e reloted lo ihe copilol prcjecl or

exec,;iive cosls. Overheor:i ros1s. mcluding corpofole l:unc,icrs ond iield serviccs ccsis, ore ccpitclllzed or c luliy cllccoled hosis, consislenf
wilh orr OEB-opproved rnethodology.

Properly, plont cnd equipmenl in servicr,r consisls ol ircnsnissicn, dislribulicr corlmunicclion, cdminiskolion cnC service ossefs ond lond
eosemenls. Properly, plcr"rt cncl equiprnenl clso lnclucles lllure lse o:sets, suclr os ionC, mcior cornponr:nls r:nd sporc poris, crri copitclized
proieci developmert cosls cssocicrler.l with delerred copilcl p:rojects.

Ironsrnissron

insulotcts, connecting hcrdwore crC grr:unding syslems, cnC csserlslisei 1o slep up thc voltcrge ol eleclricily fron: genercting stotrcrs for
tronsrnission ond lo slep down voltcges [or <!islribrlior, inciuding i:ti;rsiorrners, c]rcuil bretrker: ond swilches.

Distribufion
Distribulion ossets incluCe cssels relcled lc the distrihllir:n ol low-voltcqe eleclricily, including lines, poles, srvilches, lrcnslormers, proleclive
devices ond melering ,syslerfis.

€ommunication
Commlnicclion erssels inc{rcle the I:!:re-oatic rri microwove rcdro syslem, oplicol around wire, lowers, toleplcre equi;:menl ond
ossocioled buildings.

Ad mi ni strotir:n ond Service
Adrninislrcltion ond service ossets include odmiriskclir.e builCings, personcrl computers, konsport cnd work equipment, lools ond olher
minor crssels.

Eosemenls

Iosemenls include slctulor-y r;ghts cl rse lcr konsmission corridors ond nbufiing; k:nds grclnteC unr:ier fhe Relioble Energly and Cr:nsumer
Proleclion Act, 20C2, cs well os other loni cccess riohts.
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lnlongible .Assefs

lntongible ossels sepololely ocquired or internclly deveioped ore meosured on iniliol recognitlcn ct cosi, whlch comprises purchcserl so*vrore,

tecognilion, intongible cssets cre corried cl cost, nel cl ony cccumulcrted omorlizoilon ond cccumuioleC impoirment losses. The Cornponys
infongible osseis primorily represent mcjor odminisholive compuier opplicotions.

Copirclited Finonring Costr
CcrpilclizeC linoncinq costs iep.eseni inlerest ccsls ofiributcble lo lhe constrrclicn ol properly, piont crnd equiomenl or Ceveloprnenl of inlongible
ossels. The finorcinq cosl cf offribuloble bonowed frrrds is cr:pilcrlizeC a.s parl cl lhe occ.ruisition cosi ol such ossefs. The copitclized portion
ol finr:ncing cosls ls c reduclion b lrnoncinc; chorge.s recognized in the Consolidoted Sfolelnenls ol Operr:tions cnd Com;:rehensive lncoire.
Capilclized lincnciiq cosls ore colculoled usinq the Compr:nys weiili'ieC overcqe eliective cost ol Cebt.

Consfrucfron ond Oevelopmenf ;n Progresj
Ccnslruclion ond developmenl in progress consisls of ihe capitclizeC ccsl of construcled ossels thcrt ore nol yel complele ond which hove nr:i
yet been ploced in service.

Depreeinlion ond .A morfizsfion
The cosi ol property, plont ond equipment ond inlcngibl*. ossels is cleprecicteC or cmorlizeC on o skoightline [:nsis bosed on the esiimoled
remoining servicer life ol eoch ossel colegory, excepi fcr lronsporl ond worl< equipmert, wLich is depreciotecl on o declining bclonce bosis.

'Ihe Compr:ny periodicolly inilioi--s or externol irdependent reviern, oi lls propert,,, plcnt ond equipmenl ord intongible cssel depreciclicn anti
cmorlizclion roles, os required by the 0[8. Any chcrges ct sine lr-cm OIB crpprovcl ol srcir c review ore implemenled on o remoining service
Iile br:sis, consislerrl wilh lherr irclusiolr in eechicitv rcles. The lcst revicw resulted in chcrges to rctcs elleciive.]crnucry 1, ?-AA7

A summcry cl overoqe setvice lives onrj depreciotion ond orrorli;ollcn rlles for llrc voricus r:iosse s cl ossels is incluCed beior,v.

Averoge
Service l.lie

Rr:te {%)

Rc Averr:qe
Tronsmi.rsion

Disiribution

Comm;.lnicclion

Adn:iniskr:lion cnd service

56 yor:rs

,:12 yerrs

lQ yeors

15 yeors

1n/ _ 20/

i% ,13%

r% - t3%

1% - ?{)',/"

?%

-) /o

O/c

r:pplicctions solh,vore unC olher intcrgible ossets ronge lrcn 9?r" h I l%.

ln occordorce with group deprecici;on 6:rcclices, the originol cosl of prr:pr:rly, plcnl onrl equipmenl, or mojor componenls therecl, cnd

Where o Cisposition of property, plonl ond eq;:ipmenl occurs lhrouqh scle, o goin or lcss is colculotecl bosed on proceeds ond such goin or
ioss is included in depreciclion expef st: . Depreciclror experse nlso includes lhe ccsts incurred io re move property, plont ond equipment where
n<: ARO hr:s been recordecl.

Goodwill
GooCwill represenis ihe cosl ol ocquired loccl distribr-rrion componies thcl is ir excess ol the fcir vclre of ihe nel idenlifiable ossels ocquired ol
the ocquisilion dcte. GooCwill is not included in rote bose.

Goodwill is evciucled lor irnpoirmenl cn on onnuol irosis, or nroi-e lrequenlly if circunstorces require . Per Accounling SicrnCorCs Updcre {ASU}
20l I 08, lnicngiLrles - Gcodwill onC Olher (Tcpic 3501, Testirg CooCwili lor lmpoirnent, issued by the Iincncioi Accountinq Stcndcrds
Boord {FASB] in September 201 l, the Compony periorms c quolilotive ossessmen' to determine whether it is mcreli[ely-fhon-not thot lhe fcir
vclue ol the r:ppiicoble repcriing unil is less thon iis ccrryrng cryrount. ll the Compcny deiermines, ,:rs o resull of i!s quclitolive ossessment, lhol
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iess ihcn i1s corrying cmourl, a goodwill impcirmeni ossessmenl is pe#ormed using o lv/ystep, {oir vclue-bosed test. Thc firsl siep cornpores

lhe lcir volue of the oppiicoble reporting unil lo ils corrying ornounl, including goodwill. ll lhe corying omounl ol the cpplicoble reporling unil

exceeds its Ioir volue, o second step is performed. The second slep requires on cllocoiion ol lcrir volue lo the individuol ossets cnd liobilities

usinc purchose price clbcolion in order lo delermine lhe impl,ed foir value of goodwill. Il the implieC loir volue ol gocdwill is less lhon the

corrying omounl, ilfi impcirmenl lcss rs reccrded t:s o reduclion to qoodwill rl:rd <rs o chor5;e lo resulls of cperctions.

For lhe i7ear ended Decerrbor 31, 20,12, bcsed on the quclitotive cssessment performed, the Compcny hcs deternrined lhol it is not rnore-

li[elylhon ncl lhot the loi: vc]le ol ecch opplicoble reporling unii ossessed is less lhon ils corryifiq omounl. As o resuh, no further teslrng r,vcs

pe rlormed, onC the Compony hos concluded lhot goodwill wos noi inrpoired cl December 3 I , 20 I 2

long-lired Arsel rn poi.menf
When circumslonces inciitcrle the ccrrying vcluo of lcngJived ossels moy nol be recoveroble, the Com6:ony evoluoles whelher 1le corryinq

vcrlue ol such ossels, exclL:Cing goociwi , l-,cs been in'rpoired. For such long llved csseis, ,mparrrnenl exisls when lho ccryirg vr:lue erxceeds

coutses ol crclion io reccver lhe ccrryrng omounl of o long lived ossel ore unrJer cc,nsicJerction, c prolicbililyweiglleC cporooch is uscC 1o

undiscornicd cesh llows, cf impoilnenf loss is reccrded, rnersured os lne excess of ihe coirying vol,re ol'lhe ossef cver irs ioir volue. As cl

resull, lhe ossel's ccr:ying volue is cd justecj lo ils eslimoleC loir volue.

Withir its regulcted bLLsiness ihe ccrrying ccsts cf mosl ol Hydro One's long-liveC ossels cre incluCei ir role bose where lhey ecrr orr OEB-

opproved rcle r:l relurn. Assel ccrrrying vclres ond ihe relotecj relurn ore recovered through opproved ictes. As c resull, such assels cre o.ly
tesled lor irnpoir..renl in llre evcnl lhlt the OEB discllows recovery, ir w'hcle or in porl, or il sr,ch o clisoliorvcrrce is ;rclge<J to be proboble .

Hydro One re3ulcrll, mcnilcrs tho cssels r;l its unregulalcd Hydrc One Teleccm subsidiory for lndrcctilrs of in-pcirrenl. lloncgerenl assesses

c,e genercliy viewecl ny moiroirenel-';l cs irig!,le rrrc eve nls io reossess the ccsh llows relc;ted io tiese lcrq lrved ossejs. As rl )eceqbe r 3 I ,

20.12, no csset imoritmert iroC been recoried lcr cssels wiihin eilher lhe Cornpcny's reguloled or rnree;'rloled b,.L,s,r,e;ses.

Cosfs of Arranging SeSl Finoncing

finoncing ond oreserls srch onrcurts cs deferrecj cebi cosls cn the Ccnsoli<jcted Bolonce Sheels Delcr.cC ir:bi costs r:re omcrlizerd over the

Slclemenls ol Cperctir:ns e"i C6,.o1Brslrsive lncome. Trcnsoclron cosis lor ilems clcssilieC cs helcjlot,roding crre crpei':s:r,l in:mediclely.

f,ampre&ensive fncome
Conrprehensive income is comprised of rel incorro ond oiher comprehensive irccme {OCl). OCI irrc udes the cmorlizctici ol net uncmoriized

heCging losses on the Compcnyt Crscolnle'i cosh llow hedges, ond lhe chcnr.te in icir volue cr lire eristrr:g ccsh ilow ieclges to li.e exte nj

thot the herige is ellectrve. the Compony cnroriizes ris uncmorlized hedging loss*s on discorlrnued ccsh lc;w hedqes lc f norcing clrorqes

using lhe efleclive-inleresl melhod ovei lhe ierm oi the olloccted hecjgeC debt. Hyclro One presonts nel inccrne cnd OCI in o sir'lgle contlnuous

ConsolidoteC Slclerner:l ci Operolions ond Cornprehensive lncone.

finonciol Assers ond lis&rrities
All {lnonc;al ossels ond liobiliries ore clcssi{ied inlo cne of the following five cctegories: held'romoturily; lonns cnd receivcbies; held{ortrcding;

other liobilit;es; or ovoiloble-lor-sole. Fincnclcl cssels ord liobilit;es clcssilied os helC'ior-trodlrrq ore neosured ot fcrr vclue . Aii other finonctol

osseis ond liobililios ore meoslred ol orroriized ccsi, exce pl occounls receivobio ond crnounls due lrorr.l reLoted porlies, which r:re rnecsured al
lhe lcr'ver ol cosl or foir voLe. Accounls receivcble ond crmounts due kom rek:ted pcrties ore ciossilied os locns cnd receivr:[:les lhe Compony
considers the corrying ornounls of occourls receivol:le ond amounls due lrom reioted porties io be recsoroble eslimcrles of loir volue becouse

of the short lime to mclurily c[ lhe:e inslrumenls. Provlsions lor impcired occounls receivoble crre reccgrizerl cs odlr-rstments to the <;llowonce

lor doubt{ul ccccunls ond ore r*cognized wlren lhere is obiective evidence lhol the Conrpcny r.vill not be cb:ie lo collect crnounts occording tr>

the orioinal terms.
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Derivolive inskumenls ore mecsured ol lcir value. Goi;rs ond losses hom fclr verluotion r:re included wiihin |inoncing chorges in lhe period in

which they orise . fhe Compony deiermines the clossillcctior ol its finonciol ossels ond lir:bilitie.s ot the dote of initiol recognition. 'fhe 
Compony

desiqnoies cerlcin ol iis linonciol ossels onC liohilliies lo be held cl foir vrrlue , when ii is cons;.sleni wilh ihe Ccnrpony! rsk rnorogcment policy
disclosed in Note I ? .- Foir V<rlue ol Finoncici lnskuments ond RisL AAoncgement.

Short'lerm invesi.xe nls hcve on originol mcturil'y ol three months or less ond cre generolly clossilied cs held-lorncturily. Hcweveq the Compcny
nrr:y clossify pcols of shottlerm inveslments cs heid lor-troding where lhere is no inlefilion to hold c pooi of ossels lo nrcllrrily. Documentclion ol
lle shorl-lerm irvesfnerrl clossilrcclion is mode on incepfion. As crl l)ecember"3l, 20 I 2 cnd ?01 l, crll short'lerrrr inveslmenls were closslfled cs
heid'to molurity.

bonk credit lccilities, is clcssilied os held{cr-tro<Jing cnd is mecsured ct lcrr voLe

Al1 linonc'ol inslrr-lnrent trcnsocl;ons cre reccrded nt kode dcte

Oeriyofiye lnsfrunrenls ond Hedge,{ecounfing
The Conpcny closely nonik:rs lhe risks cssocicled wilh chonges ir inferesl rcles on i1s operolions cnd, where oppropricle, uscs vorious
inslrumenls lo hedee lhese risks. Certoir.l cl ihese derivotive inskrrnenls qucli\, for heCge occounting cnd clre designoled cs occourlinq hedgrs,
while olhers eilhei- cio not qlclify trs heCges or hcrve nol been desiqncled cs hedees (hereincller referred lo cs undesrgnoied conlrocls) os lhey
cre poil cl ecr:nomic hedging relcltionships.

purchcse cnC scle exernplion cs eilher crssels cr liclbilities recorCei rlt lrrir volue on the Corsolidcled Br:lonce Sheets. For Cerivctrve instirimonts

lhol quolifr'for hedce occ*unling, ihe Compony moy elect lo designcle suclr derivulive irslrurcnts cs eiiher ccsh ficw,hod5.;es c, foir voluo
hedges. Tle Conoony olfsels lcir voiue ornounls recogni;ed in lts C.r:nsolidcled Bc cnce Sheeis reloled 1o derivctrve instrumenls execulei rv;th

lhe scrne courterpilrly uncer lhe scmo mosler nellinq oqreemenl.

Fcr derivolive lnstrrents thot qlclirT for hedge occcrntinq cni which ore desigroicd cs cosl. llcw hcdges, the elfective pcriion ol ony ecir
or loss, nel ol tox, is reporlei cs o comporeni ol occL,muloter:l OCI IAOCl) onc is reclcss iied rc resLrlls oi:operolor:s in ihe sonir: pericd or
pericds Curing wh;ch t[e hedgerd kcnscclion r:lfecls results ol cperoticns. Any gcins or ]osses or ]he derivolive insi.ument thcl renreserrl eilher
hedqe inelfecliveness or hedge conrponenls excluded from lhe ossossment ol elfr:clivoness cre recoqnized in resuhs cf operoiions. lor lcir
vciue hedges, chcrnges ir fcir vr:lue cl both the derivolive inslrumerl ond the underlylng hedged exposure ore reccenized in the ConsoiidctecJ
Slclemerl ol Operclions ond Ccmprehensive lncome ln fho currenl perioC. lhe qc;n or loss on the derivotlve inslrumert is inciuded in tle
scrne lire ilen: crs lhc offseiling qolr or loss on the hedged ilenr rn lle ConsolidcteC Slcten:erls ol Operciiors ond Con:preherr,sive Inccrre .

Addit;cnciiy, the Conrpr:ny enfers inlo Cerivolive ogreernenls lhol ore cconomic hedges thoi eilher do not quciif,r lor hedge occcr:ntinq cr love

Embeddeci derivolive insllumenls cre seporoied from their hcsl conlrocls ond corrieC ol loir vr:lue on fhe Consolidoted Brlonce Sheels ,vher:
{o) lhe eccncrnic chorocterislics cnd risks oi the embedded cierivotive ore not clecrly cnd closeiy reloted lo the econornic chorr:cieristics ord
risks ol lhe hosl conlrccl; {bJ the hybrid inslrumeni is nol meosured nl fcrir vclue, with chonges in loir volue reccgnizec! in resL;lis ol operohcns
ecch period; r:nd {c) rhe enrbedded derivclive itsell meeis the definiti<;n ol o Cerivolive. The Conrpr:ny does nol engoqe in derivr:rive lrciirq 3r-

speculolive oclivities cnd hod no embedded derivofives ot December 31, ?0,l2.

Hydro One periodicr:lly develops hedging strolegies lcking inlo occounl rlsk moncgenent objectives. At the inception ol o hedging relctionship
where lhe Compcny hos elecled to opply hedge cccounling, Hydro Cne formoily docunrents the relotionship between ihe hedged item cnd the

the efleclrveness oi the hedging relctionship. The Cnmpcny olso cssesses, bolh ct the inception ol the heCge cnd on o quorterly bcsis, whetirer
ihe hedging inslrilnenls cre elfective in clfsetiing chonges in foir volres or cosh flows cl ihe hedqed items.
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Employee fulvre Eenefifs
Lnrployee future bene{ils provided by llydro One jnclude pensir:n, posl-retiremenl nnd post-emplcymenf benefiti. The cosls of the Compony!
pensicn, posl-reiirerneni onrJ posl-ernploynrent benefil plorrs ore recordeC over ihe periorJs drrinq which employees render servicc.

The Comprny recognizes lhe lunded slolus of its pension, posl'reliiemenl ond postcmployrnenl plcns on its Consolidoled Bolcnce Sheets ond

sul:sequently recoqnizes the chonges in funded stctus ol the end ol eoch reporling yecr. Pension, posl'reliremenl ond posl-employment plons

ore considered to be underf;nded when the prolected beneflt obligction exceeCs lhe fcir volue ol the plcrn cssets. Liobilities cre recognizeC in

lhe Consolidoled Bolorce Sheefs lor ony nel undellunded pro]ecied beneiit obliqoticr 'l'he 
nel underfunded proiercteC benelil obligr:ltion mcy

be disclosed os o curreni Iiobiliry, lang'ierm liabilil,r, or both. lhe curr"ent portiorr is the cmount by which t!,e octuorlcl presenlvclue of beneiits

included in ihe berelit obligction poycble in lhe rrexi I 2 monlhs exceeds lhe loir vclue of plon ossels. 1i the loir volue cf plon cssels exceeds

the proiecled benelit obligoticn ol the plon, on cssel is recognizec equcl to the nef overlundecl projected benefit obligcllon. The nel ossei lor

r:n cverfunded plon ls ciossllied cs o lonq-lern crsel in lhe Consolidoted Bolcnce Sheets lhe posl-relirenenl rnd post'emplcyrnenl [:enefil plons

rre unlundetl becouse there r:re nc reioled olon cssels.

Pension &enefils

fcr lhe ncl ,LnderfLrnded proiecleC benelit oblig<rtion lor ihe pensicn p1cn, in lhe r:bsence oi regrlctory crccounling, wculd be reccgnized i:
AOCI A regulclory ossel rs recognizeC L:ecouse rnonogemenl ccnsiCers ii lo be proboble llrol pension benefil ccsts will be recovered in lhe

lulL",re ihrough fhe role'seiting process. The pension regulclory ossels ore renoosured crl the end oi eoch yeor based on lhe curenl stotus of lhe

pensicn plon.

ln accorCcnce wiih the O[B's rrte orders, pension costs cre recordeC on o ccsh [:osis cs errrployer conlributions cre pr:id 1o lhe pension iund

Pe nsion cosls ore r:cllcrriully determined using lhe proiected benelll nrelhcd p:roroted on service ord ore lx:sec on css,rrnpiions ihol rellecl

monogemenl's best eslimnle of lhe eliecl oi luture events, incluiingl fllrre ccmpensolioi incrccscs. Pcst service cosls lrcrn plon omenCrnenls or,d

oll ocluoriol goins ond losses ore onrorlized on o slrolghf'lrne bosis over the expecled cv, rJ l- r( in.: n nJ r v'r prs;rod ol oclive ernployees in

the plon, cnd ovor the eslimoted remoinrng life expeciclrcy ol inoclive em6:loyees in ile plcrn. Persicn plcn cssels, ccnsisling primorily ol lisleC

equily ser:urilies os well cs corporole cnd governmenl dehl securilies, cre ioir vclued al the end cf eoch yeor.

All lLrlure pensior benefil cosls cre oihibr.lted to lcbcur ond cre either cLcrced 1o results ol operoiior:s or ccpitclized os pori ci the cosf c'i

prope.ll, plcrnl ond equipment ond intangible cssets.

Posl8elirement ond Postf np layment Senefiis

l-"1ydro One reccrds c reguk:tory cssel equcl io the incremerlol ;:et rnf;nisJ projected Lenefit obllgctlon lcr posl'relirenenl r:nd posi-

enlploymenl plons reccrded on lronsition tc l,lS GAAP ond ot ecch yecr enC bcsed on orn!cl oclroriol reporls. Tle regulntory ossel lor the

incrernenlcl rret unfun<jed prclecletl benelil obligciion for posl'relirer:enl cnd pcst-enplc;yment picns, in lhe o[rsence cf regulctory occounling,

woulC L:e recoenized in ACC1. A reguiolory ossel is recognized becorse mc;logefirenl considers it lc be probr:ble thcl postreiirement ond

pcsl'ernployrnent benef;l cosls will he recovered in lhe fulure lhrouqh lhe rrle-sellinq process.

Poslreliremeni ond post'employmenl bene{ils cre reccxdeC ond includeC in r<.:les on on cccruol b,:sis. Ccsls ore deiermined by indepenCerrt

nclucries L:sir-g the projecled benelit melhod proroled on senice cnd bosed on os.sllmpiions lhcl rellecl monogemenl! hesl eslimoles. Posf

servlce costs lrorn plon omendmenls ore orno*ized to resuhs of operolrons bnsed on lhe expected overoge remclning service perioC.

For posl-reliremenl benefits, oll ocluoriol go;ns or losses ore delerred using the "corridor" apprccch. The omouni colculoled obove lhe
"coridor" ls cmortized lo resulls ol operclions on o stroighl-line bcsis over lhe expected overoqe remcining service lile ol aclive ernployees

in fhe plon ond over the remoining lile expectonry of inoclive employees in the plon 1'he posl-reliremenl beneiil obligction is remecsured

lo its loir volue ot euch yeor end L:osed on on onnuol oclucriol reporl, wilh on cllset lc lhe ossocicted reguictory oss€l, lo the extent ol the

remecsurernent od juslmenl.

lor post-employmerrl obiigolions, ihe ossocicrled regulotory iicbilities represenling oclucricl qcirs on konsilion to US GAAP r:re omortized lo

resulls ol operolions bosed on lhe "corridor" approcrch. Post lronsilicn, lhe ccluoriol aoins anC losses on post-emplcymerrl r:bligctions thot ore



incurred during the yecr cre recognized irnmediotely lo resulls of operciions. The post'employrnenl benelil obligoticr is remeosured lo its

[oir volue cl ecch yeor end bosed on cn onnuo] octuoricl reporl, wilh an olfset lo ossccioted regllolory asset, lo lhe extent of lhe

reme0suremenl odiuslmeni.

All post-retiremenl crnd posl'employmenl future benefit cosls ore ollrrbu'ed ,o lobor, ord are either chc;rqed to resulls ol onerclicns or copitr:lized
cs porl of lhe cosl ol prcperly, plcnl ond equiprnent cnd intongible crssets.

Multi*mplayer Penrion Piur
[mployees of llydro One Brcmplon Nehr,,orks pori;cipote in lhe Onlorir: Municipcl Emplcyees Retirernent Sysien: Fund {OMERS), o

length of service cnd sclory. Both porticipaling employers r:nd members ore required to mol<.e plcn contribLitions The OAATRS plon ossels ore
pooled tcgether tc provide benefils lo cll plon pcrliciponts ond the clcn osseis ofe nol segregolei by member enlihT OI,AERS is rer:isterorJ wilh
ihe tinonciol Services (lommrssion of Ontorio unCer Re5;islrotion #C345983.

The OMTRS plon is occcunled fcr os o delined corkibutlon plon by HyCro One becouse ii is not procliccirle b deterrnine the presenl

voiue r:l the Compcny's obligction, ihe loir vclue of plcn ossets or lhe reloteC currenl service cost oppliccble io l'1ydro Ofe Broxrpton
Nef'vorks'employees. Hydro One recognizes its conlribuiions to lhe Or\{tRS pk:n cs pension expense, w,ith c pcrtion belng copilc;lized
The expense<! omount is includeC in operolicn, mcinlenonce ond odmrnisircriion costs in the Corrsolidoled Slolemenls of Operotions crnd

Comprehensive lncome.
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At December 3l , 201 I , OA,ltRS hod opproxirnciely 4 i9,000 rnembers, wilh cppr"oximotely 277 rnenbers 'r:eing curont enrployees ol
l-1ydro One Bromplon NeJ.works.

lcss {onfingeneies
l-lydrc One is invoived in cerloin legci ond environrnenlol rrcllers ihot orise ir the nornrol ccurse of business. ln lhe prerporolron ol it:
Consoliclctecl Finonciol Slolements, rnancgernenl nrokes iuigemenls regording lhe future ollcome cf conlinee nl evenls cnd records c loss

lor o conlingency bosed on its besl esli,nole w,hen il is delermined thot such loss is probcble ond tire cmount ol the loss con be reosonobly
eslirnoted. Where ihe loss omounl is recoveroble in lulure rot*s, c regultrlcxy ossel is olso reccrded. When o range estlrncle lor the prohr.rble
loss exists ond no omouniwithin the rcnge is o belJer eslrnrole lhcrn ony olher crnounl, lhe Compony reccrds c loss ol the mirimum omounl
within the ronge.

AAoncrgement reguiorly reviews currenl inlorrnolicn r:voiioble io delermine wheiher recordecj provisions shclrld be odiusted orrd whether new
provisiors ore required. [slimctinq probclble losses mr:y require orrolysis of mL;lt:ple lcreccsls cnd scencrios thot oiter depend on iuiqement.s

lono pericds ci time. Amornls recordeC in lhe ConsoliCoteC Flncnciol Slolements mcy Ciller lronr the octuol oirlccme crce the contincency is

resolved. Such diflerences could hove c mcleriol impcci on fi;fure results of operntions, lrncnciol posilion crnd ccsh iiows of the Corpcrny

Provisions r:te boseC upon currenl esiimcles cnd <;re subiect lo crecfer uncerioinl.T where lhe proieclicn period is lengthy A sictnrliccnt upword
or downword trencl ln the number ol clcims liled, the notrre of tlre ollegerJ rniures, ond ihe overoge ccsi ol resolving ecch clcim cculC chcnge
the estimoled provision, os could ony suL:slonliol odverse cr lcvouroble verdic! ot lriol. A federr:l or provincici legislotive outco.rie or struclured
seillcmenl could olso chonge the esfimoted llobllity. Unless otheiwise required by GAA| legol lees ore expensed cs incured.

fnvirormenfo I Li abi li tie s

lnvironmenlcl liobiiities trte recorded in respecl of posl coniominotion when il is determined thot lulure environmenlci remediolion erpenditures
ore probcbie undor exisling slolule or reguloiion ond ihe omounl cl the luiure expendilures ccrir be reosonobly estimr:ted. HycJro One r*ccrds
o liob;llty lor the estimcted luture expenCilures ossocioled with the contonrinoted lond ossessment crnd remediolion {IARJ ond for the phase oui
ond deslruction ol polychlorinoled L:iphenyl {PCBfcontominoted minerol oil rerrcved fiom electricol equ:pmenl, btrsed on ihe present vciL;e ol
these estimoled lufure expendilures. The Cornpcny delermines lhe presenl volue with c discounl rol* equr:l to i1s crec1itodiusted risk-lree interesl

lulure exper:diture.s will conlinre kr be recoveioble in lL,lure roles, cn offsefiing regulclory ossei hos been rccorCed to rellec1 lhe l:ture recovery
ol lhese environnenlol expenCilures lrom cuslomers. llydro One reviews ils eslimoles of future environmenlcrl experi<Jilures cnnLLolly, oT more
kequenlly il there ore indicolions lhol circumslonces have chonqed.
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Arrel Relirement Oblrgofions
AROs ore recorded lor legcri obligolions cssccioied with the luture removol ond disposol of long-lived osseis. Such ot,ligcrtions moy resull kcrn

lhe ocquisilion, construciion, developmeni ond,/or normol use of the ossel. Condilioncrl AROs cre recorded when lhere is o legol obligr:tion to

perlorm o fufure ossel reliremenl oclivi! but where ihe timing ond/or melhod of sefllemenl ore conclitionol on o luture evenl lhol noy or moy

not be withln the conlrcl ol ihe Compony. ln such o ccse, lhe obligolion lo perform lhe ossel relirerxenl cclivily is uncondifloncl even though

unceriointy exists oboul the iirning ond/or method of seillemenf .

When recortJing on ARO, the presenl volue ol lhe eslimoled fulure expendilures required lo complele the cssei retiremenl cclivify is recorded

in the period in which the obligotir:n is incurred, il o reosoncble eslimole con be moCe. ln qenerol, lhe presenl volue ol ihe estimoled

fulure expendilures is odded lo lhe corrying ornounl ol lhe cssocioted ossef ond lhe resuiting ossel retiremenl cosl is deprecioled over lhe

esiimcled useful life of the osset. Where on osset is fc lcnqer in service when cn ARO is recordeC, tho osset retirement cost ls recorded in

resr:lts ol cperolions.

Some ol the Compcny's kcnsmission cnd distribrtion ossels, pcr;licularly those loccled on uncwned eosenrenls ond righls-clwcy, may

hove AROs, conCiiicncl or otlrerwise. The moiorily ol lhe Compony's ecsernenls ond righlsci-wcy r:re eilher of perpeturl durclion or cre

use the molorily cl its iocil'ties in porpetully, nc ARO currenlly exisls lor lhese cssels. 11, cl some lutLlre dcte, o porticuior k:ciilty is shown

nci lo moei lhe perpetuily ossumplron, it will be reviewed lo determine whelher cn estimoble ARO exisls. ln s,rch o cose, cn ARO would
be recorded ot lhal lime

The Compcny's AROs recordeC 1o dole relole lo eslrmcled fulure expendilures cssocicled with the remcvoi oncl disposol r:f csbeslos-conloinincr

rnnler:cls inslcrlleci in some ol ils locrlities ond wlth lhe deccmrnissionlnq ol specilic swilciinq sloiions lccr:ted or r.:norvned siles.

$. NI\A' ACCOI,JNTING PRONOUNCTMENTS
&ecendy,Adopfed Aceounfing Fronounremenfs
1n September 2Cl l, the FASB issueci ASU 201 l-09, Disclosu;.es Aborl on Imployer! Pcrlicrpot;on in o AAullierrplcyer 3enelit P]r:n Th;s ASl-l

pension, posl-reliremert <;nd posl'enploynrent benefils. lhe ASUs obieclive is lo onhorce the ircnspcrercy of cjiscloslres cboul the sigriiiccnl
mrhiemployer plons ir whirh cn ernoloyer porlicir:oles, the level of the ernplcyer's pcrlicipoiior rn lhcse plcns, tho linonciol heclth ol the nlans.

oncl the nclure ol the enrplcyer's commilmenls to the plcns. Ar-r emnloyer lhoi is nol cble lo provide lome ol lhe qucnlilolive lnfcrrnolion required

by liis ASU nrusl disclose whoi informolicn hos been omified ond why il ccuid not obloin the inlorn:o1ion. This ASU docs nr:t chcnge the

recognilion ond meosurenrent quidonce for on employer's pr:riicipotion in o rnultiemployer plon. As $is ASi,l only rcquires enhonceC Cisclosrres,

ihe odcption oi th;s AS! did nct hcve o signillcant impoci cn the Con"rpr:nys Consoiidcted I-incncicl Stciements

ln September 20.1 
'l 

, the FASII issued ASU 20 I 1-08, intorrgibies - Goodwill crnd Other {Tcpic 3.501, Tesling Goodwili lor lnrpoirnrenl.

This ASU is intended 1o reduce the cosl r:nd ccnrplexi! ol the onnuol goodwill impcirment test by providing entrties cn option 10 perform o

quclilolive ossessTnerl lo oelermine whelher furlher impoirmenl lesiinq is nccessory. An enlity has lhe oplion io firsl ossess qrclilclive foctors

lo delermlne whelher li is necesso.y lo perlorm lhe currenl il^,o'step tesl. ll on enli! be lieves, cs o result ol its qlolitctive cssessmenl, thcli il is

rnore-li[ely-thcn'not thct the lorr volue ol o reporting unil is less lhon its corrying cn]ounl, fhe quoniilctive impoirment lesl is required. Olherwlse,
no lr.:rther testing is required. An entity ccn choose to perform the quclitclive ossessmenl on .one, some or oil ol ils reporiirrg unils. Moreover,

on enlily con byposs lhe quolitolive ossessmenl for ony reporting unil ir': r:ny period ond proceeC direcliy lo step one ol the impoirmenl tesl, ond
then resurne perforrrinq lhe quoliiolive ossessffienl in ony subsequent period. The cdcption ol tlris ASU dtC not hcve c signif cont irnpcct on lhe

Cornpnny's ConsolidoteC Finonciol Slolemenls.

lnlune ?0'1 l, the IASB issued ASU 20.1 I 05, Presenlction of Comprehensive lncome lo clorifu thcrl on enlily hos the oplion lo preseni lhe iotal

ol ccmprehensive income, the componenls ol nel income, ond fhe components ol OCI eiiher in o single ccnlinuor;s sioleme nt ol comprehensive

income or rn l^io seporote but consecutive sioternents. ln both choices, on entily is required to presenl ecch componenl of nel incorne olong
with lot.rl nel income , e<rch component of OC1 ulong wilh o lotcl for OCl, ond c lolcl cmounl ior comprehensivo inr:ome. This updote

eliminoles lhe oplion lo pfesent the ccmponents ol OCI os pcrt cl the stctement of chr.rnges in shoreholder! equi!. Tlre cmenrjments in his ASIJ

do nol chonge the ilems lhcl musl be reporled in CCI or when on item ol OCI musl be reclossilieC fo net income. Hydro One hos eiected 1o

presenl OCI cnd nel income in o single conlinuous Consolidoted Stolemenl of Operctions oncl Compreherrsive lncome.
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lnAAoy20ll,theFASBissuedASU20ll04,FoirVr:lueA.Aeosurement {TopicB20}: ArnendmenistoAchieveCommonFoirVolue
A4eosrre:"rent cnd Disclosure Reqrirements 1n U.S. GAAP ond lFRSs. This ASl.l is lhe result ol loint elforts by rhe IASB ond lhe lnterr:otionol
Accounling Slandords Board lc develop common, converged [oir vclue guidonce on how lo meosure fcir vo]ue ond on whai disclosures
to provide crboul foir voLe meosurenrents. This ASU is lorgely consistenl with existing IJS GAAP Ioir volue rneosuremenl principles rnder
Accr:untinq Slcrdcrds Codificotion 820 However, *is ASU expcnCs lhe exisling discJor, r,= re(l\rirerrerrs lo. lo r volue meosurements,

poriiculcrly ol level 3 inpuls, crnd requires coiegorizolion by level ol lhe foir value hier-orchy for ilems thot <.;re not nrecsured crl Ioir vclue

on the Consclidcled Bolonce Sheels but lor which the foir volue is required io be disclosed. Requirec disciosures hove been includecl in

Ncte I ? - Foir Volue of f lncrciol lnsirumenls ond Risk A,Acnogement. As his ASU only requires enhonced discicsures, the odoc,tton ol this

ASU CrC ncl hove c siqnificr:ni impccl on the Compony! Consoiidoted finonciu] Siotemenls.

[esenf Arcorrnfing Guidcnce Nof Yet,Adopbd
ln Decenrber 201 1 , the FASII issued ASU 201 l-l l , Bolonce Sheet {Topic 2 10). Disclosures obcut Ollsening Assets ond Lir:bilities. This ASU

Bolonce Sheets os wcll o: lirroncicl insirumerls ond lronsoclions executed under o mcsler nelling or similcrr orrongernent. Ihe ASU wos issueC

to erroble users ol iircncicl stotemenfs lo unCersiord the effecis or polenliol effects cl ihose c;rrcrngements or cn enti!s lincrnciol position. this
ASLl is requ rei to be oppliecj retrcspcclively trrrd js eflective lor Iisccl yeors, cnd interin'l periods within lhose yecrs, beginrinc on cr olter

.lonuory l. 2C13. As llis ASi: oniy requires enhcnced disclosures, the odcpticn o{ this ASU rs not orlicipcled io h<rve o signiiiccnt impoct on

the Cornpcry's ConsolidcfeC Iincncicl Stotemenis.

4. DTPRTEIATION AND A'TTORTIZATION

'{ecr enCed Decembcr 3 / l,rillions ol dollors/ ,0r 2 ?0il
Depreciolicr of property, pr:nt nnd equipmenl

Amorlizr:lion ol inicrgrble ossets

Ass*-l renovo] r:r:s1s

Amorlizclicn ci requlorory ossels

,tt
48
70
t9

485
.15

66
2C

659 A1t.

5. TIN,ANCING CIIAROTS

)bcr enrjeC Decembcr 3 I fmrl/rcns c;f dcllorsJ 2CI12 20ll
lnle resl on long ternr rje[:1

Otl,er

Less: lnleresl ccpitoli;ed or conslruclion ond developmenl in progress

L)oir on inleresl rote swap ogre*ritonls
Inlerest eorned on inveslanenls

421

t2
tsel
{r 2}

{4}

412
5

{sB}

t\2)
{-1)

3$8 34,4

6. pROl/rSrQN FOR pAylvwNI$ lN utu oF (oRpoRArE tNcoMG IAXXS
The mojor componenis ol income lcx expense ore os lollows:

Yeor ended December 3l {millions of dollars) ?.At2 201I
Currenl provision lor PILs

Deferred recovery of PlLs

i30
(el

1b?

{t 2)
Provision for Pils I2t 150
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Yer:r ended Decenber 3 I /mil/ions ol dollors]

The provision {or PIls diflers lrorn ihe crnouni lhot woulC hcve been recorded using the conrbined Conodion Federol ond Onlcrio slclulory
income lox roie. The recorrcillclion beh.veen lhe slolulory cnd lhe el{eclive l.rx rcles is provicied os follows.

201 2 201 1

lncome before provision lcr PlLs

Conodion lederol ond Onloric sinlulory ifccrne lox role

866
2&.50%

791
28 ?5%

Provision lor PlLs cl slalulory rcle 230 22t]

lncreose {decre<.rse) resulling lrom

Nel lemporory dillerences incLdeC i* nrnolnts chorged lo cuslorners:

Copitol ccst oilowcrce in excess oi depreclclicn crnd cmorlizcl;on
Pension corrkibuiions in excess ol pcnsior expensp

inlerest copilolized lor cccornlirrg but cleducled for lcrx purposes

C)verhecds copit<llizeC for crccornlirg but decJucied lor tcx plrpcses

Non-relundoble inveslrnenl lox credrls

Envirormenlcl expendrtures

Posl-relirement ond po-sl-ernployment benelli .txpense in exc.]ss ol c<.:sh pcymenrs

Other

{42}

{23}

{! 5}

{t,4}

t8l

{5}

(31

34)

171

t6l
t2)

{4)

5

3

Nel lemporory dilferences

Net permonenl diflerences
{r r0}

I
17 s]

2

Tolol r:rovision lor Plls l2l 150

Curenl provision lor Plls

Delerred r*covery ol PlLs

r30

{e}

162

t12)
Tolr:1 provision lcr Plls r2l r50

Ellective income tox rcle I3.?6% 18 96i{

The cunenl provrsion lor Pll-s ol $lil0 millir:r: replesenls lhe on:clrl pciC or poyoble io the OEFC rvilh respeci lo current yecrr income . The

ouistondrng bclonce due tc fieO[tC r:l Der:ember 3l 2012 wos $,10 millior l20ll - $85 miliionj

The totci ptovision for Plls inclrdr:s Ceierred rocovery of PIls ol $9 nillion lhcl is ncl included in lhe role-sefling process, using the bclonce sireet

liobiiity melhod ol cccornling. Defeirecl Pll.s boionces expected to f;e incirded in the rctesetting process cre oliset by re<tulolory ossels onC

liobilities 1o rellecl lle cn1,.,0.,',, recovery cr Ci:i:csilion of ihese bolonces wiihin fu[;re eleciricily rotes

Deferred lnrorne Iax Assefs snd {isbilities
Delerred incoryre lox r:sse1s orrJ licbilltles orlse lrom d;flerences behozeen the corrying omcunts ond tr:x bases cl the Compr:ny'.s ossets ond
l;obilities. A1 December 31, delereC inccne lcx osseis onC l:obtlities consrsted cl lhe lcllowing:

D^ce,.br,3l l^ 1. "r," r i. 20r 2 ?olt
Deferred income tqx oc;ets

Depreciotion oncl omorlizolicn in excess ol copitcl cosl cilowonce
Posl-relirement and posl-employr;ent bcrefits exoense in excess ol cosh poymerls
Invironmenlcl expenCil,-,res

Othor

6
5

5

I

3

7

:
Tolol Ceferred income tox ossets

Lessr currenf poriion
l4 17

1714
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Decernber 3l lnt{{ions oldollorsJ

NCIFs JO CONSCIIDAi[D IINANCiAL SIAT|MTNTS

20t 2 20il
Deferred income lox liobilities

Copitol cost ollowonce in excess ol depreciolion ond omorlizolion
Posl-relir-^mcnt ond post-ernployment benelils expcnse in r:xcess of ccsh pcrymenl.s

f nvironmenlr:1 expenCiiures

Regulclory ornounls receivoble thcl ore nol recognized for lox purposes

Goodwill
Other

{1,344}
.519

62

{!47}
{re}

3

{r,106)
356
6l
{36)

{t 8l

4
Totol deferred income tcx lir:bil;ties

l.ess: currerrl porlion
le26l

t8
{73e1

t9
{9441 t75Bl

During 2012, the cJeferred iox liobiliV inciecseC by $60 miilicrr r:s a rcsult ol the chcnqe in the rcte opplicoble to luture toxes. Ai
Decen:ber3l,20l2,unusedtcxlossescorriedforwordwereiessthcn$1 million{201 1 lessJhcn$l millicn).

r. ACCOUNTS RECEIVABI.T

December 3l fmrl/ions o{ dollars) 20t2 20il
Accounls rece;voble - bilieC

Acccrnls receivcble - unbilleC

235
s8B

224
644

Accounls receivcble, grcss

Allowcnce lor doubtfui ccco.rnls

&68

t23)

823

{t 8l
A ,-o r, ts i-. t V-rF, r(l 845 805

The lollowincr tcrL:le shows lhe rnovemenls ir the cilowcnce lor tiorbtl,-,1 occounls icr the yeors ended Decernber 3l , 2Cl2 onC 20.1 I

Yeor ended December 3 I /mi/lions oI dol/ors/ 2012 701 I

Allorvonce lcr cioubtlul accounts -lcruory 1

Wrile-o{ls

Adciitions fo oilowonce lor Ccr:btful cc.oirnls

{18}

17

{22}

i2sl
30

1)"1\

Allowcnce lor Ccubtiri occounls - Decemher 3l {23} 118
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8. PRCPERTY, PTANT ANO HQUIPN,IENT

Decernber 3l lntillrons ol dollorsJ

Property, Plont
cnd Equipmenl

A,ccrrnuluted
Depreriotion

Conskuclion
in Progresl Iotol

?0r2
Tronsmission

Distribution

Communicolion

Administrolicn oncj Service

fosemenls

I I,840
8,005
1,024
I,3:4

6t4

3,990
2,879

5r6
668

92

641

?34
57

123

8,491

5,360
565
769
c,,t',

22,797 8,14$ I,S55 'r5,r07

201'l
Tronsmission

Dislribulion

Conrmunicclion

Administrolion onC Service

fosernenls

r 0,905
7,59b

s1,9

1,232
493

3,8 r0
2,746

4$8
ba7

B8

1,07{)

l) .)

43
6t

8,17 5

5,1t3
494
686
40.5

2) ,14b 7,67t) 1 ,43$ l4 903

Fincrcing chr:rges copitoiized on properry, plont onC equrpmenl under cr:r-rstruclicn \,r,ere $56 rnillion rn 20']2 {2Cl I $52 rrlilionl

9.INTANGIBLE ASSTTS

Deccmber 3l /mi1/ions a{ dc:llars}
lntcngible

Assets
Aecumuloted
Amortiza!ion

Development
in Progress Totul

20r 2
Cornputer r:oprliccriions solhvcre

Other
451

5

30r
4

II6 266
I

456 305 t't6 lb/

?01 r

Compuler opplicolions solh,aore

{)ther

t 1"7

5

)€,t 22?
,)

3

43? 257 A9 224

linoncinq chcrges ccrpiiclized on intr:nqible cssels under developr:re nl *,:re $3 rnilllon in 20,]? {20,] I - $l mili;on}. Ilre eslimoted onnuol

omcrli;otion expanse for intongible ossets for ecci oi iirc nexl iive yecrs ls $42 n;1ilon.
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I O. RIOULATORY ASSITS AN} I.IABITITIIS

Regulclory ossels ond liobii;ties crise us o result of the rote-selting process. Hydro One hcs recorrJed the foliowing regulclory crssels

cinai lohrlLt es

Decernber J I 1mr//ions of dollors) ?st2 a/\ I l

Regulol,ory asseh:

Pens;on berefit rec;ulolory ossel

Deferred inccme lcx regulctory osset

Po.sl'relr ren:enl oncl post-em plcyrnenl benef ils

Invironmenlo]

Pension rosl vorionce

Kdarl
Lcl:g'1erm proiecl deveicpmeni ccsls

Other

't"5r5

954
320
249

6t
l0
5

t3

779
763
r23
?57
4')
il
5

t0
Totol regulclory ossets

Less: currenl pcrlion
3,r2r

.to
1,990

?4

3,09S I ,966

Regulotory liobilities:
fxlernol revenue vclicnce

Reloil seiliemert vcricnce cccounls

Rider B

Delerred lncome tcx reoulolr ry liobilitl
PST sovinqs delerro

K,d€ | .J

Rurol ond remcle rclc proteclicn vcricnce
Hydro Ono llronrplon Networ[s rider

Other

6l
54

45
'16

l3
I
6

39
41

25

\7

B

I
B

?

?3
Tctci regrlclcry licbilities

less: currenl porlio:r

t71
40

194
?5

l8: 159

Pension Benefit &egulotory Assel

The Compr:ny recognizes the nel urfunded stolur ol pension obligotions on lhe Ccnsoiicjoted Boir:nc* Sheets v;lll cn olfsel to lhc r:ssocioted
regllclory ossei. A regulolory cssel is reccgnizeC [:ecnuse monogemenl considers il 1o be prcbcble lircl pensicn benelit co:ts will be recovereC
in lhe luture throuqh the role*clllng procors. The r:ensicn benefil obllgction is remeosureC to i1s foar valire ct ecc- ylcr er:cj Losed on on ornucl

occounlinq, 2C12 OCI would have been lower by $236 million {201 1 - higher by $482 millior).

Delerred lncorne lox &egulofory Assei ond Liabitih/
Delerred incomo icxes ore recognized on temporory dillerences belween ihe ccrrying crounl ol ossets cnC Iiobilrties ir the ltnr:ncicl stoteri.e njs
ond lhe ccrrespi:nclinq tcx boses used in the ccrnpulolion o{ loxobie prolii.'ihe Compony hos reccgnr;ed rec;ulclcry ossels ond l;obilities

Compcny! provision lor Plls woulC hcve b,een recognized using the liabiliJy method ond tfrere wculC be no regulotcry cccounts esioblishecl
lor lr:xes 1o be recovered thrcuch lulure roles. As c resuli, lhe 20.1 2 provisicn Icr PlLs world hove bern higher by opprr:ximotely $ 136 millicn
{201 I - $70 million), inciuding ihe irnpoct of o chcnqe in enocted tcx rotes.

ltY])lii) oNi A\\LlAr tIPoR] ?0i? 6?



Pos!Rclirernenl cnd Pr:stEmployment Senefits

The Compony recognizes ihe net unfrnded stolus ol posl'reiireme nl ond pc;st'empicyrnent obligolions on lhe Consclidoted Bclonce Sheets wiih
on incremenloi olfsel io lhe cssocitrled regulclory ossels. A regulolory ossel is recognized becouse rncnogernenl considers it to be proboble

post-employment bene{it obligction is remeosrred to its fr:ir vclue cl eoch yeor end bosed on on onnuol ccluoriol reporl, with nn ollset to the

ossocioted regulolory ossel, b the exlent of lhe remeosuremenl odjuslrnent. ln lhe r:bsence cf role'rcguloted occounting, 2012 OCI w<;uld hcve

been lower by $197 nrillior (201 1 - higher by $30 miilionJ.

Envirtsnmenlal

llydro One records c liobilitT for lhe eslinrofecl luiure expenditrres required lo renrediote post environneniol contonrinction {seei Nole 15 -
fnvironrnenlol Liobiliiies]. Becouse such expendilures cre expecled lo be recovercble in luiure rnles, lhe Compcny hcs recorded on equivolenl

onourrl os o reglloory ossel. ln 2012, this reculclory cssel CecreoseC by $3 rnillion {20 I 1 $55 millionl to rellect reloleC chcnges in the

Compcny's l'CB liobiliV, cnC increcsed by $2 miilton 1?01 I - $5 millionJ duer to chonges in the LAR iiobiliV. The environmertol requlofcry
assot is ontorlized lo resulls of operr:lions bcsed cn the potlerr ol oclut.:l expenrJilrrres incurred ond chcrged lo envircnmentcl l:chiliiies. The

OIB hcrs lhe discretion lo exomine ond ossess lhe prr..;dency cnd lhe liming ol recove;'y of o1i of llydro Onel ocfur:l environmenlol expenCilures.
ln lhe o!:sence r:l rot--*egulr:led occounlin!1, 20i2 operotion, mc;inlencnce cnd r:dministrotion exponses wculd hr:ve bccn lowcr by $1 m;llion

{2Cll-$50million). lnoCdilion,20l'2onrorlizclioncxpensewouidhovebeenlowerby$lBmillion{2Oll-$l6mililon),ond20l2
finorcing cfrorqes would hcve bsgl i-igher by $ I i millrcn {2Cl I - $1a millionl.

Pensron Cosl Vorisnce
A pension ccsl voricnce crccounl wr:s estoblished for eoch ol Hydro C)ne Nehn,orks' Trcnsrnissicn ond Dislribution blsinesses 1o ircclq the

diflerence heNveen lhe oclucl pensicn expense incurred cncj eslimoted pension cosls cpprcved by the CEB lhe bclonce in fhis cccount rellecls
lhe excess ol pension costs poiC r:s compcreC io OfiB'c;pproved cmcunis. ln Decenrl:e r' 20.lC, the OIB opproveC the Dece nber 3 I , ?009
bcionce, includino ccctued irJeresi, lo be recovered over c cne"yecr period frcrn.]cnucry l, 20 ll tc llecem[:er 3l 20ll. ln ]he cb:erce ol
rr:le-reguloied ccccunting, 20 l2 revenuewculC hr:ve been lowerby $18 nillion {2Cll - $i4 milltor).

Ktder /

ln April 2006, lhe OEB onnornced ils decrsion regord;ng the Ccmpony's rcrte crpplicolicn irr respeci ol the Distributlon Busine-.s ol l"1yCrc On*
Netr,r,orks. As pr:rt cf lhis declsion, the OtB clso cpproved the distribution'reloted delerrol occcunt jcionces sorcthi bv HyCro Cne. The Ricler 2

regulclory asset includes relcril :eillentenl cnc.l cosl vor<rnce omouf ls ond distribltion iowvolloge service crmounls, p us cccrueC inbrosl.

Lan g-Term lraiecl Development Cosis

ln Mtry 200?, lhe OEB opproved ile creclior of c deferrcrl crccounl fo record l'1yCro One Nennroiks' costs ol prelimirrory vrcrk lc oCvcnce
cerlcin ltonsnission prolecl; idenilli?d in fle Cornncny's 2CC9 ond ?010 tronsmissioi'r rcte opplrcoticns. ln AAorch 2Olri, rle OEB lssred c
decision omending the .scope oi the occolnt 1o irclurje the 20 rocjor ironsrrissiori projecis identiliecJ ir tlre Se5:terber 2C09 rcqr.;est lrorr lhe
A4inistry ol Enercy and lnlroslruclure . ln December 20 10, the C[B cpproved lhe recovery ol the Decenber 3l , 2009 bclcrce, incluCing

cc.rued inleresl, lo be recovereC cver o one'yeor period lrorn.]onuory I , 201 I to December 31, 20.1 L ln the cbserce ol rcrle-regulcled

occounling, 20i 1 c,perolion, moinlononce r:nd odministrotion expenses would lrove been lower by $? miilion.

Exlernol Reyenue U:riance
ln I'Aoy 2009, the OI3 cpproved lorecosled crmounls reloled to erporl service revenue, externol revenre irom seccndory lond use, cnd
exletncl revenue lrom siclion moinlenonce ond engineering ond conskuclion work. These revenue scurces are lcken inlo cccounl in sfrr:cluring

lhe Compony's revenue requiremenl ond os such, the OEB requesled the estoblishment ol new vorionce crccounls to copture ony Cilference
behn,een the opproved forecosted exlernoi revenue cinounls used in eslr:b]ishinq lhe revenre requirernenl ond ucluol exlernol revenues. The

exlernol levenue vorlcnce occcunl bolonce reflecls ihe excess cf cctuol exlernol revenue compored to the OEBrpproved ioreccsled omounls
ln December 20,10, the OIB opproved the disposition of the December 3 I , ?009 bolcrnce , including occruecl interest, to be disposed over o
one-yeor period komJonuory 1, 201 I tc Decemher 31, 201.l.

NOI,ES IC CCNSCLIDAI!D FLNANCIAI SIAIiMFNIS
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&etoil Seltlemenl Varionce Accounls le$yAt
Hydro One hcs deferred cerloin reloil setliernenl vorionce crnounls under the provisions of Article lg0 ol the O[St Accounting ProceCures

Hondbook. ln April 2010, the OIB opproved the disposiiion ol the tolol RSVA bolonce occumuloted kom A,4cy 2008 to December 2009,
including occrued interest, lo be disposed over t: 20-month period kom,ll4oy l, 20.101o December 3,l, 201 1. llydro One hos conlinued to

sccurnulcte o net liobiliV in its RSVA occounts since Decomber 3l , 2OOq,.

Rider I
ln April 2010, the OIB requested the esloblishmerrl of de{enol occounls which ccrpture lhe dilference beh,veen lhe revenue recorded on lhe

bosis of Green Lnergy Plon expendilures incrrred ond lhe octuol recoveries receiveC.

PSf Sovings De{erral Accounl
The provinciol soles lox {PSTJ ond goods ond services:cx {GST) were hcrmcri;ed inluly 20 10. Unllke the GSI the PSJ wcs included in

opercrtion, mointenonce ond odminislrotive expenses or copilol expendilures lor posi revenue requirerenls cpproveC <Jurirg o lull cosl ol service

hecrring. Undcr lhe lrcrmonize<j soles tox {HST) regime, ihe IIST included in operolion, mcinlenonce crd oclrniniskalive expenses cr copitcrl

expenCilures is ncl o cosl ullirnolely borne by the Cornpony ond cs such, c rellrrd of the pi'ior FST elenent in lhe cpprcved ievenue reqL.riremenl

is opplicoble and colcr:lclrons lor trcci<.ing ond relund were r--quesled by the OEB. For lhe Hydro One Nel,,rorks Tronsnrssicr, revenue

requiremenl, PSTwcs included beh,veen"iuly l, 2010 cnC December 3.1, 2010 ond recordcd ln o delerrol occount perC:reclion lrom the

OIB. fcr the l-lydro One Nelworks Dislr]bulion rovenue requirernenl, PST wcs includeo' heMeen July 1 , 20 lC r:nC December 31 , 2.0]2
r:nd recorded in o delerral cccounl per direcllon from the O[8.

&ider 3
ln December 2008, lio OEB opproveC cerlain disiribulicn-relcted deferrol occounl Lrclonces sought by llydro One, includinq RS\A c;rcunts
delerred lox chcnges, OIB costs ond smorl m-.lers. The OEI] r:pproved iho Cisposiiion ol ther RiCer.i bolorce occumrlcled up tc April ?008
inclu<Jing occrued inleresl, lo be oispcsed over o 27'monlh pericC irom Februory l, 20Oa lo Aprii 30, 2Ci i.

Rurcl ond Remote Rate Proleclian Vorionce fRRRPj

ilydrc One receivcs rurci rcle proleciion ornounts from the ltSO A porlicn ol lhese nmounls is provideci fo relcil cu:loners ol Hydro One
Neh,vorks whc cre eligible for role prcleciior. The OEB hcs opprovod o mechonisnr to cc;lloct the RRRP lhroLrch the Wholesole lhorkei

Service Choree \brionces beiweon ihe omounls rcmitlei by the lISO lo i-ivt]ro One ond tfre iixed r:ntrtlenerls iellnecj ln the reguloiicr,

ond subseqr:enl OIB utility role decisions, ,:re lr<.rci<ed [:y lhe Conpcrny in the RRRP vorionce cccour]l.

Hydro One Brampton Nelworks Rider

lnAprii 2010,theOtBrssuedcdecisicnre!;ordirgthe20 l0distributionrclesoi llyrjroOre BromplonNeilorks lnclude<JinlheOIBs
ciecision wos lhe cpprovol cl cerlain deferroi occcunl bolonces, primcrily RSVAs, scught by I iydrc One Brcmpfon NeMcrk-s in ils opplicolion
The OEB crdered ti'rol the opproved bolonces be oogregoted into o slnqle requlolory cccorrl ond disposed cl thrcugh c role rider cver c
irvc-yer:r period lrorn AAoy i , 2010 to Aprii 3C 2A]2.

I I. }EBI ANO CRIOIT ASRTIMTNI'
$hErt-Term Notes
Hydro One meeis ils shorf'term iiquidity requiremenls in porl lhrough the issucnce ol conmerciol poper unCer iis Ccrrrnercicrl Poper Progrom

wilh o rroximum cmounl of $ I ,OOO million. These shorf-lerm noles cre denonrinofed in Concdion Collcrs wilh vr:ryinq mclurilies noi exceeding

355 doys. Hydro One hod no commerciol pcper borrowings outstonding cs ot l)ecember 31, 20,1 2 ond 20,l L

The Commerciol Poper Progrom is supported by o lotcl ol $,l,500 million in liquid;ty fccilities comprised ol o $1,250 million commited
revolving stondby cred;t focil;ty with o syndicole ol bonks ond a long-lerrn invesl.nenl irr Province cl Cntorio Floolinq-Rote Noles with o loir volue

of $25 I million ol December 3 I , 20,] 2.

long-Term Debt
Tle Ccmpuny issues noles for long-lerm {inoncing unCer ils Medium-Term Note IMTNJ Progrom. The moxinrum outhorized principcl cmountol
noles issucble under this progrom is $3,000 rnillion. At Decenber 3,1. 20,12, $.1,515 miliion remr:rned ovoiloble rntil September 2013.

NClI5 TC CONSOIlDAIID I]NANCiAL SIATTMTNIS
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The foliowing loble presenls the outstonding longlerm debt ct December 3 I , 20,1 2 ond 20 I I

December 3l {millions e:f dollars} 20r2 201 I

5.77% Sertes 3 notes dre 20 1 2

5.00% Series l5 notes due 20']3
3. I 3% Se ries I ? noles due 20 I ,1 1

2.95% Series 2l noles due 20 l5r
Flcolingtote Series ?2 notes due 20152

4.64% Series l0 notes Cue 20.] 6
Flooting-role Serles ?Z noies due 20,16:

5.18% Series l3 nc,tes dt:e 2O)'7
4.40% Series 20 notes tjue ?020
3.20% Series 25 notes due 2A22
2.35% debentrres due 2030
6.93% Series 2 ncles Cue 2032
6.35% Series 4 nctes due 2034
5.36% Series 9 notes due 2036
u1.89% Serles l2 noles due 2A37
6.03% Series l7 noles due 2C39
5.49% Series lB no;es dle 2040
4.39% Series 23 noies Cue 204 1

6.59% Series .5 rrcnes due 2043
5.00% Series I l ncles due 2046
4 00% Series 24 noies due 20-5 I

3.29% Series 26 noles dr:e 2C62

600
750
500

50
,450

50

600
300

600
400

5CIo

385
600
400
JUU

500
300
315
325
tt3

310

600
600
754
500

5C

450

600
3C0

40c
500
385
600
400
300
5C0
1nn

3r5
325
I nr)

AIJC. LJnreolized morked'tc-nrcrkel ir:ss I

l.e:s: Lonq-lerm Cebt povcbie wilhin one yeor

8,460
lo

{600}

7,975
33

{6CO)

lcnq tcr"r debl 7,87q 7 408

2 The interest r:tes oi the llociirri-rote noles ore referencec to the ll-north Conodion dclicr borkers' occecionce role, pL-s o moroir,.

$425 millicn issued in the second qucrler, $310 mlil;on issued in lhe third qucrter, ond $5C n ilrcn issued in the lourih quarter oi 2012.
ln September 2012, the Componyolso redeemed the $600 miilion AATN Series 3 noles.

The long-term debi is unsecured crnd denomincled in Conodion dollors. The lonq-term debt is summorized by the nurnber of yeors to moturiiy
in Nole l2 - [oir Voiue of linonciol lnskumenls ond RisI AAcnooement.

Credit Agreements
Hydrc Ore hcs o $ I ,250 mill;on commitled ond unuseC revolving slcndby credii fr:cility with rr syn<Jicote ol bonks, moturinq in June 20 1 /
lf used, interesi on lhe lccility would opply bosed on Ccnodicn benchmr:rk rotes. This credit focillty supports the Componyls Comnerciol
Poper Prcgrom.

The Compony moy use the credil locility for generol corporote purpases, including meeting short-term lunding requirernents. The cbligotion ol
eoch lender to mcke ony credil exiension to the Ccmpony unCer ils credit fcrciliry is sublecl to vorious condilicns irclrCing, omong oth*r lhinqs,
lhcl no evenl ol defouh hos occurred r:r would resull lrom such credii extension.
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I2. TAIR \IALUT OF FINANCIAL IH:TNUN,ITNT$ AN} RISK NfiANAOTMENT
Foir volue is considereC ic L:e lhe exchonge price in on orderly tuonsoclion behveen mor[et porticiponts to sel] on ossel or konsfer o 1;obillty ot
lhe meosureme nl dcte . fhe fr:ir volue delinition locuses on on exit price, which is the price thot wculd be received in the sole of on clssel or lhe

amoLrnt thct wouiei bc pcid to tronsler o IicbiliV.

HyCro One clcssifies its foir vclue mecsurerrenls bosed on the lollowing hiercrchy, os prescribed by ihe occouniing guidonce {or fcir volue,

which priofitizes lhe inp:uls lo voluolrcn lechniques useC lo meosure fcir volue inlo three levels:

leve I 1 inpuis crc unoClusled quoled prices in cclive mr:rkels lor identicol cssots or licbiliiies thot Hydro One hos the ob;lity to occess. An nctive
morkel lcr lhe ossel cr litbilily is one ln which ironsoclrons fc;r the ossei or liotrili,r,r occur wiih sulliclent frequency ond volume lc provide onaoing
pricing in[:rmolion.

Level 2 inprts cre lhose olhe r lhon qucted mcrrkei prices thot cre observoble, either directly or lnCireclly, for on ossct or liobility level ? inputs

irclude, but cre nol limiled to, qucleC prices lor similcr ossets or licbilities rn cn nctive rrorkel, quoied prices lor lCenlicol or similor cssets or
liobilllies ir rrr:ri<efs ilrol cre ncl cctrve cnd inpuls oiher lhon quoled mcrkel prices thr:l cre observcble ft:r the csset cr licrbiliry, such os interest

rote curl'es cnci yield cri-ves r:bservcble ol comnrcrly quoled intervols, volcrtilitios, credit risk ond deloult roles. A Level 2 rneosuremenl connot
hove more ihcr r:n irsignrf ccnl pcrtion ol lhe vcluolion boseC on unohservoble inputs

level 3 inputs cie cny lcrr vclue meosuremenls thot include unobservoble inpuis fcr the osset or lirbiliry, loi rn,rre thon crn insigniliccnt portion of
lhe vcirctior. A l.evel 3 Tneosureinenl moy be bosed primcrily on levei ? inputs.

Non-Derivutive Finernciol Assets ond liobiliiles
Al Decenber 3l , 2Cl 2 onC ?0-l 1 , ihe Compony'.s corryine omounls cf cccounls i'ecervoble, Cue fron relote<.j pcrties, shori-lerm inyosl.nents,

bcnk lndebtedre)s, ticcorrls ocyohle, occrued licbllities, onC Cuo tc reicied pcrties cre represertofive of foir vclue beccr:se cl lhe shorl ierm

nclure oi liese inslrrme rls.

Foir Volu* Itleosurements of Long-Term Bebl
The ioir volres r,'nC corying vo ues ol the Cornpory's long lerm debt c:t December 3l , 2Cl2 cnC 20.1 I cre os follcws

Decenrbcr 3 i lrnillions of ColL;r.s/

2012
Corryinq Volue

20t 2
Foir Volue

20il
Ccrryinq Volue

20tl
Foir Vcrlre

Long iern: ce bt

$500 rriliir:r oi,MTN Series l9 noresi

$250 miilrcr cl nflN Series 2l noles?

Oller ncles cnd cleben[;resj

512

t3t
9,r88

52)
2b2

8,615

5t2
257

7,VlA

521

262
v,2?5

8,479 9.957 B,OCB I 398

ll'e yir: d ir ihc srq:r; morlct lor tlre relciei srvop lhedgoc] risk)

tiro yieli ir iirc swop rrcrkrt for llE reicteci srvop ihedged risk].

nctkel volue ol ilre ncles r:ni riebeniures onC is boseci or rnodiusted periodend norkct prices {or thr: sone or similor debt J the sone rqmoiring .Tralurities.

Foir Volue Mensuremenls of Derivative lnsfrumenls
A1 Dece nber 3 I , 2C I 2, the Compcny had interest-rote swops ioioling $25O million (20,] I - $250 millicn) ficl were useC to convert fixed-
rcte Cebt lo licoling-rote debt. These swops ore clossilied os loir volue hedges. The Compony! loir vc:ire heCge exposure wos equcl to oboui
9% \2A1 I - 9%l ol its btol longlernr debt of $B 479 million {201 I - $8,008 millionJ. At December 31, 201 2, rhe Compcny hcrd rhe

lcllcwirg inlereslrole swcps designoled crs lcir voiue hedges:

{c) lwo $75C rr llion llxed-trvflocling inleresl'rcie swop o!lreemenls fo ccnvert $500 nillion c{ fie $750 million AA-fN Series lg notes

mchring Nr:vemi:er I 9, 2C l4 into three'month voricble rote de bt; cnd
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{bl hvo$l25millionfixedlo{looringinferest-rnteswopogreementsloconvert$250m;llionolthe$500rnillion&ATNSeries2l notes

mciuring September 1 l, 2015 into lhree-morrlh vorioble roie debt.

A1 December 3l , 20 I 2, the Conrpory olsc hcd interesl-rcle swops wilh o totol nolionol vr:lrre of $900 million clcssified cs undesignoted
controcls. The unCesiqncled conlrccts consisl of lhe ioilowinq inle resf-role swcps:

{c) three $250:,'rill;on flooling-ic-lixei inleresl-rcie swop cgreements thci lock in the fiooting rcie the Cornpony poys on o portion ol
lhe obcve lixed tr>llccling inleresl'rcie swcps Irom Decerlber I l, 201 2 to December I l, 2013, from ltebruory 21 ,2A)2 ra

february lq, 2C.l3, cnC lrcm Februory 
.19, 

20 l3 to Februcry 19,2A1 4, respectively;

lC) two $50 millicn lloctinq'loflxed inleresl-r*e swclp ogreements thct lock in ltre fiooting rnte ihe Conrpony poys on the $50 m;llion
llooline-io1e AAIN Series 22 rcles frorn.Jorrucry 24,')A) 2 tolcnuory 24, 2Q13, orrc irom.lorucry 24,20 13 to.lonuory 24,2014,
ond

{eJ c $50 m:llicn llootinq'r*fixeC inleresf'ro1e swcp oqreement thct iocks in the llcotirg rote the Company ooys on the $5C miliion
iloolinc-rotc A.4lN Scrir:s 2/ nt:tr.::.lrom A,lorch A, ?0 l3 to Dccr:mi:t-.r 3, 2013

Al De cemher 3 I , 20 I 2 cnd 201 I , the Comoony's corrying orflounls cl derivolive instiumenls were representciive ol loir vclue.

Iuir Vcllue Hierorchy
I'hefcirvcrlueirercrch'/oli;n5p-1o; crs.se'scndliobii l:esot Decemher3l,2Cl2cnd20llisosfollcws.

o'o/lor-sl

Ccrrying
Volue

Fair
Volue Level I Level 2 level 3

Assets:

Shorl-terrn inveslments

Longlernr inveslrnenl

Derivi:live inslrrneils

t95
?5r

I?

r95
251

I?

t9$
25t

foir vr:lve ledr;es irle:r:sl-role SWOnS 1(,

465 465 465

lisbilities:
Bank indebtednes.s

lcne-ternr Cebi 8.419
42

9,957
4242

t,*57
8.52 r I 9$9 42 9,957

December 3l 2Ol I lmillions ol dol/or.sl
Cr:rrying

VolL;e

Fa ir

Vc:lue lcvol I Level 2 level 3
Assels:

Shcrf-ferm inveslmenls

lcng-lerm inveslmenl

Derivoiive inslrurt]enls

Foir volue hedges -- inle rest role swops

2?B

2,10

228
2-5C

228
250

3333 33
Undesiqneted conlrocls -- inleresl role swc ps

.5r2 51? 51?

liobilifies:
Bonk indebtedness

Lono*erm <Jebt

39
s.008

39
9,398

39
s,,398

B C4/ 9 437 39 I 398
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The shorl-term inveslmenls represeni inveslments wilh on originoi mcrtrri! ol lhree mcnihs or less. The foir volue of the short-term inveslmenls is

determined using inpuls other lhon quoted prices thct ore observchle lor the ossels. The Ci:mpony obloins quoles lor lhe fr:ir volue ol the

shorllerm inveslmenls lrom cn independent third porty.

The long*erm investmenl represenls ihe Province of Ontorio Flcciing'Rate Notes. TIe foir volr.-le of the longterm inveslrnent is determined using

inpuls olher ihon quoled prices thcl ore observclble Ior lhe csset, wi'h unrecoqnized goirrs or losscs ri:cognized in linon<-ing chorges.

The Compony cblcins quoles lrom cn independent third porty lcr the Icir volue ol the long lerm investmerlt, whc uses the morket price ol
similcr securilies odlusted lor chcrnges in observobie inpufs stich os rnolurily dctes ond iflieresl roles.

The foir volue ol the derivotlve insiurnenis is determined r.Lsing olher lhcrn qloled prices thct are observcble for these ossels. The foir volue is

primcrily bosed on lf re preserl volue ol fL;h:re i:osh llows usirrg c swcp yieid curve i. delermine llrr-: cssumplions lcr inleresl rcles

Ti:e foir volue ol thc htdgcri porlion of thc lonc;-ierm debt is primorily bosrr.i c,n tlrc presenl vcluc ol fulure cosh flows r.sinq o swop yielC curve
lc delermine the cssun:plion lor interesl roles. The foir v<llue ol the unlredqrcl porlion o{ the lcnglerm debt;s bosed on unod]usted pericd-end

nr:rkel prices for the same or srmiior Cebt ol the scne remoi0ing rnoturilies.

Tnere were ro sicnificont lrcnslers behryeen cny cl th= levels durinc ll;e ycors endeci Decemher 3l , 201 2 crnl 201 L

NO]IS IC CONSOlIDAIED IINANC1AI STATTMTNIS

techniqles for pcnsrcn plcn ossets.

Risk Monugemelri
Fxposure lc norkol rlsl<., credit risk ond l;quiCity risk crises ir the norrnoi colrse ol the Ccnpcny's bL;siress

IlYi]IiO ONL ANNUAT RTPOIII 20i2 7 5

/rlorket Ris&

A.Acrkel risk relers prmcrily 1o the risk of loss lhr:t resulls lrom cironges ir tomnociity priros, foreign exchcnge rcrles cnd inierest rr:tes. The

Ccrnpony does nol hove commodiry risk. The Compnny ices irove loreii,,r exchcrc]e ., ,r l.-r ,\ .tL crgrr.:n c:lls lo pr-irchcse nrolerols
cnd equirnenl ossocroled with ccrpitol progrorns ord pro]ecis iirol ore scllled ir loreiqn cLrrreri:ies This ioreign exchonee risk is ncl molericl,

c thougi tfe Con:pony could in lhe lLrlure d*-cide to issue forercn curcncycicnon,irntecl Ccbt wiich would he hedged bock tc Ccnodion

the Ccmpcny's ltcrsmission crnci iistribution busrnesses is cleriveC uslng o lornucic crpprcoch thot is bcsecJ or the loreccrst br lcnq'ferm

Governmenl ol Concic bcnd yields onC the sprer:d in 30yecr "A"'rctecl C-onodicrr uti iir- br:rcls cver lhe 3Oyeor benchmork Governmenf

cf CclrcdobonCyielC TheComponyeslirnoleslhol o lT.ciecreose irthelorecc;str:CiorgtermGcvernrnenl ol Concicrbcndyieldorthe

$lC miiiior i20ll - $lC mrllionl

Tfe Compcny uses o combinotion of fixed cnC vorioble'rofe rJeLl lc moro!e lhr: mlx oi its clelrt portiolio. 1'he Cr:mpony olsc uses derivotive

os c mecns lo moncge ils inleresl rclte exposure lc ochieve c lower ccsl of debt. ln r:dCilicn, the Compony mrry uiilize inlerestrote derivolive
instrumerls ter inck in inleresl role levels in cnlicipolion of lulrre f;ncnc;ng l'yCro One mny olso enter inlo derrvcltive cgreemenls such os
lorword-slorlrnq poy fixed-interest-role swoF cgreemenls to hedge ogoinsl llre -.ilect of luture icle,:rest rcle rnovements cn long-lerm f ixeC'rcte

osci December 3l 20]2 or 2Ol l.

A hypolhelicol l0% irTcreose in lhe interesl roles cssociole(l wilh voricbl*rcie cjeLl w<-:lld rol hr:ve resulleC in c sic;niliconl decreose in

l-lydro One's res,-rl1s of cperctions lor the yecrs enCed Decr:mber 3l , 2Cl 2 or 2a t I .

Fair Value lledges
[or der]volive inslrumenls thcll cre deslgnoted ond qu<rli\i os loir volu* lredqcs, lie qoiii cr lcss c,n lhe derivoiive os well os lhe olfse$inq lcss

or goin on the heCged iten cttribuloble to the heiged risk cre reccgnizecl ir fhe CcrsolidcteC Slctemenls ol Operotions ond Ccmprehensive
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Yeor ended Dece,rber 3l {millions a{ dollars}

income. The net unreolized loss {goin) on the hedged debt ond lhe reioied interest rote swops lor the yecrrs ended December 3.1, 2Cl2 ond
2C l I cre includeC in finencinq chorges c.s lollows:

2012 201 I
Unreolized loss {goin) on hedged debt {l4l

t4
25

{2slUnreolized loss lqoin) on lcir volue interesl-rcto SWOpS

Nei unreolized loss lqoin)

Al December 31, 201 2, HyCro Cne hcd $250 million {20,1 I - $75C miiiicn} of notionol omounts cl loir vclue heCees oufslondine reloted
to interesl-role swcps, with ossets ctlcirvr:lueof $lg miilicn 12011 * $33 mrliionJ" During iheyeors ended December 3.l, 2012 onC 2011,
there wos nr: signiliconl rrnpacl on ihe resulfs ol operclrcns cs c resull ol cny inelfecliveness ctkil:u:oble tr: loir vr:lue hedqes

Credit f,r'slr

f inonciol cssels creole o risk thr:t o cc!nlerporV will foil io dischorge on obli.lclion, cou:ing o Iincncicl loss. At Eecernber 31, 201 2 c*d
20 I l, lhere were no srgniliccnt ccncenirolions ol credit risk with respecl lo r:ny closs of llncncicl ossels. llre Compcry's revenL:e is er:rned fror
o brocd bose of clsiomers. As o re.sLrli, Hyriro Onc diC nr:l eorr o signiiicorl r:mclnl ol revenue lrom ony indiviircl cuslcmer. Al Der:e rnber 3 I ,

2C l 2 ond 201 l , there wcs no s:grii corl occounfs receivoble bolonce Cue irom cny sinole cusioilrer.

At Dece rnber 3l , 20.1 2, the Compcny's provision ior bod de bts wcrs $23 rnillicn {201 I - $ 1 B millicn) Adiuslments cnd wriie-clfs
were delermined on lhe bcsls oi o teview ol overciue occounls, klkine inlo considerotion historicol experience Al Decenrher 31 ,2012,
cpproximolely 3% of the Ccnpony! cccolnts receivcble rvere crged nore lhon 60 dcys {20.l I - 3%)

iimili.g iclal extosure levels with inCiviCLrcrl ccunlerporlies conslslenl with the Ccrnpcny's Boordr:pproved CreCit Risk folicy; enlering inlo mosler
ogreernenls which ercble nel seijleme ni ord tre conlrcrcluol right ol cilsel; cnd monitor;nq lhe llnoncici condition ol counlerporlies. ln cddition
lc pcynrenl netling longucge in mosler cgreemenls, ltre Compony estcblishes credit limiis, m.rrgirirg thresholds cncl collclerol requiremenls lor
eoch counlerporly. Colnierpcrty credil ilmils ore br:sed or on rnlernol credit review thot considers o vcriev ol loctors, includlnq the resllls o[
s scoring model, levercge , liqu;d V, prolitrb,li1,, credii rcrtings cnd :isk mtyrogement copr:biliiles ihe ielermilctrorr cl credil expcsure for c

lhe sum of the principol volue of rnoney morkei exposures cnC lhe rnr:rkel volue of oll corlrocts thol hcrve c posilive mork'1o mcrket posilicn cn lhe
mecsuremenl dcte. The Corrpony wculd only oilset the posilive morkel volues cgoinsl negolive vclues wrth fhe sorne couflerporly where perrniiteC
by lhe exislence ol o legr:1 nelling cgreemenl such os on lnlernolioncl Swop Declers Associclion mosie. cgreemert. The poientiol Ltli.e exposrre

os specified in ecch ogree ment The Conrg:ony rfionilors c;.;renf cnd fo,wcrd credil exposure lo ccunisrporlies bolh cn on irdividucl oncl cn
oggregole bosis. The Compcnys credil risk for cccr:unfs receivcble is lirnifed lc lhe corrying omcufts on thc ConsoliColed Bclcnce Sheets.

Derivoiive finonciol lnskilmenls resull in exposr,rre to credil risk since there is c ris[ of cornlerpcrl.T cefoult. The credit expcsure of <jerivotive
conkocls, before collotercl, is represenled by lhe loir vclue ol contrccls ct lhe reporiing Ccte. At December 3,i, 20 12, the cornlerpcrty credil
risk exposure on the foir volue ol these lnteresl rcle swop conkocts wos $22 mtllion {201 1 - $:O rnillio:r). At December 3 

'1 

, 2C 1 2, Hyiro
One's credil exposure for cll derivolive inskumenls, cnd opplicoble poyobles ond receivobles, hod c credit rcting of investment grcde , with
four linonciol inslilulions cs the coi:nlerporljes. The credil exposure of er:ch ol ihe four counlerpcriies c.:ccounled lor more ihon I 0% cl the rcrci
credil exposure.

tiguidit, N;sr(

liquiClt'y risk refers lo lhe Ccrrponys c,b;lily to meel ils llnonciol obligctions os they ccme Cue. llydro One meet,s ils short-term liquidrI
requiremenls using cr:sh cnd cclsh equivolenls on hr:nd, lunds hom cperoiions, the issur:nce cf commerciol pope:, lhe revolving stcnCby credit
locilit,i, crnd by holding Province ol Ontorio floctirg Role Nofes. The Comnrercicl Pcper Progrnm is supported by o rotcl oi $ 1,500 miliion in

liquidity focililles comptised cl o $ 
.],250 

million commitled revclvinq cfedit lociiiV wirh o syndicote o1 bcnks rnoturing in June 2012 cnd rhe

Prcvince ol Onlorio Flooting'llole Noles wrlh c fcir vclre ol $25 1 rnillicn. The short'1erm liquidity under this p:cgrom onC onticipoted levels of
funds fronr opercrlions should be suf{icienl lc fund nornrcl cperciinq requirements.
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Al December 3l , 2012, cccounts poyoble ond occrued iiobilities in ihe omount at $,72?- milllon ore expecied to be settled in cr:sh ot their

corrying ornounls within the nexl yeor.

,At December 31, 20,]2, Hydro One hcd issued long-term debt in the norionol omount ol $8,460 million {201 1 - $2,925 millionJ.

long-ferm debt moluring during lhe n-^xl yeor is $6C0 million {201 I - $600 million). lnteresi pcynrents lor the next l? months on the

Compcny's oulstcnding longlerm debl omounl to $410 million {?01 I - $AOS millionJ. Principcl outstondine, inleresi poyments cmd relcted

weighted overoge inleresl rcles cre sur:rrnorized by the nurnber ol yoors lc moiurity in the lollowing tob1e.

Yeots lo Alr:h;rily

Principcl Outslcnding
on long-lerm Debt

I m i l! t r:n s of dr;lla r sj

lnieresi

fmrllir:ri.s

Poymenls'
o{ dc:llcrs)

We;ghted Averaqe
Inle resi Role'

{%)

yeOr

y0crs

yecrs

yeors

Yeors

1

2

3

4
5

600
750
550
500
600

4tc

3.56

33 t

:470

50
3l
2E
,4.'.3

52

6 * 10 yecrs

Over l0 yecrs

3,000
900

4,560

I ,796
1,403
.{ l38

4)
3b
5dr

I.t6A 7,337

liooilnq-rr;le Ser;es 27 notes r:lue 20 1 6

I3. (APITAI MANAGTMTNT
The Compony's obleclives w!ih respecl 1c iis cr:pilol struclure cre lo moinloin elfeclive crccess fc copllcl on o long'lerm bcsis ct recsoroble

"A" cotegcry lon.:l-lern creCil roling.

At Dece:rber 3l , ?Cl 2 cnd 2Cl 1, the Conrpcny's r:r:pitol shlidure wcs os lollows:

December 3l /millions of dr:llors) 20r 2 20tl
longlerrn debt poyoble wilhin ore yecr

Less: Cr:sh ond cosh equivolerrts

600
to(

500
27-8

4.05 37'.)

Long'lerm debl

Prelerred shores

Common shcres

Reioined eorninqs

r,879

,t1

v 408

323

3,314
3,20?

3,3) 4
2,827

6,516 6,) 41

Totrol copitql I 5,1 23 ),4 24r,

The Compony hcs cuslomory covononls iypicolly ossocicled wilh lr:ngterm debt. Among other thlngs, llydro One s lcng-terr debt ond credlt
fociliry covenonts iirnit the permissiL:lo debt tc 25% cf the Componys totci ccpilolizotion, limit the obility to sell cssets cnd impose c neqclive
pledge provision, sub]ect lo cLrslonrory exceplrons. At December 3 I , 20 I 2 cncl 20,1 

'l 
, Hydro One wos in coarplicnce with cll cl llese

covcnonls ond limiiolions.
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Irt. ptll5l$N AND POST-RETIRIlvl:NT AND pOST-EinptOylilrHT BENrFmS
l{ydro One hcs o delined benefrl pexsion plcn, o supplemenlory pensicn plcn, r:nd posl'relirernenl ont1 post'employment bene{it plons. The
defined benefil pension plcn {Pension Plcn) is contributory ond covers oll reguk:r employees of l-1yCro One ond its subsidiories, except Hydrcr
One Bromplon Networks. Employees of Hydro One Bromplon Nelnrorks pcrrlicipate in ,he OAITERS plon. c multiemployer public seclor pension

Pension Pion bul for the limilr:lions imposerJ by the lncome loxAct {Concdc). The supplementcry pensiof pion obiigation is included with other
posl-reliremenl o;.ld post-emplcyment benelit obiigotions on the ConscliCc;ted Bolonce Sheeis.

Ihe otrltRs Plon
HyCro One conliibutions ro the OA,4IRS plon lor the yeor enCed December 3l, 20'1? were $2 million {2C1 I - g I m,llionl. Compony
contribuiions poyoble cl December 31, 2012 ond included in cccrued licbililies on the Ccnsolidoted Bolonce Sheels w.ere $0.2 rnillion
{201 I - $0.2 miiiicn). Hydro Cne conlribulions do nol represenl :'ncre ihon 5% of tctci ccntributions to tho OMTRS p1on, as inrjicored in
OMfRSt rncst recently ovoiioble cnnucl report lor the yecr ended December 3 t, 20'] I

AtDecember3,],201 l,theoA.AtRSplcnwosBB.z%lunded,w;rhcnunlundedlicbil;r.,,cf gz,2g0million Thisunfundedlirbiitryw;ll l;kely
resull in lulute pcrymenls by porlicipoling employers onC menrbers. FiyCro One future cortributiors coulC be increr:sed substcnliclly il olher
enlities wilhdrcw hom the p1on.

Fension Flon, Posf-Retirement ond Post-tmployment plons
-ihe 

Pe nsir:n Plcn prcviCes beneflls bcseci r:n hichest lhreeyeor cveroce pensionoble eorring5 For new rncncgenenl enlployees who
commenceC enploymenl on or ollerJonucry 1 , 2Aa4, cnd lor new Socie! cf frrergy Proiessicnols-represenfed sloil hireC oiter November lZ,

Compony cnc! ernpicyees' cr:ntribulicns to lhe Pension Pcn nre bosed on cctL;cricl voLctions periormerj ct lecsl every 1l-rree yeors. Annlcl
PensionPloncorfribrlions{or20)?- ol$l63ml11lcn{2011-$l52millicr} were bosedor, cncctrcriol vcrluolionoiiectiveDecernber31,
201 I ond the levei ol 2A12 pensionoble eotnings. [s]inoled crnucl Pension Plcn coniribulicr.s for 2Cl3 cr.e $162 mtliion, bcsed cn rhe
December 31, 201 i voluotton ond the pro]ected level of pensiorcble eornings.

l-lydro One recocnizes lle overlunded or underlunCed slclLLs ol lhe Pensicn Plon, cnd posl.relirernert crnd pcst-errpicynert picrns {PlonsJ os on
cssel cr licbiliV on ils Consolirjclei Bqlcnce Sheefs, wiih o{f.se[rr:c regulolcry crssels cni ]icbilrtie: os opprcpricie l'he rnderlinied benelit
cbiigt:tir:ns lor the Pir:ns, in lhe cbsenco cl regulolory occounting, worrld be recognized ir AOCI. Tle impcct ol chonqes in cssumptions usecJ
10 reoslrre pension, posi-reiire..cni ond posl-employrneni brnelit obl eolons is cenerclly recocnizecl over the ex;reclcC .rvcrcree rcmoining
serv;ce period of lhe emplcyees. For ihe yeor endeC December 3l, 20.l2, the neosurernenl dole lor the Plons wos Doccmber j l

NOlT5 -iO 
CONSOI.]DATFD TINANC]AI 5'iATTMFNI'5
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NCTTS ]C CONSOI I DrlTl: L1 r INANCIAl 5TAll illt NTS

Pension Benelits
Post-Reliren:enl ond

Posl'Irnployment Benef iis

?012 201 IYeeir ended December 3 I il{tons a{ dollars) ?0! 2 20il
in prciected benefit obtigotion

Projected beneftt obliqoticn, beginning of yeor

Cunenl service cosi

lnleresi cr:sl

Reciprocoi lronsfers

Benelits poid

l\el OClL.lOllol lCsS lqOlnl

5,4SI
r23
28s

I

{2er}
928

4,946
r0B
286

4

{2Bel
3.56

,206
29
OJ

) ,178
30
68

{42}

203
142)

{28)
n'o cc r,J lre,'^' o, o ,'.," " '' 'I yeo. 6,507 -s 4bl 1,459 1,?46

Chonge in plon c*eh
lcir vciue of plon cssets, beginning ol yecr
Acfuol rellrn on plon c;ssels

Reciprocol lronsfers

Benefits pcid

lmployer s conkibulions

Employees' conlribulions

ACrn inlskolive ex0enses

4,68?
e25

I

{2?r}
I63
27

4,6q9
10?

4

{2Bs}
r53
27

{lr lu AI

Io "u..e ot pr r, cs.ct. Lr.' ,,c1 4,992 4 bB2

UnlunCeC slotrs I "51 5 77q '1,459 r.206

llyrJro One presenls lls benefit obligclions cnd plcn csseis nel on its Consoiriclei Bolcnce Sheets w,irhir the lollcwire line iton:s

Dccembr.r 3 I lmi/iron' oi dollorsl 2012 2Cil
Pension Beneiils

Fosl Reliremenl crnd

Pcsl-[nployner:r Benel]ls
:012 201 I

Accrued rcO I es

Persion bene{it llcbiliry
43 la,

I,515 779
Post-reliremenl ond cymeri !En6f11 |16[111ry I,416 1,163
Unlunded stotus I,5I5 779 I,4$? 246

The funded/unfu::ded slolus ol ihe pelsion, posi-reliremenl ond posl-ernplcynrenl benel;t pinns refers to the dillererrc-. beh,veen the lcir vclue of

conlribuiion levels, cssumed discount rotes ond oclur:l reiurns cn plon ossels.
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NOiIS TO CONSCI]DATTD I INANC]AI STAT[I,{!NTS

December 3l {milliansof dol/orsl

The followiag toble provides the projected benefit cbligolion {PBO), occumuloieC benefit obligolion {ABC) cnd {oir vclue cl plon r:ssets for

the Pension Plon.

20r 2 20r r

PBO

ABO

loir vr:lre ol plon ossels

6.507
6,074
4,t?2

5,461
5,038
4,b82

OnonABObosis, lheplcnswerefundedotS2%otDecember3l,20l2{20,1 l-93%}.OncPBObcrsis, lheplcnswerelundedal 77%al
Decemb-.r 3,], 2012 {?0,l I -- 86%l The ABO dillers kom fie PBO in ihot lhe A3O includes no cssurnplion cbout fulure ccmperrso}ion levels.

Componenlr of Nei Feriodir Benefi? Cosfs
The foliowing toL;le provides ihe componenrs of the nel periodic benelit costs {or the yecrrs endeC Deccmber 31, 20,l2 ond 20.l i lor cll pk:ns

Pen.sicn Benefrls

Posl'Reliremenl ond
Posl-[mplcyment Benelils

20t2 2Ct IYeor ended December 3l lrntlltons o{ dollars] 201 2 201 I

Current service ccsl, nel ol employee conlrihulions

lnleresl cr:sl

[xpecled relurn on plon ossels nel of expenses

Actuorlol loss omorlizolron

Prior service cosi omortizclicn

96
t65

(2ee)

112

J

8l
?86

{2er)
6B

4

30
63

3C

67

I
3

7
4

Net Peroiic Be"elit Ccsl 207 148 t04 t0B

Cho:qed to results oi cperoiicnsr 7& 93 48 6l

i2C I I '. $60 niillcr) wos crpirolizcC c: pcrt ol the cost ol properly, plcrl cnd xlulpmont ond intcngiblc osscls.

Assumpfions

of vclr.;r:liorr crssumplrcns onci occounting poiicy eleclions. When developing the required ossumplrcns, lhe Conpony consicleis historiccl

iniormclicn cs well cs iutr.e expeclclions. The meosurenrenl ci benefit obliqotions ond cosls is irpccled [:y severcl rs.sumS:1icns includirq the

drscount rcrle op:plieeJ to be':elil obliqclions, lhe lonq-lerm expecled rote ol relurn on plon ossets, Hydro Cnes expected level ol corkibulions

to ihe Pions, lhe incidence of morloiily, the expecled remoining service period ol plon porticipcnts, lhe level ol ccmpensction cnd rcte ol
corilpensolicn increoses, emoloyee oge, lenglh ol service, ond lhe cnticipoled rcle ol increcse of health core cosis, onrong other loctors. The

impocl ol chonges in ossumplions used lo rflecsure the obligotions ol the Plons is generolly recognizeci over lhe expecled overoge remoining

service period ol the plon pcriiciponls. ln selecting ihe expected role ol return on plon ossels, Hydro Ore considers historicol economic

incicclors {including inllolion ond GDP growlhJ lhol impocl ossef returns, as well os expeclalions regorCingl lulure long-lerm copilol morkef

performr:nce, weighted by torgel ossel cioss alloccllons. ln generol, equity securllies, reol eslole ond privote equily inveslmenls ore loreccsied

1o hcve higher relurns ihcn lixed ,ncorne ser:uritics.

The following weighted overoge cssuriplions were used lo delermine the beneiit obligotions and be nef il expense ut Decem!:er 3 I , 20 I 2

onci 20 I 1. Assumplions used 1o delernrirre curreni yeor-end benefit obligotions ore the ossurrplions usccl io eslirnr:lc ihc subscqlenl yeors ncl

periodic benef it costs.
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NO IIS TO CONSCLIDATED F i NANC]AI S IATIAT.!:N iS

Yeor ended Decenrber 3 l 20r 2
Persion Benefits

Post-Relirement ond
Post-[mployment Benef ]ts

20t2 201 120il
Significont cssumplionr;
For nel periodic benellt cost, yeor ended December 3 l:

Weighied overog€ expecleC rote ol relurn on plon ossels

W/eighted overoge discclnl rcle

Role of corpenstrtion sccle escclotion {without meril)

Rcie ol cosl of iiving increose

Averog*- rernoining service lile of employt-'es lyeorsJ
Rok; of increose in heolth core cosl lrenrisi

6.25%
5.25Y,
2.50%

?.00%

II

4.25Y"
2.50%

2.00%

b.25%
5.75%
2 5C)%

2 AA%

il

5 25%

2.54%

J.tJ /a

l.)V la

2.S0%

II
4.414/"

5.7 57
2.54%
2".4A%

tl
4.91%

For projecled ber:eflt obitgotion, ot December 3I .

We ighted overcge tJisccunl r-ole

Rr:le cl compensclior scoie cscolnlion {wrlhout meril}

Rcle r:f cost of living ircreose

Rolo ol increose in heollh core cost trends2

4"25%
2.50%

2.00%

439%

< , <o/

2 50%

2 00%

4 41'%

'/03%perornrnin20l2.grod;rqck:'trto4.4)%per onnumir:nriofter203l 12011-/.5b%in20il,grcCirgdowrro4glg/.peronnlmirordcll52Q2gl

'6.!1%percnrurrir20l3,grc;itngclowr1o4.3Q',4peralnuninondoller?C3 l{2011.,./.01%ir2012,grociingdow.nic4.4l%peronnlm;norci olrcr203 1)

yield r:urve c;cprccch. UnCer the yieicl curve cpprcoch, expecleC frtrre i:enelii poyrnenls lor ecch plcn ore discounted by o rcle cn o th;rC

pr:rf7 bcrd ycld curve ccrresponCing fc eoch duroiion The yield curve is bcsed on AA long-term corpc.cte bonds. A singie cJiscor-6f rcle is

cclcrloic'rj llrci vrould ylcld lhe son:e prese nl volle os lhe slm of 1ie discornicC cr;sL i,,,w..

iire el:lc:c-i of i,"/. cLcrge in hecllh core cost lrerds on the pcst-reiiremen1 ord pcslemploynrerl benefits is os {ollows.

Yer:r ondod Decc,nber 3 I /nri/lions ol do/lorsl 20i 2 ?nt I

Effuct of l% increose in heolth core co$t kendr on:
Prlljeclei beneiit cblioolion or December 3 I

Scrvir:e cosl ord illeiest cosl
246
t7

tr ?rl

)7A

2A

fffect gf 'l% decrscse in heolth core cort ]rends on:
lr,:1ociell bmelli oLltgclior ct Decerr:bei 3l
Service ccsJ ond inleresl ccsl {t

{t3B)
t1 41

lslimcfed future $enefit Poyments
Ar :,receri:er 31, 20 12, eslimoled future L:enefil pcyrnenfs by the Compony to Plon poriicipcnts were

ln ,ll,c,ns o/ do/,r;r.sl Pension Benefifs
Posl-Reiiremenl and

Posf-limployment Beneliis
201 3

?a1 4

2015
2Cr6
201 7
20 I 8 r!rouqh to 2022

259
306
313
3tB
324
690

5l
54
57
6l
64

37tt
]otcl estimcted irtr';re benefit oovmenls throuah io 2022 3.250 66r
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NO1!S TO CONSOI]DATID IINANCIAI SIAIiMINTS

(omponenls of *egulotory Assets
A portion of cciuoriol gr:ins ond iosses cnd prior service cosls is recorded within regulolory ossets on Hydro Qne s Consolidoied 3olonce
Sheels to reflecl ihe expecled rogulotory inclusion of these omounis in lulure rotes, which would otherwise be recorded in OCl. The {ollcwing
toble provides lhe ocluoriol goins ond losses ond prior service costs recorded wilhir requloiory ossels.

Yeor ended December 3l /rnillrons of r.:lc:llars) 201 2 20il
Pension Benelits

Post"Reliremenl ond
Posl-[mploymenl Benef ils

2412 201 I
Aclucriol loss {gloin) lor the yecr

Actucrial loss omorliznlron

Prior service cost c.norlizolion

558

{68}

14\

1271

t7l

{3)

s07
(r r2)

{3}

203

{8}

{3}

692 ,186 I?2 \37)

The lcllowirg toble nroviCes the componenls of reoulclory assefs thol hcve noi been rcccgnized os compcnenls cl nel perir:dic benefit ccsls
lorlheyeors ended Decernber 31, 2012 ond 201 l:

Yeor ended Decernber .3 i lmillion.s oI do//r:rs/ 201 2
Penslan Benelits

Post-Reliremenl cnd
Post-Emplcynrenl Benefits

20t2 20il20ll
Prior service cosi

ACIUC I C ()S.S

5

!,5r0
7

315 il6
J v

1.5t5 77q 320 123

The iollow'ing tcble prcviCes lhe ccmponerls ol reollclory ossets cl December 3l ihot cre cxpecled 1o he cmcrlizecj os componenls cf nel
perioiic L:e,refil r,osls rrr tlc icllow nr; yeur.

1:nsion Rr:rr-:llts

Posl-Reliremenl ond
Post-[mplcyrnr:nt Benel]fs

2012 20t IYecrr endecJ December J I f,,ni/lions oldr:licrrsJ 201 2 2C1 I

Pricr service cosl

Aclu<;r-icl loss

3 3 3 3

175 112 t7 4
177 il5 ?0 7

Pension Plnn Assets
lnveslrnenl Sfrofegy
On o reguirlr br:sis, l-iycjro Cne evolL:oles its inveslme nl stoleqy lo r:nsure lhct picn cssets will be sufficienl io poy Pension Plln bene{ifs when
due. As port cf this orgong evr:luotio;r, Hydro One mcy rncke chanqes 1c ils lorgeied ossel ollocction ond inveslmenl slrclegy. The pension

Plon is moncged o1 c nel osset level. The moin oblective of the Pension Plcn is lc sustc-rin o cerioin level ol net ossels in order lo meel the
pension obligolic;ns cl the Corpony. The Pension Plon fulfills i1s primory obiective by cdherinq to specilic inveslmenl policies outlined in its
Summory of lnveshent Policies ond Procedures {SIPP}, wh;ch is reviewed ond ooproved by the lnvestrrent-Pension Commitfee of llydro One's
Boord of Direclors. The Compony mcncges nel ossels by engogino knowledqeoble exierncl inveslrnenl mcnogers who ore chorged wirh the
responslbility of investing exisllng lurrds cn<j new funds {currenl ye<rr's ernployee orrd emplcyer conlribulions) in occordonce with rhe opproved
S1PP The perlormonce ol the rnoncgers is monilored through o governcnce slruclure . lncrecrses in nel ossets ore o direcl resull of inveslmenl
income gener-oled by inveslments held by lhe Pension Plon ond conlribufions io the Pension Plon by eligible empioyees ond by the Compony.
The moin use of nel ossets is lcr benelit p.ryr,nefits to eliqible Pensiorr plcn members.
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NOTIS iO CONSOI]DA]i} TiNANC]AL STATIM:NIS

Ferrion Plon Assef itix
At December 3,l, 2012, the Pension Plon torgei ossel ollocolions <rnC weighted overooo osset ollocolions were os follows

Decernber 31, 2Ol2 Tcrroet Allocolic,n {%) Pension Plor Assets {%)

Equily securilies

Debt securilies

Otherr

600
350

.50

b4.1
358
0l

100.0 loo c
i Olha inveslmenis incluie reol eslote orcl infrostruclure iNveslflrenis.

AiDecember3l,?Cl2,ihePenslonPlcnheld$20m;llicnoi HydrcOne: corpcrciebonCs{2C.1 1- $27 million) ond$243n,lillionof debr
securilies ol the Province {201 I - $2 I 4 miliion).

Concenfrsiions of Credi* fi*&
llydrc One evr:luolei ils Pension Plcn! r:rssel pcr*olio lor fhe exslence ci sictnificonl ccrcenkcliors of creCil rlsk os ar l)ecenber 3.i. 2Cl2
ond 20 I l. Concenlrolions ihct were evoluoled incluCe, but r:re nct llmileC lo, investme.;l concerlrr.:rlions ir c slngle entrly, concentrotir:ns in o
trTpe oi industry, ond concenlrc:lions in individucrl l;nCs. At Decem[:er'31, 20]2 cnc.l ?Cl l, there were no signriicanl concenkot;ons {r.lellnerJ
os greoler thon l0% ol plor ossets) of risk In lhe Pensicn P[:n's ossots.

The Pension ?icn mcnoges ils counlerporiy credit risk wilh respect to bcrcjs by invr:sling in icveslmenlgrode cnd governrnerl bonCs cnd with

trcrie will lcll il ertier prorty to lhe honscction does nol mr:el ils obliqoiiol

F oi r Vol u e Measu reme nt s

The lollowlnq tr:ble presenls lhe Pension Picn ossets meosurecj crd recr:rcjcd tl icir value or c re-'currinc bosis ond lheir level willrin ihe ioir
volue hierorchy ot December 31, 20.12 cnd 20.l l:

,-,^l ',o /. . do/lcrsl Level I Level 2 level 3 Totol
Pccled lunds

Ccsh ond ccrsh equivolenls

Shcrl'lern-l securil;es

Rocl eslole

Corpcrcle shores - Concrdion

Corporote shclres - Foreign

BonCs cnd cie benlrres -- CcnoCion

!25

920
2,077

l5

100

2

I r04 l2l
I25
r00

2

9?0
?,077
1,643r,643

' 's t) \fl-ucr p l- o.,.er. 3,t24 I,7S8 I06 4.988

trorsocllcns ori $8 mlllior reloting io occrucis for pension cdfrinistil ien c^irur.sL.
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December 31, 201I {miliions c,{ dt:llars) level l Level 2 |evel 3 Tolcr

looled lunds

Cosh ond cosh equivolents

Shortlerm securilies

Reci eslole

Corporo!e shores - Ccncdion
Corporote shcres - foroign

Bon<Js onC debentures - Ccncclicn
R,.dso^on^i,c. ., loo t.

3 t5 r65 r83
t28

?o

?_

E20
824
/r7 5

I

128

3B

2

820
1,820

1 ,b75
1

lell Io .c.oorpo,..r. ls 2,771 1,729 167 4 (,b7

scles trorsociicns, onC $ lC miillcr relotirq to occruels lr:r pensicn oCmiri:lrctic. cxpef se.

Cfianges in fle foir Yolue ol finonciol Instrurnents Cftlssified in Level 3
-lhe [:llowing lnble sunrrncrzes lhe chonges in icir voiue of finoncicl insl.umcnts c]crssilied in Level 3 {c;r the yecrs ended December 31, 20.l 2
cnd 20.l I Ihe Persion PIon clcssifies flncncicl insliumenls cs Level 3 wiren the {cir vclue is rneosured bcsed on r:1 ler:sr cnc siqriliccnt input

charges in lo;r vclue tcseC on |loth cbserrvr:ble oni urobservcble inputs.

v^.: ,1. l. -.r J : . o.o .l r.sJ 2SI 2 201 I

lc .o., b ," ,. , ,

Recl;zed orrd Lrnreolizei gcins

Purchcses

Soies ond disbursements

)6t
t8
9

t27j

'167

I

6

t72t
Foir volue . e rrC cl veor I06 1b7

'lhere hove been no motercl lrr:nsfers inlo or out ol level 3 r:l lhe lcir vclue hierorchy.

The Cr:rnpr:ny perlorrs sersitivily cnolysis lor fcir vclue nreosuremenls clossified rn level 3, subslilutirr; lhe unohservcble inpits w;lh one

insirurrenls r:lcrssilied in this level.

Yaluotion lecfiniques Used ro Oefermine fair Yalue
Pooled Funds

The pocled funcl cofegcry rnoinly consisls oi privote equiiy inveslmenls. Privole squiV invsslmenls represenl privole equily lunCs thol irvesl iir

operoling ccmponies lhci ore not publicly trcded on o slock exchonqe. lnvestmenl slroiegies in privcle equi[ include limited portnerships il

such as diskessed inveslmenis. Privote equiiy voluolions ore reporled by the fu;:d monoger ond r:re bcsed on the voluotrc:r ol the underlying
invesfmenls which includes inpuls such as ccs1, operoling resulls, discounied fulure cosh llows cnC nrarket-bosed cr:mpcrcble doto. Si;-rce these

voluolion inpuls cre noi highly observoble, privole equiiy inveslments hove beerr categorizeC os level 3 wiihin pcoied funds.

Cosh 6quivolents
Demond cosh deposils held with bonks cnd cosh held by lhe investmeni monooers oi'er considered cosh equivolenls ond ci"e incluCetl in the foir
volue meosuremenls hierorchv os level I

Sior!Ierm Securilie.s

Shorf-lerm :ecurilies cre volued ot ccst plus cccrued inleresl, whici opproximctes lcir vclue cjue lo their shorl-iern noture . Shorl-term secrrilies
hove been colegorized os level 2.
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€er:l Sstste

Reol eslcte investmenls repres€nl privole equity inveslmenls;n holding componies thcri invest in recl eslote properiies. The investmenls in lhe
holding componies ore volued using nel ossel volues reporled Lry the fund monoger. Reol estr:ie inveslrnenls ore coiegr:rized os Level 3.

Cnrporole Slores
Corporole shores ore vclued bcsed on qloled prices in oclive rncrkels cnd ore cotegorized os level L lnvestnrenls denominoted in lcreign
currencies ore trr:nsloled inlo Concdion curency c;l yeorend roles of exchonge.

Bonds and Debentures

Bonds ond o'ebeniures ore presenlcd ct published closing troCe quotolions, ond ore coteqorized crs Levcl 2

I 5. TNYIRONIITINTAL LIABTLITIES

The Cornpcrny hos cccruecj the lollowing iisccunied on:ounls for enviionmentcl liobilities on the Consolidcied Bolcnce Sheets r:t December 3l ,

20l2ond?0]I:

1).r'-brr ) ^ '. ro.).. pcB LAI lotol
20t 2

Environmentcl liobilities, Jor-rucry 1

lnlerest occrelion

lxpend itures

Revoirolion odiuslment

I99
I

(81

{31

58
2

tl0l
2

25/
il

{18}
(ll

Environmenlol licbilities, Dece mber 3 I

Less. currenl porllon
197

rr sl
249

{22}

(,)

I84 43 )r7

D'.c-b,'3"I, ., , r,. PCB IAR lol<;

20r r

Environmenlcl ilcbliities, jonur.lry 1

Inleresl cccrelicn

lxpendilures

Revoluolron or! justrenl

?5r
i?
{sl

{551

?

t7)

5

309
14

{161

{50)

5B

Invrronmertcl ]iobilities, Der:ember 3 I

Less: curenl porlion
t?9
{t 3)

5E

{s)

257

1221

186 ln 235

Consolidcted B<rlonce Shoets cller foctoring in the discount rote:

December 3l {ntilltons <tf dollcrs} FCB tAR lotcl
20r2
Undiscounted environmentol liobilities, December 3'l ?,87^t J3

{36}

54

{?} (3Blless: discountinq occumuloled liobilities io present vclue

Disccunted environmenlol liobilities. December 3 I 197 52 249

December 3l lmil/,ons of do//ors/ PCB LAR Total
20r I
UnCiscounted environmentol liabiltties. December 3 I 242

{43)

6l 303

\16j{3Less: discounlinq occumuloied liobilities 1c presenl vcllre

Discounted environrnentol liobilil;es. Decemberr 3 I tq? 58 ?_57
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lslimoled fuiure environmeniol expendilures lor eoch ol lhe llve yeors subsequent to DecernL:er 31, 2012 oncl in totol therecfter gre os lcllows
20]3 - $22 miiiion; 2A1 4- $38 mlllion; 2015 * $36 m;llton, 2016- $22 m;llion; 2O1Z - glZ millicn; crnd thereofrer - $152 miliion.
At December 31, 20,12, of the bicl estimoled lulure environrnentol expenditures, $233 million relote ro PCB {201 I - $242 million) and
$54 million relote to tAR {201 1 - $61 million}.

Ccnsistenl wilh its occountinc policy lor envircnmentr:l ccsls, llydro One records o lioblllty lor the eslimoled monCclory future expe ndilures
cssccicrled wilh the removoi onC deslrr:clir:n cf PCBcontorninoieC insuloting oils ond reloted *leclriccl equipment cnd lor the ossessnrenl cnd
remediotion of chemiccrlly'conlom inoted lcnds.

There ore uncerloinlies in eslimcfing lulure envitonmenlcl ccsl.s due to poienticri exlerncl evenls such cs chcnges in legisiotion or legulolions
ilnd r:dvcrnces in remedicriicrr lechnolcgies. Ali loctors used in eslimoling lhe Cornpony's environmenicl Iiobili|es represenl monc:gement's besi
eslimoles ol the presenl volue of lhe cosl required 1c meel exislrna legisiclion cr requlolions. l-lowever, il is reosoncbly possible thol nLrmbers
or vclumes o{ contominoieC csscls, cosl eslimclcs 1o pcrfc,rm work, in'lolion r:ssL:rnplions ond the essrmed pollern ol cnnuul cosh flr:ws *cy
dilfer significontly lrom the Componys currenl cssumplir:rrs. lri odCilion. with respect to the PCB environmertol licbililr,, the <rvctla[:rliry ci crliiccl
resources such as skilled lobour ond replccemenl ossels ond lhe cbillty lo icke moi;rlcncnce ouioges in criticci locilities moy rn{luence }ne timing

{oclors occur. Eslimole clrongTes ore occounied for prospeciively. fhe Cornpony reccrds o reguk:lory osset reilecli;1q its expeclotior llroi iulure
environmentcl cosls will be recoveroble in roles.

ln Ceiermining tlre cmounis lo be recorded cs environmenloi liobilities, lhe Ccrnpcny esiirncles the currenl cost ol cornpleling required wcrk
onC mokes r:ssurnptions os io when the [;|,.lre expendiiures wil] cctuolly be incurred, in crrJer to generole iLrture co:h flow irrformctiorr. A long;-
lerm lnflotion ossumplior ol opproximctely 2% hcs been used lc express lhese currerl cosl esiimoies cs eslrnoled fuiL:re excendilures Frjrre
environrnenlol expendilures hove been drscorrnled usinq lcclors lonqing lrom 3.75%tc 6.25%, Cependirg on lhe oppropriote role lor the
perioC when increoses in the obligotions weie lirst recorded

PCBs

1n Seplember 2008, lnvironment ConoCc publisher,] its lincl requlcliors governinq the rrcrncgereni_ slorcge ond t.:lisposol ol pCBs. Ihese
regulolions were enocled under lhe Con<rdion Envtrortrnental Proleclrorr Act. tQgg. These regulclions inlpcse ti.nelires lor tJispcscl cl PCBs
br:seC cn cerloir crileric, incluCing lype ol equiprn*nl, iil-use slolus cnd PCBccniominolion thresholds. Ail PCBs in corcerlrciions ol 50C poris
per n-'illion (ppmi or nlcre, excepl for speci{ied equipment, lrori to be disposed ol oy the enC ol 200?, with the exception ol specilicr:llv
exempied equipmenl. Lin<jer the rerguiolicns, PCBs in eqripment in concontiotions greoter rhon 50 ppm cncJ less ll-ron .50C ppm, or greoler
thon 5C ppm for pole-top fron:formers, polelop ouxiiicry electricol equiprnent cnd l;ght bollosts musi be dispcsed ol by the end of 2b25.

A4oncgemeni ]udges thol lhe Compony currently h<rs very few PCB'contomincted ossets in excess oi 50C ppn Assets to be disposed ol by
2025 primoriiy consist ol pr:le'mounled dislrlbution line lrcnslormers cnd lrghi bollcrsls. Ccnlarnir:oiecj dislribution ond trcrsmission slolicn
equipmeni wili generolly be reploced oi will be iecontominoled by removirg PCB-rontornincted insuloting cil ond ieiro i,lling w;th roplccement
oil lhcri conlcrins PCBs in concenkotions ol less thon 2 ppm.

The Compony's besl eslimole ol the tolol estimoled fulure expendilur--s tc comply with curreni PCB reguictions is oppioxirrclely $233 million
These expenditures cre expecied io be incurred r:ver lhe period from 2013 to 2A25. As o result cf ils mosl recent cost eslimale io cornply with
curreni PCB regulolions, fhe Compony recorded o revaluotion odjustmeni lo reduce the PCB environnenlol iiobility by cpproximoteiy $3 million
{2011-$55miihon)

l,4R

The Compcnys besteslimcrle of the totol eslimoled fulure experrdilures to complete its LAR progrom is opproxirnotely $J4 million. These
expendilures are expecled io be incurred over lhe period kom 20,13 to 2020. As porl ol its cnnuoi review ol environr-nentcl liob,lities, the
Comptrny olso reviewed its licrbiliV for iAR. As o resulf of lhis review, ihe Conrpcny recortie<J o revoluotion odjustnrent to increose the IAR
environmenfol 1;obtlity by opproximcrely $2 m;ll:on {20 1 I - $5 miliion}

NClIS TO CONSOL]DA:iD TINANCIAi S ]AlIII!N]S
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t 6. ASTTT RCTIR['\AENT OSLIGATIONS
AROs, which represent legci obligotions ossocioled with the retlrement o{ cerfoin tongible long-lived ossels, ore computed os lhe present vulue

of rhe proiected expenditures lor the future retiremeni o{ spectfic ossets and cre recognized in llre perioC in which the Iiobiliry is incurred, il

o reosonoble esl;mole ol loir volue con be mode. ll the osset remoins in serv;ce ol lhe recognilion dote, the presenl volue ol ihe lierbrlity :s

odded to lhe corrying ornount ol the cssocioied ossel in the perlod the licbiliry is incurreC oni lhis odd;lionr:l ccrrying <;mcunl is deprecicted

over lhe remcrinlng life ol the ossel. ll on ARO is recorded in respect of on oul-of service ossei, lh-- ossel reliremenl cosl is chcrged 1o resuhs ol

operotir:ns. Subsequent io lhe iniliol recogniiion, the licbility is od jlsieC for ony revisiorrs fc lhe estimoled frlrre cosh llows ossr:cioted with the

ARO {with corresponc.iing crdlustnrents to property, plcnt cnd equipment), which ccrn occur due lo o nrmber ol fociors including, bul ncl iirnited

lo, ccsl escclalicn, chonges in technology opplicoble lo lhe ossels to he relired ond chonges in leCerol, slcie or locr:i reguloiions, os well cs

lor occretion of the lrcbility due 1o the pcssoge of time until lhe obligction is settleC. Depreciotior expense is od]usled prcspectively lor r:ny

increcses or decrecses lo llre carryir:5; cmounl ol lhe ossocicted ossel.

Ali fucicis useC in eslirnoling the Co;-npony's ARCs re present monagernenf's besl estrmoles of lhe cosls required 1o meei exisling legislciion

r:r regulolions. However, il is recrscrcl:l,7 possible lhct numbers or volumes of contominctecj ossels, cosl estimoles to p-'rlorr work, inflotion

onnucrlly or more frequently il signiliconl clronges ir regulolion or olhe r relevor.li lcclors occlr. [s]trncte chlln<;es ore occcunied lcr prcspecliveiy.

ln deierrnining lhe omounts )o be recorded os AROs, fhe Cornpcny eslimcies lhe currenl lcir vciue ior cor-rrprleling required rernovcl cnd

remediolion work ond mokes ossurnplions os lo when lhe Iulure expenditures will oct,:clly be incurred, in orller lc generoie lulrre ccsh llow

inforrnotron. A lorg-lerm inllolion cssumplron of opproxrmately 2% hcs been used lo express lhe.se curenl cost esiimelos ns eslimcler.l ll;hrre

expendih:res. Fulure expendilures hove been discounted using foclors ronging lrom opproximr:lely 3"/,'la 5%, depending on the cppropriole

roie for lhe period when oxpendilures ore expecied lo be incurred.

ArDecernber3l,20l2, llyCroOnehodrecordedAROsol $l5millionl20ll-$l5milironl,ccnsrslinccl $Zm;lilcn{20ll-$Trillior)
reloted tc the estimoled lulure experdrtures crssocioled with the removnl onri ciisposol ol osbeslos-conloiring mctercls instciled in:cme ol ils

locllities, cs well cs $B rniilion {2Ol 1 $B rnilllon) relcled to ihe lrrture decommissroning ond terrovol ol i'wc cf its switching slotions.

Tlre Compcny's liobii;ty lor the estimated fulure expenCilures cssocioted with tho re,novcl ond disposol ci osbeslosr:onlcinin<:l mciericis lnstclled

in some ol its focilities is bcsed on m.rr.gemenl's best eslinrole of the preseni volue ol the eslimaied lulure expendrluros to comply wrth currenl

regulctions. ln ?C,10, the Compcny compleied o sludy wilh the oid ol crn experi exlerrol co*sullonl lo eslinole the luirire expenditurer required

lc remove osbeslos prior 1o iccilily Cenrolition. The omounl of interesl recorCed is nomincl onci iheie hcvc i:eerr no experdrlures ossocioled wil!

fhese obligotions lc icle.

ln 201 l, l-1ydro One recordeC cn AIO of $4 miiiior re]oted ]o the luture decomnissicring t,,rd remcvcl of one of ils swiiching slr:tions, rn

odditicn to lhe ARO ol $4 million recorded in o prior yeor reloled 1o the fulure decommissioning ond renrorol ol clclirer swilchrflc slclicn.

The ornounl ol inleresi recorded is nominai r:nC lhere hove been no expenditures assoc;oled wllh these obligoliors to dcle.

I7. SHARE CAPITAT
Pre&rred Shores

The Compony hcs l?,920,000 issued ond outstonding 5.5% cumulotive prelened shcres wilh a reCenrption volue ol $25 per shore or

$323 milllon lotol volue. The Compcny 1s oulhorized lo is:ue on unlirnited number of prefened shores.

The Compony's preferred shores ore entllled to on onnuol cumulolive d;vidend c{ $ I I m;llion, or $ L325 per shcre, which ls poyoble

on o quorlerly hcsis. The prelerred shores ore nol slbiect to mondotory redernplion {except on liquidotion) bul ore redeernoble in ceraain

circL;mslonces. The shares ore recleemoble ot lhe option of ihe Province ot the redemplion volue, plus cny occrueC ond unpcid dividends, if

the Province sells o number ol the cornmon shcres which it owns lo the public such lhcl lhe Provlnce's holdings crre recluced lo less thon 50% ol

lhe common shcres ol the Compcny. Hydro One moy elect, wifhoul conCition, to pcy oll or port cl the redempticn price by issuing r:ddiiionol

ccmmon shcres to the Province. lf the Province does noi exercise iis redemplion right, lhe Compcrny would hr:ve the cbllity lc odiusl the

Iividencl on the prefened shores to produce o yie ld thct is 0-50% less thcn lhe lhen-curre nt Clvidend rnor[el yield lor similorly rcrled prelerred

shores. The prefeired shcrres do nol cory voling righls, excepl in limiicd circumslonces, ond would ronk in priorihl over lhe comrnon shores

upon liquiiclion.

NCIIS ]O CONSOIlDATI) TlNANC1AI SlAIFMENIS
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Common S[sres
The Comp<rny hcs 

.100,000 
issred ond ouislonding common shorer. The Compony is cuthcrized tc issue on unlimited number cl

ccmnron shores.

The:e prelerred shores hove condilions hr iheir redemption thal are ouiside lhe conkcl cf the Compony beca,rse the Province con exercise its

righl to redeem in lhe evenl ol chonge in ownership wilhoul opprovol i:f the Componys BocrC of Directcrs. Becouse lhe conditlonol redemption

Sheels. Monoqemenl believes thot ii is nol probcble lhol lhe prefened shores will become redeemoble. No odiustment to the corryinq vclue

ol the preferred shores hos been recognized crl December 3l , 20'12. ll it becomes probobie in the fulure thct ihe prelerred shr:res will be

redeemed, the redemption volue would L:e odlusted.

Common shore divl<jends cre tjeclcred ot the soie discretion ol the Flydro One 3ocrd of Directors, cncl cre recornmended by monogenenl

relevcnl lcclors, such os !ndustry prociice crnd shoreholder expeclolions.

18. plvrDtNos
ln20l2,nref'-rredshorediviCendsinlheomounl ol$,]Bmillion{2011-$lsmillionJ r:ndcommonshoredivtdendsinthecmountol
$352 nr,llion (201 I - $ 150 million) were declcred.

I9. RETATED PARTY TRANSA{TIONS
llyCrc One is ow'ned by the Provirce The O[[C. l[SO, On]orio Pcwer Aulhcriiy {OPAI, Ontorio Pcwer Generotion lnc. {CPGI ontj the CIB
ore relclec Qorlies lc llydrr: Onc becorse they ore cr:ntrolled cr signiliccr.lily ini:luenced hy the Province . Trcnsoclicns belrveen these por-iies

cnd Hydrc Ore were c:s lcilows:

Hydro One reteived revenr-;e lor lrcnsnrission services from lhe IESO, bosed on unilorm lrofsnrissicn rcles opprcved by rhe OtB. Tronsmission

revenue.! inclucle $1,.474 million {20 I I - $1,:OO rniliion) relcted lo these services. llydrc One receivcs oi-no,.rnts lor rrrcrl rcrle prctoction

lrom rhe l[S0 Distr,brlion reve.ues inciude $llZ miilion {20,] l - $ l22 millionl reloled to this progrom. in Z0l2, Hydrr: One olso
received tevenue relnled b lhe slpply of eieckicily lo remole ncrthei-n communilies lrom the lESO. Dlstr-lbution revenues include $28 million

{201 I - $28 mlllion) reloled lc rhese services.

1n 2C12, llyCrc Orre purchoseC 6:cwer in ihe omounl ol $2,392 miliion {2C1 I - $2,401 rrillion) lrcm the lISO-oCministered electricily
moikel; $10 nrilllcn {20.11 - $16 mlllion} from OPG; onci $7 miliion {201 I - $10 millicn) lrorn the OEFC

UnCer the anbric Energy Bc>orC Acl, 1998, $e OIB is required to recoyer oll ol ils onnuol operoting cr:sts lrom gos ord electricity distribulors
ond tronsrnitiers. ln 2012, l-lydro One incurred $l I m;llion {2011 - $1 I mill;on} in OIB fees

Hydro One hcs service level oS;reenrenls w'lh OPG. These services include lleld, engineering, logistics cnd teleccrnmr:nicolions services. ln

20 I 2, revenues relcled to lhe provision ol conskuction o nd eq uipmenl mainlencnce services wiih respect lo lhese service level og reeme nis

were $ I 0 million {201 I - $7 million), primorily for lhe Tronsmission Business. Operalion, mointenonce ond otjministrcrtion costs reloted to ihe
purchose ol services wilh re:pecl lo these service level crgreemenls were $2 million 1n ZCI12 QU 1 - $2 millionJ.

lhe OPA funds subslonliolly oll of the Cornpony! Conservclion anC Demcnd Monogement {CD&A) progroms. The funding includes prollrcm
cosls,incenlives,ondmcncgementfees.h2Al2,HydroOnereceived$3gmillion{2011,$3gmillionJ komtheOPArelotedtothe
CDAA progrorns.

Farnings per Sfiore

[ornrngs per shcre is ccr]culcbd cs nel income lor ihe yeor-, oller cumulolive preferred dividends, drvided by thtl weighterJ overoqe number ol
co.nmon shores orlslonding during the yeor.

The prcvision lr:r Plls ond paylrents in lieu of properiy icxes were pcrid or poyoble lo the Oi:tC, ond dividends were poid or poyable lr:
the Province.
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Soles lo cnd purchcses hom reloied porlies cccur ot normoi rnorket prices or ol o proxy lor foir voiue bosed on the requiremenls of the OIBs

Alliliote Relctionships Cocie. Outstonding bclonces ot period end ore unsecured, inleresl lree ond settled in cosh. At December 3,], 20.l2, the

Compr:nyheldProvinceof ontorioFlooting-RoteNoleswithofoirvolueof $25,l nrillion{20-l 1-$250millionl'

The omr:unis due to ond lror-n relcied porlies cs o resuh of lhe lronsoctions relerred to obove ore cs loliows:

Decernber 3l lmillions oldollor.il 20t 2 ?01 I

Due lrom relcled porlies

Due lo relotecJ pcrliesl

lone-lorm inveslmenl

t54
t2571

25r

t56
\3421
250

20. (ONSOIIDATID STATtfiItNTS Or {ASH FtOVtlS

The chcnges in non'r:osh bolonces reloled lc opetolicns consisi of lhe Ioliowing

\tor enCed December 3 / /niillion.s of dollcrsl 20r 2 20r I

Accolnis rece ivable

Due frcrn relnted pcrilies

iv]illl]l 'i \,nLl 5- cO .5

Oilrer cssel:;

Accounls pcyc,ble

Accrurd liob;iities

Due lo re cici pcrlies

Acclueci ;lleresl

Lcng lerm occcunl-s p;cyoble cnd olher llobilities

Poslrelirerrerl i.;nr:l po:;i-e mr:lovnrerl be neiil liobi]iry

(301

2

2

{4}

{14}
l0

{85}
!0
l3
56

(t Bl

{32 j

\41

1ilj
29
SB

6l
I

60
l84(.401

Supplemenlory in{ormstion:

Nr;t interesl poli
Povmenls ir lleu r:l ccrpcrcle incorne lcxes

4il
tE7

410
BO

2I. CONTINGENCIES
legol Proceedings

HyCrc One is involved in vork:us loursuils, clcirns ond regulctc;ry proceedings in the normlll course ol business. ln the opinion ol mrncrgemeni,

tle c,lrccme ol sLrr:h m<;lter.s will nol hove o rnoleriol odverse eilect on the Ccmpcny! consollCole,J flncncial pcsilion, resL;hs ol operolions or

cr:sl^ irows.

Ironsfer of Assefs

The ircnsler orCers by which the Compcny ocquired cerloin oi Ontc*io llydro's businesses cs cf April I , lSSq did not konsfer lille io some

o.ssets locoted on Reserves {cs de{lned in the lndion Act {ConodoJ}. Currenily, rhe OIIC holds these ossets. Under lhe lerms of lhe tronsler

crders, thc Conrpony is required lo rnunoge lhese crssels until it hcs obto'ned oll consenls necessory lo complete fhe konsler of title ol these

ossols lo ilsell. lhe Cornp<rny conncl predicl the oggregole omc,unl lhol it mcry hcve io poy, either on on onnuol or cne-lime basls, to ol:toin

the requirecl consenls. llcwever, the Compony onlicipotes hoving tc pay more lhon the $l m;llicn thct il pold in 20,12. lf lhe Compcny connot

ot,tr:in rhe r'eqLrired ccnsents, rhe OIFC will conlinre to hold these cssets lor on indefinite period of time. lf the Ccrnpnny connol reoch c

sctislccicry sefilcment, it noy hove to reL:ccte lhese ossets fo olher iocoiicns ot o cosl lhot could be subslonliol or, in o I;miled number ol ccrses,

lo cbcnCcp cr llnc nnC replcce it with dieselgenerotion lociliiies. The ccsts reloling lo lhese ossels could hcve o maleriol odverse eflecl on the

Compony's resulls of opor-ctiorrs lf the Compcny is no1 cble io tecover lhern ir future role crders.
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Ai Decernber 3 I , 20 I 2, ll-e future m in;m um leose pcyrnenl: u nder no.r-c.r rcellc ble cpercrting ecsos were a s lollowsl

22. eonl#tlTlt1ENTS
Agraemenf wifi lnergi LP finergiJ
Effecfive AAcrch I , 2AO2,lnergi, c wholly'owned subsidiory of Ccp Gemini Concrdo lnc., begcrn providing servlces lo Hydro One . On

Mcy I , 20 lO, consislent with rhe lerms r:f the conkocl, lhe Compcny extended ihe Moster Services Agreemenl with lnergi for q further

threeyecr period. This agreemenl will expire on Februcry 28 2015. As c result oi this egreenrenl, l{ydro One receives kom lnergi c ronge

cl services including husiness processing ond info.mclion technology culsourcinct services, cs well os core syslern support relcled prirnorily t<r

SAP implen:enlotion and optimizolion. lnergi billings fur ll'rese services lrcve rcrnged belween $?3 mliiion ond $.130 niillion per yeor crnd i:re

At December 3,1, 20'12, t!:ecnnuoi cr:mmitments underlhe lrergr o.c;reementcre os Iollows: 20,l3 - $136 nrillion, 2A1 4* $130 rnillion;

2Cl5 - $21 rnilliot; 2Ol6 <rnd tiereofter - nil

Prudentiul Supporl

octivily in the rnorket. As crl December 31, 20,1?, tl',e Compcny provirleC piuierticl supporl 10 the ltSO or behcil of llydro One NeHn,orks

cnd Hydro Cne Bronrpton Networks r.rsing porerrtcl quorontees ol $.125 arili;or {2C1 I - $325 nillionJ, cnd on beholi ol [vo distribufors using

guor'ontees of $0 Z n.lillion {201 I - $0 Z million) On /',pril 27,20i2, l-lyciro Ores hiclhest credil rcling declined lrom the "Ao" cctegory

to the "A" cctegory. Bosed on the new cr*dit roiing cclegory, llre Conrpony hcs prcvidei iellers ol credii in lhe omount cl $22 nrillion to the

IESO. The lESO ccrld drr:w cn these grcroniees cnd,/or lelters ol credit ll th*-se subsiCiories or dislributors loil to moke o poymenl required by

o deloull nolico issuod by the 1ESO. The rroximurn polenlici poyment is the lcct-. volue ol cny letlers of credit pius the nomincrl cmount ol the

pcrrenlol eue.:rronlees.

Refiremenl Compensolion Arrangemenfs
BonI lotters ol creiil liove been issueC 1o provide securily lor the Cornpony's licbll;ty r:rCer lhe lerms of o hust fund estoblished pursucrt lo the

suppler-nerrtcry pension plcn lcr the enployoes oi Hvdro One ond lls srbsidicries. lhe supplemenlory pension plon lruslee is required lo diow

upcn these lefiers ol credlt il Hydro Cne rs ir delcull of its cbligolions r;nder lhe loms oi llis plcn. Such oblieclicns include the requiremenl

1o nroviCe lhe lruslee wrlh cn onr:uul cctuoricl repcrl os nell os leiters of crcciil s'rfllcienl lo secure ihe Ccmpcny! licbillty lndei ihe plon, lo

pcy benelits poyoble unier lhe pk.rn crrt.r tc pcy the lel1*r oi crecjii lec -t 
hc ncxirnrm poteniiol poyrntnl is lhe ir:ce volue ol lLe iellers ol

credit. Al December 3,],20,l2, LlyCroOne hccj lettersof crerjlt ol $127 milicr {20 1.] - $,l24 miilionJ oulslonding reloling toreliremenl

compansctioi arrrongemeills.

Operofing l.eoses

HyCro One is commified cs lessee lo +revoccbie cperolirrq iecse ccnlrocls for buildlngs used in cdministrolivo ond service reloled lunctions

onC skrring lelecommunicolicr ecluipnrerrf . lhr:sr lecses f cve on cve roqe liie ol belwe*n one crd live yeors wilh renewr:l oplions lor periods

rongirrg from cne lo l0 yer:rs rncluderl in scnre of lhe conlrr:cls. All i.coses incluie c clouse to encble upword revision cl lhe renlol chorge cn

<rn onnucl bosis or on renewcrl occording to prevoilirg morkel corcjiliors. The;re ore nc reslrictions ploced upon Flydro One by enlerlng inlo

lhese ler:res. Hydro One NeJwcrks onrl l-1ydrc One Telecorn r:re lhe principci enlilios concerned.

Decernber J I (mi//ir:ns r:l dollars] 20!2 20r I

Wilhin one yeor

A{ler one yeor Dut nol more thcn live yeors

/V'oie lFcr I ve yeolS

B

26
?o

l0
29
I4
5J 54

During the yeur e nded December 3l , 20.l 2, thc Compony mode leose pcymeris tctoling $9 million {2C1 I - $6 millionJ.
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23. SEGiliINTEO RIPONTING
l-{ydro One hos three reportoble sesJment-q

r The Tronsmission Business, which comprises lhe core Lrr-rsiness of providing electrici|y trcnsporlotion r:nd cr:nneclion services, is responsible
for kcnsnrilling eleclricity lhroughout the Ontcrlo eleckicity grid;

r The Distribution Business, which cornprises ihe core business ol cleliverlng onC sell;ng electricii.l to cL:stoners. onC

r Olher, lhe opeioiions oi whici"r prinrcrily ccnsisl ol those ol lhe teleconrmlnicolicns Lrusrnes:,.

The Cesignolioi-r of segmenls hos been bcseC,:n c combinol;on ci regulohry sintus r:rrd ihe notrre of the producls ord services provided.
Opercling segmenls Ior ihe Cornpony ore ielermined br:secl on rnlcrmotion L-,sed i:y the chiel ope.oline decision moker in Cecidine how lo
clloccte resourcos ond evolucrle the perforrnonce ol eoch of lhe seqmerls. The Compcny evr:lloles segrnenl perlormcnce bosed on income
belore linoncing chorges r:rd prcvisicn {or Plls lrom ccniinuirg operolicrs iexcluC n{t certcirr clloccted ccrpcrcle governonce cosrs].

The occounline policie.s follo,"veC by rhe seqnenis ore tlre scme os ihcse described rrr tle sumnory r:l srgnii cr;nl occounllng policies

{see Note 2 * Significcnt Accouriin!:. Policies) Segmer;l rnlcrmcticn cn tLe oiove bcsrs is os follows.

Yeor ended Decernber 31 , 2Al? lnLllions ctf dollars) Tronsrnission Distribution Other Consolidsted
$egment profit
Revenues

Purchcsed power

Operr:li<;n, mo inlencnce cnd ndmilislrcllion
Depreciotion onC omoriizolion

:,482 4,t 84

2,774
d08
2ro

5,728
2,77&
I,0n

659

ot

4S2

320
6!
IO

lncorre llossJ belcre ilnorcirg chcrqes onrj provisior lor iils
Finoncinq choroes

7&A 473 {e) 1,224
358

lncome before provision for PlLs 866

eopitol expenditsres 7V6 671 7 1.4$4

Y-o' r rtl:.t Dr- ,r , ., I : O doi/orsl Trcrsrrisslcrr Distribution Other Consolidoted
Segment profit
Revenues

Purchcsed power

C)perolron, lroirlenonce ond cdnirisirolton
Deprecioficn cnd cnorfizolior

r,389 / nta
2,b2t)

509
30t

63 5,471
2,628
1,452

616

raa

302
6l
t0

lncorne {lcss] before finr:ncing cl',orqrs orC provision lc, PlLs

Finoncinq clroroes

665 tl/ at
101 1,135

344
lncome before provision for PlLs 741

Copilol expenditures 810 628 q
1 ,447

December 3l {rnillic:ns c{ dollars) 201 2 201 I

Iotul orsets

Trcnsmission

Distribution

C)ther

I I,586
8,62r

604

10,589
7 594

653
20,st r IB 836

All revenues, casir und ossels, os lhe coso moy be, cr-e ecrned, ir:cuired or hold irl CcncCo
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The following loble summorizes the increoses {decreoses) lo lolr:l ossels.

24" TRAN$ITION TO U5 GAAP
The odoplion o{ US GAAI' hos hcen mode on c reiraspeclive bosis wilh reslolernenl cl conrporcriive inlornrolion lc relleci US CAAP

requiremenls in ellect ot thot lime . The Compony's tronsllion dole 1o US GA,AP is lcnuory 1 , 2O1 I , whlch is lhe commencement ol lhe 20,1 I

comporolive period to the Compony's 201 2 Consolidoted Finonciol Slolements.

AAessurement ond clossilicctior dilferences resulting from l-1yiro One! odoplion ol US GAAP cre presenled belcx,. Wilh respecl lo

rneosu.emeni ond clcssilicolion diflerences, lhe tcbles under the heodine US GAAP Dilferenr:es represent quonlrlolive recc,nciliclions of ihe

Cons<;lidoted Bolonce Sheels r:ncJ the Consolidolecl Slolements ol Chcnges in Shcreholder's [qri1y, previously presenlecl in occorclcrnce

with Corcdion CAAP, io ihe r-especlrve omounis cnd clossificcti<:ns unCer US GAAfl locreiher wilh dr:scriplions of lhe vr:rious signi{iconl

moosuremeni ond clcssilicotion dilferences crrising Ircm the odoption ol US GA,qP Consolidaled Bolor:ce Sheets ond Ccnsolidoied Slote rnenls

of Chcnges in ShoreholCers [quily reconciliclions ore presenled c;s olJanuory 1, 201 I c:nd Decernber 3l , 20,1 1 , represonting the

cornrnercenrenl cnci encJing dotes cl ihe comporolive {lnonciol yecr lc 2012. Tnere were no meosurerneni or clossilrcolion dilferences

resulling lrcnr llydro One's odoplion ol US GA,AP cn the Consolidcied Sioienenls of Operoliorrs cnd Comprel-,ensivo lrcome .

fxcepl os otherwrse disclosed in this noie, the chonge in bosis ol occouniing lrom Ccr^,cdior GAAP lo US GAAP did rcl rnoleriolly impcct

occountiig policies or disclosures. Reference shoultj L:e nrode to tlre prqvipu5iy lilerj Ccnr:dian GAAi CcrsolldoleC Fircnciol Siotemenis as cl

r:ni lor the yeor ended December 3 I , 20 I I lor odditioncl inlormolion on Ccrnodicn GAAP ccccunting pclir:ies r:rnC prcclices.

/milllorr.s ol dollarc) Noles Jonuory l, 201 I December 31, 201 I

Iohl qsseb - Conodion G,AAP

Delcrred debl cosls

Delerrecl pensior 0sse1

Requlclory cssels

A

B

B

l7,3?.?
:t2

1'160)

4.50

IB,36B
3?

14661

9C2

Toiul o*retl * US GAAP \7 3t,A rB 836

The fol owi:r.J icble sumnir:rizes ille ircreoses {decrecses) to tctcl licbiliiies:

ln)rl//o/ri ()l iir'ii;/5/ Jcnuory 1,201I 0ecernber3l,20llNcles

Toiol liobilities - Consdion GAAP

Lcng-tern.l debt

Nel unon:orlrzeC debt premiurns

Pensicn benr:lit l;cbility

Pcst-r*lire ment ond port enplcyme nt b*nelil llcbil;ry

ReoL:ioiory licbllities

A

A

B

B

B

il,34 I

5

?7
')a-7

I i:3
(d60)

11, ,914
I

23
77t)
r23

\4661

Iotol liabilities - U5 GAAP il 353 1? 382
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US 6A.4P Sifferences
The reconciiiotions ol theJcnuory 1,2U I ond December 3.1, 201 I Consolidoted Bolqnce Sheeis lrom C<rnr:dion GAAP tc US GAAP
ore cs lollows:

Januarv I 2Al I {rnilllons a{ Collorsl Noles
CcrnctJicn

GAAP

lflect of
lronsilion io

US GAAP tJS GAAP
Assek

Currenl ossets:

Cosh

Shortterm inveslmenls

Acccunls receivcble

Due hom reloled pcrrties

Regulolory os:e1s

A,4alericls ond suppl;es

Deferred income lcx ossels

Derivciive irslrrJrncnls

Other

33

t39
9tl

33

t3?
I O/

111)

42
?1

.l-)

1

7

F

t
{r241
124

C

C

42
21

.t. l

B {tl
t89 t89

Prcperly, plonl ord equiprnent:

Proper!. p:k:nl c.:nd eqL:ipment in scrvice

{nel of cccumuk:ted depreciolicn)

Conslrucficn in progress

1?,524
1 ,4A2

t3t

r2,520
l,4a?

I )r)I t : r..r 5pries

1A c6r t.6 I

Other lcngle rn cssets:

Regulotory crssels

Deferred pension cssel

long-lerm inveslme.rl

Inlongible ossels {nel cl occL:rnulcied omorlizoliorl
GcoCwiil

)eferreC deht ccsts

Derivolive inslrunenls

Deferred inccne tox ossels
()thei

B

B

I ,013
464
24q
t89
n3

450

{460)

3')

I ,t63

244

r33
32

7
)()

",)

A

C

C

7
t9
{)

t7]
a7?-2 ?2 ? o94

Totol asrek )7 3??_ 17 3442')

o?
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NOTTS TO 
'ONSCIIDAiID 

IiNANCIAI STA-IEMINTS

lcsnuary l, 2Al I hillions o{ dc:llarsj Notes
Conodian

GAAP

tifect ol
lr0nsilion lo

U5 GAAP US GAAP
licbllities
Current liobilities:

Accounls poyoble ond accrued chorges

Accounts poyoble

Accrued li<rb;lities

Due to reloleC porties

Accrued inleresl

Regulolory liobilities

D

D

D

F

884 {884)
r25
478
2Br

125
,/, 

-7c.

2Bt
84
72

50t)

B4

72
500lcne-lern, debt povoble wilhrrr oner YeOr

r 540 540

k:nq-lerm debt 5A 7 278, 7,283
Oiher lonq-term liobilities:

Poslreiirenrent ond post-employment benelii l;r:billt y

DelerreC inccme tox liob;l;ties

Pension bcnr:lit liobil;ry

Fnvironmentcl liobilities

Regulolory licbtlities

\' -o, .rt,dd, l,p - ,,

Assel relirernent obligalions

Lorq terrn ccccunts poyoble cnd other l;obili;ies

B

g

ts

A

980
693

?,87

540

1.53

?s7

l,r33
693
?_s7

287
BO

27
ll
i2

{460)
27

I
1)

2 5?3 17 2,:ilo
Totrl li0bilitie! lt 341 ?7 il 363

Preferred shcrres 323

i11?l

aa,

Shoreholdels equity
Preferred shores

Conrnron shcres

Relcined ecrnings

Accumulcled olher tomprehensive loss

r 323
3,3 r4
) 1\A

{r0)

3,3 r4
?,354

{101

E

Totol sfusreholder's equity 5,98 r 13231 5,658
Tt*ol lirbilitiec, oreferred shores ond sloreholde/r equity 17,3?,?_ 22 17,3,44
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December 31, 2Al I {milltrsns a{ dallars)

NOIIS iO CCNSOIIDATFD I]NANC]Al SIA1IAAI NTS

Noles
Concdicn

GAAP

tlfect of
tronsilion fo

US GAAP US G,^"AP

Axek
Curreni csseis.

Short-lerm inveslmenls

Accor.;nls receivoble

Due lrcm reloled porties

Reguiolory r:ssels

A.4oteriols ond supplies

Deferred incorne tox ossers

Derivolive insirumenls

Othe r

228
96t

228
CUJ

156

2-4

25

l9
I

t9

r
I:

1r561
r56

2t,
25

lq
C

C 20 {t)
277 ) 277

Properly, plont <;nd equipmentl

Properly, plont cnd equrpmenl in service

{nel of occurnulcled deprecicllionl

Conslruclion in progress

13,32?
1 436

t38

r3,329
) ,436

r38Fulure use lcnd, cc.rlpcnenls ond -spores

1 4,943 14 s03
Other long le rm ossels:

Regulalory ossels

Delerred pension fl ss*^l

l.cnq-ferrn investrNenl

lnicnoible <rssets {net cf occumuloted omortizolionJ

Goodwili
Deferred debt costs

Derivclive inslrumenls

DelerreC income lcx cssels

Other

B

B

1,06.,1

A6b

250
224
133

942
{4661

t,?66

25C
aat

133

3?_

33

17

1

A

o

C

32

33

1V

34 {331

?- 188 468 ')

Tqtol gssets 18 368 4b8 836IB
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I)ecember 31, 2Al I lrnillions of dc:llars) Notes
Canodian

GAAP

Ellect ol
lr0nsiiion lo

t]S GAAP US GAAP

liobilities
LUlrG0l llODrrlleSi

Sonk indebtedness

Accounls poyoble cnd cccrued chorges

Accounls poyoble

Accrued lrot)rlLtre5

Due lo reloled pcrlies

Accrued interest

Regulotory liobil;ttes

lonct lerm debl poyoble rvilhin one yeor

3q
1 ,471

CJ

25

600

3q
D, I:

D

D

r

1r ,0z.1 l

t5r
375
342

)54
575
342

B5

?_5

B2A 1.820

lonelerm Cebl A 7 399 a 7,/,C,8

Other long-rerm iiobiiities:

Post-rel iremenl onC pc.st-enpioyment benef il liobil iry

Deferred income tcx llobilities

Persion benelit liobiliry

Invironmentcl lit:lbi]iites

Reguk:tory licbiliries

N.'.rr^r'lz,u JoLr' pe rr
Asset relirerne nl obligotions

Lonq lerm occourls poyr:ble ond oiher iiobilities

D

B

B

A

I n ln

758
r23 1,r63

758
779
/.)-)
r69
23

t5
t?

779
235
635

t5
12

{466)
?3

? 695 45q 3 r54
lotul liobilities I 914 468 tt? 382

PrelerreC shores I: 323 )41

$hareholder's eqairy
Prelerred shcres

Common shnros

Reloined eornires

Accumuloled oiher comprehensive loss

{: 323
3,3 r4
2,827

{r0)

{3?3)
3,3 ll
2,827

{rc)
Totol shcreholder's 6 454 323 6 t3t

liobilities, sref€rred rhErel ond shoreholder's eouitv r8,368 468 IB,B3O
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The odiustments to theJonuory l, 20,l I ond Deceml:er 3,i, 201 1 equity from Conodion GAAP to US GAAP ore os follows

Lanuaryl,2All
{nillians of dollors/ Ccmmon Shores Prelerred Shr:res

Accumulcted Other
Comprehensive

lncome {loss)

Totol

ShorehclCer s

Iquity
R--toined

Eornings

Conodion G,AAP

Other comprehensive incon:e

Prelerred shores reclossified

oulsrde shoreholder's equity

3,3 r4 323 {l0l 2,354 5,981

{3231 {323)
U5 SAAP 3.3 r4 1t0) 2 334 5,658

December 31, ?Al I

/rril/ions c:[ dcllars) Commcn Shcres Preferred Shores

Accumulcted Oiher
Conrprehensive

lncome {lossJ

Relcr ined
Eorni nqs

Tclol

Shoreholde;'i
[qrily

Conodion 6A,AP

Other comprehensive income

Preiferred shcrres rec[:ssilied

culsi<ie shcrreholcler's eouilv

3,3 I ,1 323 {10) 2.827 6,454

{3231 {3231
U5 SAAP 3 31,1 110) ? 827 6.13r

Noles lo lfie lrons$ronol Adiusfmenfs
UnCer i.lS OAAP, the Ccnrpony {i] meosures cerlcin rrssels ond licbilities dilferently thon it lrod under Ccn,:dion GAAP {see detolls on ecch

inecsurerrenl cl,onge bclow); oncJ {ii) Ciscl,:ses cerlain ossets, liobililies ond equity on rJifleren} llnes in lhe Ccnsolidcted Iinoncio] Shlements

ti':cr il hcci ur:cler Ccrcdicn GAAP lsee Cetoils on eoch clossrficciion chonge beiow).

A" }ebt lssuence Corts (clossification ehonge)

cosis of cttcnqing debt lrnorcing ore inrluded in "Delerred Cebt costs" os pcrt of "Oihe: lone-ierm ossels", r:ncl rel unornortizeC premiums ore

inclrCeC ir "Net uncnortizeC Cebl premiums" as pcrt ol "Other loneJerm liobiJit;es".

Ai]crnrcry 1, 20'1 1 r:ncj December 3 r ?0 I l, the effect on ihe ConscliCcted Bok:nce Sheels is rel ected by ihe fcllcwino increcses.

i/lion.s ,;f I" tOl I Derernber 3l 20I I

32

0ther long-term ossets:

Delerrcd debl costs

0$er long-term liobiliaies:

Neri lnomorlized dei:l premiums

Lonq-I,erm deLt

3?

27
5

2,3

I

3. Penrion, Pnsl.Retirement snd Posf-Employment Benefifs {mooluremenf (honge}
Under Ccnodion GAAP the Compony disclosed, bul wos nol required 1r: recognize, the net unfunded stotus ol pension, posf-retlremeni cnd
postemployment beneiit obligolions on the Ccnsolidcrled Bolonce Sheets. Under US GAAR the Compony recognized the unlunded stofus of

pen.sion, posi-reti.ement cnd po.:l-ernploymeni benefit obliqalions on the Consolicicled Bolonce Sheets wilh on offset lo ossocicled regul<r1ory

ossels Ior lhe lronsitionol loir volue odiuslments cs tire incrementol obligotions cre expecied 1o be recovered through fL:ture rcles chorged lo

custcmers. The deferred lox csseis ond llobilities orising on recognilicn of lncremenlol pension, post{etiremenl ond poslemploymenl benefit

obligcticns cnd the ossocioted regulotory ossels olfsel eoch olher, wilh no rnoferiol impoct on the Consolldcte<J Slotenrenls of Opercrtions cnd
Comprehensive lncome. ln lhe obsence ol regulotory cccountrng, the relcled lox impocl on lhe openlng konsilionol odiuslmenls would result in

lhe recoqnifion of delened lcrxosselsol $ll3 miiiicn on.Jonuory l, 201'l ond $224:nillion cn December 3,], 20ll
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NOT!3 TO CONSOL]DAII D IJ ] I'.]ANCIAI S-IATIMI. NTS

AtJcrnucry 1 , 20-l 1 cnd Dece mber 3'1, 20 I I , the eflect on the ConsoiidcteC Bolonce Sheels is rellecled by the {ollowrng increcses {decreosesl

{mtllians o{ dollars} Jonuury l, 20t I Decenrb'er 31. 201 I

0lher long-terrn o;sets:

Delerred pension r:ssel

Reguloiory osselsr

Other long-term liobilities:
Pensicn be nelit Iiobilit,,

Posl'retiremenl ond post-employment benelir Iicbility

Reoulclory liobilities2

(,160i

$/7Q rrillior oncl $ 173 rrillion or )eccml.,er 31, 20l l, respcclively.

2 Ropresert: write cll cl delerred pension csse I regrictory liobility unCer Conodion G,A,A1

C. Oerivslive lnslrurnsnt* {clorsificolion ehonge}
l.lncjer Ccnoclicn GAAI the Compony clcssilied ils derivolive inst:uments in designoied hedgino relcrlicnships and in econo.rrc !.etjgJing

relotionships rnCer tlre cotegory ol "Other cssels" on the Consciicir:led Bok:nce Sheets. Ur:der US GAAI lhe Compony hos inciuded lhese

bclonces in "Dorivolive instrumenls".

450
\4661
902

774

123

1466\

297
153

{46C}

AtJcnr:cry l, 201 I crnC December 31, 201 l, the effect on lhe Corsclidoted Bclcnce Sheois is reflecteC by the following incieoses

{rlecrecses).

f,nil|ons cl dollorsJ Januory l, 2$l I Decemter 31, 20i I
Current sssets:

DerivoIve inslrumenls

Othcr

0!her long-terrn assets:

Derrvc:tive irsl, umerls

Other

I

{tl

7

t7l

{tl

33

{3 3}

D" Acrounls Foyoble {clussificotion chonge}
UrCer Cancdion GAAI trode cnd non'1rr:de poynbles were disciosed cs "Accounls pcyoble ond occrued charges". Under US GAAP, lrerde

poycbi+s ore reccgnized in "Accourls poycrble" cnd non-irode poyoL:les cre recognized in "Accrred liobillties".

At.lcnuc:y l, 2Cl I onC Decernber 3.1, 20 I I , the ellect on the ConsolidoleC Bok:nce Sheels is reflecled by the following; ircreoses {decreoses)

lmrllions clollar.s]ol Jsnucry l, 201 I December 3.l, ?01 I
Current liobilities:

Acccunls pcycble

Accrircd llr'lbillt;cs

Accounls oovoble ond occrued choroes

1?_5

478

{603}

154

575

\72e1

l. Freferred Shsres {clorsifitotion chirnge}
LJnder Conoiicn GAAI HyCro One! prelerred shores were clossified os equily, cnd prelened d;videnCs were deducted frorn reloined

er:rninqs ond cccrued crs deciored. Ur:der LIS GA,A[ the prelerreC shores r:re clossified oulside shoreholders equify becouse ol concjilionol

redemption feolures in the prelerreC shore ngreemenl. lJnder US GAAfl the preferred dividends conlinue to be deducted from relcined eorrrings

cnd cccrued os declcrecJ {see Note l7 * Shore Copilol}.
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NOIrS TO CONSCIIDAiaD l' INANCIAL S'fAlEA.{l-NlS

Allonuary I , 201 I ond Decernber 3l , 201 l, the e{{ect on the Consolldoled Bolcnce Sheets is reflected by the lollowing increoses {decreoses).

lrnillions oI dollorsl Jonuory I,201 I December 31,201 t
Prelerred shores 3?3 323

Shoreholder's eqr:ity:

PreferreC shores {3231

f. Relcted Porfy Sulonees {clnssifiention chr:nge}
L..lnder Ccnodicn GAAI recrivcbles lrom reloted porlres ond poycbles lo r-eloled porlies were d;scloseC ns "Accolnts receivoble" ond

"Accounls pcycble ond occrued chorges", respectively. Under US GAAP, receivohles lrcm relo,ed porlres ore recog;nized in "Due frc,n relcted

porlies" cnC poytrbles lo relcrled porli*s ore recognized in "Dire b reloled porlies".

{3?31

At.lcnur.:ry I , 2Cl I cnd December 3l , 201 l, ihe e{lect cn thc ConsoliCctecj Bolonce Sheets is rellecled by the lollcwing increoses {decreoses).

/,millions ol dollorsl Jonuory l. ?0! I Decernber 3:, 20,I I
Current assels:

Due [ronr reioled porlies

Accorrnts receivoble

Current liobiliti*::
Dle io reloleC pcriies

Acccunts ;:cycbie nnd occru*cl chcrees

124

11?4)

r56
{r561

342

\34?-1

281

{28 r)

25. CSMPARATIVT TIGURE$

cf lhe Dcccmbor 31, 20.l2 ConscliioteC Fironciol Slclement.s.
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IIVI YIAR SUMMARY OI IlNANC]AI AND OP.ETAI]NC SIAI SI]CS

FIVT-YTAR SUMMARY OT TINANCIAL
AND OPTRATING STATISTICS

Sloiemenk of Op*rotions Doto

)6cr ended Decentbe r 3l lmtlltons ol dollorsl 2012' 20lll ?0102 20092 2008,

tevenues

Diskibution

Trr:nsmission

Other

4,t 84
1,482

62

4,01s
1,389

63

3,534
1,147

63

3,3 34
1 ,2-12

5t

3,7 54
1,3A7

63

5,728 5 471 5,124 4 7A4 4,597
{osts

Purchosed power

Operolion, moiniencnce cnd cCminislrclion

Depreciollor nnd omorlizollor

2,V74
I 
"O7I
659

2 628
1 ,492

616

I A-7/

1,O78

583

2,326
1,C57

537

2,1 81

965
548

4,504 r,3 :o 4 r35 9?A 33 694

lncome before financing ehorges and provision

for poymenk in lieu of corporste incom* tcxes
lin:ncing chor5.;es

1,224
358

1,135

344

989
342

824
308

s03
292

lneome hefore provirion for poyrnenls in lieu

of corporote income toxes 866 7q1 647 5 I 6 6l I

1s591Qlgsyr91[rr€!,lsglsrlgtr9rl9]!r9:=----l3t -- 56 46 I 13-

Net income 745 b4i 474 49859t

Bcsic ond fully dilubd eornings per common rhore /ColL:rsl 7.280 b,228 5 ,727 4,528 4 ,797

Dividends per commsfi lhare de*lcred {dc:lic:rs) 3,523 r ,500 ]00 1 ,7aa 2,414

Eolnnce 5heets 0oto
December 3 / /mr/lrons ol Cci/orsl 20't 2 r 201 | 20.l0 r 2C09' 2008?

Assets

Distribi.ltion

Tronsmission

Other

8,62',r

r r,586
604

6,48I
8,9?3

t6t

7 594
1C,589

653

5,91 5

9,820
609

5,873
v,877

t28
Ioiol Asseh ?0,81I l8,836 17,344 15,635 13,878

licbili{es
Current liobilities {inciud;ng current pcrlicn

of l,:ng+erm debi)

l.exg-lerm debi

Other long-term li0bilities

Preferred shsres

Shoreholder'l equity
Preferred shores

Common shores

Reloined eornings

,Accumuloted olher comprehensive income

3,314
?_,827

{t0l

3,3 r4
2,354

{r0)

I,756
7,87C
4,346

1.t",

r,820
7,AAB

3,r54
1a1

r,540
7,283

323

1,655

6,28l
o no l

1,300
5,733
1 ,721

3,314
3,202

(e)

323
3,314
1,741

{r 0}

323
3,314
1,497

{t 0)
Tolol lirbilities, preferr*d shores ond shareholder's equity ?0,81 I I 8,835 17,344 r5,635 r 3,828

' Bosecl on US C/.\P
: Bo:eC on Cr:nodior G,Anf
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I]VE.Y[AR STI\4MATY OI I]NANCiAI AND CPIIiAI]NG S1Ail5'1]CS

0lher Finr:nciol Dots

Year enderJ Decernber 3 I ?012 201 I 20 r0 200q 2008

Copinl *xpenditures lmillons d dc:lk:rs)

Distribution

Trcnsmission

0ther

62q
s36

5

6rl
776

7

628
Br0

I

6.13

9tB
5

574
744

t0
Tolol copitoi expendiiures r,454 1 ,447 1, 574 1,566 1 ,2BA

Rotios

Nel cssel coveroge on lonq-lerm debt rr:iior

Iorninqs coveroge rc1ic2

0peroting sl,oli*fics

Tronsmission

Units lrcrnsnitled /IWhl3
Ontorio 2Cminut-- systern peo[ demcrd fMW]:
Ontorio 60-minule system peok demcnd /A4Wl:
Tolc I lrc ns m i.ssion li nes lcircul;'(i/ornetresf

Distribulicn

Urits distributed to llydro One cuslcn:ers /fWh/rr
Urits dislril:uleC throroh Hydro One lires $Wh)3'
Tolo I d islrl bulicn I ires /circr.,il'&ilorctre.sj
Clslcme rs

r.8t
t^6J

i77
235

l4l.3
2rt,768

34,636
2C,327

29.2
42.4

r 2t,525
t,38 r,?26

l4t 5

25,505
25,A5A
28,94?

2q ?-

425
I 2C,5 r4
365 3ZA

142.2
25,) 43
25,C75
28.95l

29 I

A?_.5

r23,552
345 177

134 2

24,477
2.1,38C

28,924

28q

123,528
333 9?0

184
263

148 7
24,2"31

2 4,)q5
29 039

29.9
1i4 /

123,:).60

),325 745

tBt
27i

179
? t.5

-btcl 
requlor cmplcvees 5,8I I \ 7ts" r. / a-7 5 03?

lclr.; ierm debt llncLiing currfr poiaion)

by lhe sum of irnoncing chorges, copilali:zed ;rteresl cnd crmulciive prerierec divicierds.

I SyslerrrelnleC stcJlsrics ,rcilde oiel rrtrory i gures ior Decenber.

tiirectly lrcm tl.e llSC
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BOARD OT MIRTCTORS

{os ot December 31,2012}

Jomes Arnett?
Choir ol the

Bocrrd ol Directois
lydrc One lrc.

Kothryn A. Boueyr,a,6

fr !. LCie: l

TBG Strcieglc
Servrces irc.

Cormin* Morcello
Presrdcnl ond

Chiei Ixecutive Oflicer
Hydrc One irc.

Elected

January I , 2013

Seorge ecoke1,5,r'

Chief Lxecutive OIi cer

Tlc Dorinlor cl
Concrclc Ger,eral
lrsurcrce Ccrrpcry

.ionet f{old*15,6'r
{ r.l ra v aa ri?S ct)'I

Weslerr Acce:s,

Enhridge lnr:.

Michoei J. Muellerr,2,a

Corpcroie )irector

R*bsd !-. f)0{e2.3.7

Fro:lderi rrC Cf C,
-lhe 

Pcce Grcrp llC

Gole Rubenstein? 3,s

Porlrrr,
Coodmors ll.!

(Jcrporcte Directcr

&oord eonqrni{$ees

ArCit orC llimcg Cprniiiec ihr Audil uri iincrte
Corrnl,iee cversees llu lrlegriry ol occolnllig qol cies cri
lircnclcl repcrt,ng. irrlerrol roirols, rterrol orcii
lironc'll r.rJ< rxposures linoncrl compl cr:ce ond etrics
pcliries. i-he ccmmiliee nrel sevon rimes in 2C I 2.

: Corirouie Covercnce Cocrfli/tee l|e Ccrpctotc Covetrcrltt
Ccmniice is iespcrsibie for:Fe Boori! govetrorr:e cf :he

Compcry. li recr:mmends is;lei ic be dlscliieo o meeiirgs c{

ll.e Eoorc cl Dlrec:ot, tevi-^ws il,e r,orrriole ri $e Bmto olo
ecclr ccrmiteo ol ilt Bu:d, cori]uri: Bcod Assessncr:s,

mcniioi, !e q!cllY ol ncrqclemarl'r rslgli6r:sf ip with ihe 3crrC
qnci reccmmeds rulrcb e rominees lor eltllo. lo lhe Bccrc cl
Dirocicrs The corniitec mel llvo t'res rr 2C I 2

i' lirrmon Rcsclrls Ccrnrt/ee Tl e Hlmcn Qeslltles
Corrrilee ls reseorsible fcr revlowirq lhe or:grcpriu:uress
ol orr r;rreri ord iutte otcoriro;iotrcl stralrt€, sucaeriorl
plons ior corprr;:e cnC ri,vis,crcl oli;cers, the code rl
b;:ircss conorci, oni lirs p9;f51n;1ga crc re[!ferci]gr cf
orJr scricr exeri)liv€rs, ircl;iirg reccnnerdinq 'r: i.E: Boorci

tl.e rcml.efoilor oi lle lrrsicor,l oro CiO lic;crmllree/'/
'r B rsiress lrcrs[:rrc],cr Ccrniiios ll'c Brsirc:s

Trrr:lo:nc,ior Clorrr:llice is re:pcrsib r lof os5liaine lhe

Bcori lr ltl cvc::ici,t*lplrr,srbiiilies ir c i rrcuers ,elolecl

lc rLe Ccn,pcr/: cor.erllanr prcieci. tle Advon:eC
)l-!1.:b|licn Sysisr crfo aoflifrors lrrovcrior, Si16r1"y. .'t
il,e lloffl.q, rlc.relopner, urLr impienerrl'ir:r cf nojcr

de:rrlbxl ir :l'o Corporc:irn s G;eer l:,ergy rlienerlcllcr
llor.-ll.e r:orrirtle mci si;irres lr 2112.

' (egrirlor,v ori l'L,bic l)olicv Conrilteo i f o Reurlolory orc
Pr[, ]; loli;y l;rn, jlee non iofs r|e C;npory s rmpllclce
rvlll' cppliccble regr cior/ ieqrirme n,; oro lerlrltior crd
is resplnsibe fcr i.lc'.iililFg, c:sessIr(j r]r'c prcviriirrc,r odvice
,c 'i,e ioori ol ilrccrors or- pr[ ii: cilcirs ]ssle: ri c' iruvt-' o

:l.q",i conl innccl or !s T[c lcnm,:lee overrees corp]:c;nce

[iogrcr:. i:olicios, srr:r,dcrc: .jlc procedr.es crri rev]rw:
ihe (lonfrr:r/i prr:porcir Ior roic cppllcc'lor:, c!r!iicnrc
o.ri.)rs oii re;:cls. Ilre cnormirlor rrer lorr tlmes ir 2C i?

' l-leclit, ,Sofe! rd hvircrnrrnl Cc;nnlllsl ii'e rleclrl. Suie:y

!rd :rvlralilefi Ccnrll,ee is respor.rible lor ieviervllg
ccc;pcrrorol l ecll,, sciely orri ervlrcrmert polrcie:,
sicrCords, rrd progrcn5. complicrce rvill' occriporiofol
i.eclih. :ofe- c-C e rvlrlrrcnrol ieglslctiur. prlicies or:d

storciorcs, cno plblic lrc;llf lri] :ofc1 ssres lhe coarrllee
me: L:ri i re: :n 2C I 2

' hveslrreri &r,sior llmniltcc lhe invesireri lersirl
Commi:lee's prlrcry Luror ls ic risisi ll,r Scorc lr
frliilltng lts cversiqii 'e:prrs b,illties ln cll mciler: r*llted

ierl;cn |lrd. Tht crmniitce mer lolr ilres ln 20 12.

Lot:ru Fsrnrusn
Presldent ond
Chtef [xecr:live Cllicer,
!'lvdro One hc.

Relrrec

Decei,rrher 3l , 20I 2

Son MncKinnon5 6

Presideri,
Power \lorters' l,.lr,ion

Wolter Mr",lrroyr'r'7

Corporcle Diredor

Yezdi Fovrir'a
Corirlrole Dircclor

llouqlos f;. Speerss a.6

Ccrpcrole Direclor
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Hydro Sne l*e.
ls cr holdinE company with subsiCiories

lhcl opercle in the L,uslness cre,:s ol

eleclricilv lrr:nsmi.ssron ond distributk:n

nnd telecom services.

Mydrc $ne Ne{rworks !ne.
Represenls lhe mr:]ori| cf our busiress,

whlch 1: regulcled by lhe {)ntcrrio [nergy

Boord ll is irvolved in the plcnning.

consiruclicl, operciion cnd mcinleni:nce

ol our lronsmisskx ond rllslribution

nelworks.

Hydro S*re &rcmpton
Nefworks lnc.
Distrihutes electricily lo one ef the faslesl-

growing urbon cenkes in Conodc, iusl

30 kilomelres oulsid* ol Toronlo.

l'{ydro Sne Kerxlcte
(ornmrunitries lma,

Operoles cnd rnclntoin: lhe

generaiion onc.l clisirlbulion cssels

Lrsed t* supply electrici\, lo ? I iemole

conmurlllos across Norlhern Clnlcrio

lhol rre nol cr:nnecled lo lhe prcvince!

electriciry- h nrsn rsslon clrid.

l{ydro Sne Teleecm lnc.
lfurkets cur libre-optrc capcci1.y' io

o- ': '.'.-nrF Il sLr ''',
lepresenls less then one pet cenl af

oLrr lofoi ossets.

c &&p0&&T g t t{ Fa &&&ATI s N

€crpor"wse &ddr"ess
j83 Bay Skeel

loionlo, Onloria ,{"{5G 2P5

{41S1 345 5C0C

l-87l,q55 il 55
r,r,"vrv;. 1-1ycl rcOne. con

lmves&or &elorisns
{;116) 345 $8SZ

i nvestr:r. relnlicns@FlyrJ roL)re,.con

&{edio lr:quiries
111 61 345 68r{8

I 8225067584

€ws*ormsr tmquinies
lower r:uiccte und

emergency numbet:

I 80013.,1 t?35

(esidenliol, k:rm onC

snrcll buslness ilccoLrl$r

r-tIs6s4s376

flusrners ccc**nls:
't 877 447 4412

&*.rdi:srs
KPI"{S ilP



To learn more about what Hydro 0ne is doing to deliver electricity,
build for the future and keep the environment healthy, visit

www. Hydro0ne.corn



Tl:is is Uxhibit "H" rofurred tc in the Affidavit e,rtr'&,{. {-illv }amnaeito
sw*rn April 13, ?016
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SHARAD SERVICHS CAPITAL - CORNERSTONE

I.O OVERVIEW

The Cornerstone Project is part of the overall infurmation teehnology {"iT") strategy to

replace several of Hydro One's key enterprise information systems as they reach their

'end oI life'. The Comerstone Pn:ject is also a major business process transformatian

initiative that provides a platform for further e{'fectiveness and efficiency gains at Hydro

One" The Comerstone Project is being carried out in lour phases as summarized below:

Phase I (Completed June 2t)08): R"eplaced end of life Passport applicatiein ald

functionality associated with work management, supply chain, procuremr:nt, accounts

payable and asset registry with a modern trinterprise Asset Management ("EAM")

solution using SAP.

Phase ? (Majority Completed August 2{i09, minor items completed in 2010): Replaeed

end of lifb PeopleSoft application for llinance / F{uman Resources I Payroil processing

with functionality provided by SAP Enterprise Resource Planning {"HRp") that is

integrated with the EAM solution installeel in Phase 1" The Phase 2 impiernentation also

addressed the analy'tical and reporting business needs ior rvork man:lgeixent, {inance,

investment management, HR and Pay using SAP's Business intelligenee ("81") platlbrm.

Phase 3 (In-Service 2011-2014): Enhance integrated planning, Enterprise Asset

Management / Enterprise Resource Planning / Business Intelligence systems, tools and

processes by expandlng Hydrr: one's SAP solution and integrating key

systemsltechnologies and specialized packaged point solutions to drive additional

business value, improve end-to-end process efficiency anii improve asset lifbcycle

m&nagement analytics/declsions. This includes adding and enhancing SAP functionality
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for asset analytics, business planning, planninglschedulingldispatch and supply chain

optimization as well as integrating speciaiized so&ware applications fbr asset investment

planning, geo-spatial analy'tics and engineering & design. 1'he in-service dates for this

phase have bsen extended over the period af 2011-2014 due to the advancement of the

Cornerstone Phase 4 initiative" Supply Chain optimization work was completed

successfully in June 2011. Asset Analyties, Business Planning & Consolidaticn, Assel

Investment Planning and lingineering Design projects are cumently underway" Planning,

scheduling ancl Dispatch improvements are targeted for 2013/2014.

Phase 4 (20i1-2013): Replace end of life Customer Infonaation System ("CIS")

including customer/account services, billing, settlements, and open market systems. The

CIS project is currently replacing the legacy CIS systems with a unified platform based

prirnarily on SAP's industry leading billing application - Customer Relarionship &
Billing (CRB). In addition to SAP, the pro.iect is implementing an ttrr:n application to

fucllitats integration to and from the IIISO for biiling of Time Of Uso residential

customars as well as perform meter data management fbr interval billed commereial and

industrial customers. This implementation will upgrade numerous capabilities &cross

the organization fiom customer interaction to customer demand management to service

order processing lo device management. This initiative wili also integrate CI$ into the

current SAP core, whieh will provide benefits due 1o tighter inlegration with the Work

Managemenl and Finance applications. This phase supports oniy Hydro One Dislribution

and no costs are reflected in the Hydro One T"ransmission rsvenue requirement.



Ilistoric Bridse Test TX Altrocatcd
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Proiects
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2

Updated: August 15, 201 2

EB-2012-0031
Exhibir D1

Tab 4
$chedule 3

Page 3 of 16

Table I below identifies the capital expenditures for the Cornerstone program for the

period 2009 to 2*14.

Table I
Cornerstane 20t19 * 2014

* 2012 - $85.7M and 2013 - 18.11\4 is directly allscated to DX only for Cornerstone Phase 4 (Cf S)

The Corterstone capital expenditures eonsist of Minor Fixed Asscts and Development

Ccsts. The latter includes all the costs to acquire, install and place into service the new

systems" Capital expenditures support the Sustainment, Develnprrent, and Operations

work programs of Hydro One Networks Inc. As such, Phase 1,2 & 3 consist of assets

that are largely shared by both the Transmission and Distribution businesses with

Cornerstone Phase 4 being allacated soleiy to I{ydro One Distribution. The differences in

year to year exp*nditures are the result of the phasing of the Cornerstone implementation.

The Comerstone Froject OM&A spending is shown in Exhibit C1, Tab 4, Schedule 05.

Cornsrstone Value &calization (Benefits):

I{ydro One has impiemented the first two phases of the program and is realizing value

across the lollowing four value areas: Prociuctivity, Cost Ellectiveness and Process

Hf{icielcy; Better Decisions; Compliance; and Emplcyee Engagement. The Cornerstane

program is continuing to drive forward on the next phases and will ex{end and expand

upnn these same value areas as the program rolls out across new business functions.

Additional detail for how Cornerslone aligns to these value areas is as follows:
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Productivity, Cost Effectiveness and Process Efficiency

Cornerstone has addressed business operation inefficiencies through the adoptian of,

industry standard processes. Hydro One has not customized the business systems to

accommodate current business processes; rather, Hydro One has replac*d current

business processes with industry standard practices that are f'uily supported by our

ncw business systems. Cost effectivenffss is achieved with the reduction in material

costs and material handling costs as well as IT applicaticn nperating costs. Process

efficiency generates value by streamlining business operations.

Better Decisions

Better decision rnaking arises from leveraging better information to optimize

decisions on asset investments, system reliability and customer needs" To aid in

enabling this objective, Comerstone has provided an integrated system of record and

business intelligence reporting and analyics platform for asset and business data

which allows for easier access to reliable dala lbr developing investment strategies.

Compliance

Cornerstone has facilitated improved adherEnce to the internal controls framework.

Hydro One can now better adapt to changing conditions and promote internal

ef{iciency, and more easily ensure the reliability of {lnaneial statements and

compliance with laws and regulatir:ns.

Ernployee Engagemenl

Cornerstone supports the corparate Human Resources strategy by securing employee

commitment through: cultivating staff ownership *f processes and infonnation; pride

in achieving enhanced productivity; and coniidence in compliance with standardized

procedures.
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Through this program delivery approach, the Cornerstone Program is well positianed to

achieve the value targets fiom Phases 1,2,3 and 4. As each of the phases are built upon

the SAP foundation, ths achievsment of the savings lrom these investments is being

tracked together as a part of the overall Cornerstone prograrn. 'l'able 2 provides a

summary of the realized savings from 2009-201 I as well as a summary eif the savings

projected tbr 2012-2014. The overall value of the Comerstone Project is tracking to plan.

Table 2
Alloeated Cornerstone Value Realization 20$9 * 2014 Millinns

2.I} BACKGROUNI}

The capital work program for Cornerstone comm€nced in 2007" Phase I of the project

w&s successlully completed in June 2008. The majority of Phase 2 was completed in

August 2009. Work is well underway for both Phase 3 and Phase 4. The first three

phases of the Comerstone Project are discussed bclow:

Phase I * Enterprise Asset Management ('*EAM") Core Functionality (Cornpleted June

2008)

'l

I
I
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t1
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ll.ealizcd * Total Ilrogram Pl*rnnerl * Total llrrgram

Historic llridge 'Iest 'f est

2009 2010 201 I 2012 2013 ?014

't'x oM&A 6.3 i3. I 15."1 t<? ,7.4 t 8.4
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6.'7
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The EAM initiative repla*ed the existing Passport applications with a rnodern OAM

soiution in June 2008. The result is an integrated EAM application that has enabled more

eflective information transibr within the Company and provided thr: trasis for

connectivity with other core systcms as they are replaced or upgraded" Phase tr savings

(both Transmission and Distribution) total $200 millir:n oyer a s€ven year period

beginning in 2009. Total savings of $62.2M are expected in the test years 2013 and 20l4

as shown in Table 3 and have been incorporated inlo the cun"ent business plan.

Table 3
Tatal Cornerstone Phase I srnission & Distrihution

As Phase I, Phase 2 and in-service porticlns of Phase 3 have been implenented within an

integrated SAP solution of EAM, HRP and BI; savings are tracked based on the

integrated solution. Phase 1 and Phase 2 Savings have a cumulative LTD value of

$90.6M and an end target of$250M over 7 years. Phase 3 has a tTD value of$2.5M and

an end targel in the range ol$160-$200M of savings. These savings are being realized

across 3 primary areas: Strategic Sourcing and Discount Capture; l{eadcount reductions

relative to the EB-2010-0002 filing;and through the rationalization o{ legacy [T systems.

Strptegic Sourcing and Discoqnt Capture:

Through improved collaboration across the business units and better visibility through

SAP, the supply chain organization is able to execute a go-to-market strategy consisting

r:f an approved set of standardized ratings with firm vclume commitments resulting in

significant reductions in the unit pricing with the vendors" The net result is a reduced

material cost fur projects and programs within tho work program. In addition, thror"lgh
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belter analysis and rnanagement of contractual terms, the supply chain organization is

befier able to define payment tems and achieve discounts through timely approvals.

These reduced material costs are reflected in the in-year actuals as well as far the test

years" Craph I represents the value realized from the strategic sourcing value area.

Process Eflciencies enabIins Headcount Reductions

Through impn:ved bnsiness processes enabled by SAP hrnctionality and workflcw,

access to the right informalion at the right time through SAP Business Intelligence and

improved collaboration across the business units, all lines of business were able to reduce

their headcount requirements relative to the EB-2010-0002 filing. The net result is a

labour savings for projects and programs within the work program. This redused labour

cost is re{leeted in the in-year actuals as well as fcrr the test y€ars. Graph 2 represents the

value realized ftom the process efliciency value area"

4PP I i-c:at iPg &aliPnal ization :

Through the Cerrnerstone pxogram, IT has been able to drive a rationalizatiein of legacy IT

systems including rnajor systems replaced as the core functionality of Phase I and 2 as

well as many ancillary business and system tools that have bilen absorbed into the SAP

Iandscape" The net result is a reduction in IT applieation, dalabase, license and support

costs for over 450 (liIb to date, year end 201l) business soltware applications and system

tools. 1'his reduced I'f cost is refleeted in the in*year actuais as wetrl as lor the test years.

Craph 3 represents the value realized from the Application Rationallzation value area"
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Phase 2 * Enterprise Resource Planning ("ERP") and Business Intelligence ("8I")

Functionality (Majority Completed August 2009, minor items eompleted in 2010)

The ERP & BI initiative replaced the existing FeopleSoft, Cognos and SAS applications

with a modern SAP IIRP and BI solution in August 2009 integrated into the Phase I SAP

EAM solution. The result is an integrated enterprise suite that has further enabled ::lore

effective infurmation access and productivity within the company. Phase 2 savings (both

Transmission and Distribution) total $50 rnillion over a seven year periad starting in

2009. 'fotal savings of $15.6 million are expected in the test years 2013 and 2014 as

shown in "X'able 4 and have heen incorporated inta the current busi*ess plan.

Table 4
Total Coruerstone Phase 2 Sa & Ilistributionnss {$lvi

2009 2010 2011 2*12 2013 2{}14

OM&A 1.5 3.8 4.6 4.6 4"6 4.5

Capital 1"2 2.7 3.2 3.2 3.2 s.z

Total 2.8 6.5 7.8 7.S 7"8 7"8

As Phase I and Phase 2 have treen implemented within an integrated SAP solution of

IIAM, [rRP and BI; savings are tracked based on the integrated solulion. Please refer to

explanation firllowing Table 3 for details on the realization of Phase 2 benefits.

Fhase 3 Enhanced Integrated Planning (ln-Service 2010-2014i

Phase 3 will enhance integrated planning, Enterprise Asset Management I Enterprise

Resource Planning I Business Intelligence systerns, tools and processes by expanding

l-Iydro One's SAP solution and integrating key systems/technologies and specialized

packaged point solutions to drive additional Lrusiness value, improve end-to-end process

e{lieiency and improve asset lifecycle inanagement analytics/decisions. This includes
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adding and enhancing SAP functionality for asset *nal3{ics, business planning,

planninglschedulingldispatch and supply chain optimization as well as int*grating

specialized software applications for asset investment planning, geo-spatial analyties and

cngineering & design automation. The in-service dates frbr this phase have been extended

over the period of 2011-20i4 due to the advaneement of the Comerstone Fhase 4

initiative. Supply Chain oplimization work was completed successfully in June 2011.

Assel Analytics, Business Flanning & Consolidation, Assel lnvestment Planning and

Engineering Design proiects are currently underway. Flanning, Schedutring and Dispatch

improvements are targeted lor 2013nAW.

$qpplv Qbain Optimization Froiect

Following the core supply chain implementation in Comerstone Phase l, it was

recognized that there were additional optimization opportunities to expand the supply

chain functionality. The objectives of the optimization project were to further enhance

capabilities for strategic sourcing, disceiunt capture, electronic interaction with vendors

fbr procurement and invoicing, and services procurernent. 'fhe Supply Chain

Optimization project completed successlully in June 2011 and the value associated with

expanded strat*gic sourcing and discount captllre are tracking to plan.

Asset Anal),tics:

Enhanced Asset Managemenl (AM) Anall.tics builds on the suocess o1' Cornerslone

Phases I and 2 by developing a cascading delivery framework of asset management

aualytics that leverages SAP Business lnteliigence to guide/suppoft investment planners

to make strategic asset lifucycle investment decisions that eiptimize cost and operational

risks. Analytie tools are treing developed to consistently provide a comprehensive and

cascading infonnation view r:f asset risks/priorities based on demographics, condition,

performance, criticality, obsolescence, customer, I{ealth Safety & Environment and other

operational risks. 'I'he Asset Analytics project is currently underway with an in-servise
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date of January 2013 and will achieve value associated wlth maintenanse cost reductions,

process elficiencies lor asset management staff and improved prioritization of the asset

needs to optimize investments"

IlBsiness Plann Ln g and Consol idation Proj ect:

The SAp Business0bjects Planning & Consolidation {"BpC") tool provides the

framework in which 1o include the entire business planning, forecasting and repeirting

process, and will be flully integrated with SAP. The main function of the model is to

prepare financial information in support of the business planning process and rate

applieations ta the Ontario Energy Board. The }SPC project is currently underway with

an in-service date of June 2012 and will achieve value associated with process

efficiencies for finance and operating lines o{' business as well as improved risk

mitigation associated with business planning integrity and quaiity.

Asset Inys:stmsnt Planning {"AIP"):

AIP will deliver business value lhrough revised business processes and tools that will

optimize investment decisions aligned with Hydro One strategic objectives, support

business planning, investment scenario analysis, e stimating, in-year / across-year

redirection and improve the coliaborative end-to-end investment planning processes as

well as supporl regulatory rate filings. The AIP Project wlll build upon previous

Cornerstcne investments and will implement colporate wide investment planning,

prioritizatinn and optirnization processes through integrated processes and tools in a

phased approach. I'he AIP project is currently underway with a staged approach lbr a

stand-alone implementation in 20i2 and a fuily integrated solution in 2013 and wili

achieve value associated with process efficiencies far asset maragomeilt and operating

lines o1'business as well as improved investmenl decisions"
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Desi Trans

The ED't initiative is planned in a staged approach tc deliver improvemenls in

engineering design and automation. Stage 1 is currently underway 1o irnplement a

configured Electrical Design Automation toolset. The fill implementation plan will be

developed for implementation in 20i3. Value is expected ta be achievsd in the areas of

improved engineering design through improved speed to construction, enhaneed design

accura*y and quality, further standardizalion and repeatability and loop diagrarn

automation"

llannins. Scheduli.ng and Dispalch:

The Planning, Scheduling and Dispatch project wili expand and improve the business

proces$es of work initiation, planning (90+ days), scheduling (5-90 days), dispatch (0-5

days) and work cr:mpletion and reporting. The solulion will leverage SAP, Mobile and

CIS investments to improve back office and field worker productivity and drive

improved quality and consistency of data captured at source. This initiative is planned to

be in-service in 2014 with benefits ramping up starting in 2015"

Phase 3's implementation schedule has been extended through 2014 due to the

aqivancement of Cornerstone Phase 4. Costs and benefits have been adjusted aecordingly"

Hydro One expects savings fiom improved prccesses, elimination of duplieative data

systems and improved transparency across the organization. "l"otal savings of

$40.lmillion are expected in the lest years 2013 and 2014 as shown in Table 5.
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Table 5
Total Cornerstnne Shase 3 Saviu smissicn & DistrihutionIS (svl

2009 2010 2011 2012 2013 2*14

OM&A 4.2 fi) 5.2 7.2

Capital .\1
2.3 10.7 r7"0

Total ,< 15.9
,,,1 1

Phass 3 benefits are being realized in 2011nA12 forthe in-service project (Supply Chain

Optimization) and savings are being tracked as a paft of the integrated solution.

Additional savings will ramp up overthe 2013-20tr5 years to include beneflts Iiom Asset

Analytics, Business Flanning & Consolidation, Asset lnvestment Planning, Engineering

Design Translbrmation and Planning and Scheduling. The Phase 3 estimated benefit of

$160-$200 million will follow the sarne methodology utilized for Phase 1 & 2 benefits.

Phase 4 (2011-2i)13) - Replace Customer Information Systen'l ("CIS") Functionality

(Hydro One Distribution Only)

Phase 4 af the Ceirnerstone Program will replace end of lilb Custorner lnfurmation

System ("ClS") including customerlaccount seruices, billing, settlements, and open

market systems. 'fhe CIS project is currently replacing the legacy CIS systems with a

unified platform based primarily on SAP's industry leading billing application -
Cuslomer Relationship & Bilting (CRB).

I'{ydro One expects Distribution Business savings fiom the CIS implementation to total

$172 nrillion over a7 year time horizon. Total savings of $24.0 million are expected in

the test years 2013 and 2014 as shown in Table 6 and these savings have bcen

incorporated into the current business plan.
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Table 6
Total Cornerstone Phase 4 Savi ution

: * l-lydro One Distributir:n only for Ccrnerstone Phase 4 (CIS)

bLYr) (r
2009 2010 2011 2Al2 2013 x)14

OM&A 3"3 * q.2 *

Capital 4.3 * 7.2 *

Total ?.6 * 16"4 *
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N&N-X"YPXCAL CAPXTAX" - CUSYSI\{&R KNP'$R,IV}AYX$N S\rSYK}\{

1.0 NmE$

Hydro $ne's C$stomer lnformati*n Sysl*m {"C}S") has reaehed its enil of {ife and must

be replaced irxmediately. This erltical replacernent fulls unden the *apital spend catrgol'y

of non-lypical spending as deseribed in Hxhibir B. "fab I. S*hedule l.

The projecl. whieh allorvs Hydr* One ta irxprave senviee to *ustomers" prnvides & nI*re

*{fici*nt eustomer system rvhich is less cost}y tn mraintain than the *bsolete susiomer

iniirrmation system installeel in 1998 {nr the olcl $ntario i-{ydr*.

["{ydro One had planned the ClS pr$grem in-serviee date for }CIIS" hnwsvsr severx}

{bctors prompted trhe nesessity to hring forward the in-servie* date l* 7{i}"1. 'I'he drivcrs

for this ehange were &s follows:

* Frequent changes tn the system prompted by goven"ln:*nt initiativas am*ngst others"

wer* putting custorners and the Company &t too great a risk for t*tal system fuilure"

* An updated system to handle the lf;SO upgnades t* Smart }\4eteringllt,lDh,tlR

processe$ snd systems was r*quireei as {he eurrenl syste{"ns are eumb*rsome" require

slgniXieant manual elfnfi. and are sulr"iect to {requent eost!y enhaneements.

o The prooesses and systems built to l'randle nerq, Distributed Ceneration ("1]C")

connecticns. prooess generation data and statements" anei pay {h* generat$rs- were

built using the existing open market systems lvhieh nre not scalahie to handi* the

vr:lumes of DG c*nneetions antieipated over the next thres {o five years" The n*rw

CIS will alleviate this problem ln an integrared faslriq:n"

x lMore fonxa] demand management conserv&tion obligations nequire the ahility tr:

lmple*rent" manilge and ffaek the resulting conservalion programs in a mcre rigonous

&shion in order to quantily the r*sults *nd eonsequently refine and enhanee the
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scope. scale and efficaay of the progr*ms" The nelr,, CIS wiltr have the abiXity ro

implemenl ancl nror:itor CD&4 aetivitiss as px;1 *{' mainstream qustorxer s*rviee

prs0esses.

The tirr:eline Ieavss sufficient time fur sy${exfi stabiliNatlon be{*re rh* p*ssil"rle

transition o1'outsourced !T and Cnsttimer Care sen iees provider funetions" {t was nc}t

&asible to conduct a CIS Replacernen{ ln parallel with the Outsoure lng Contraci lUrP.

tr-[ydrc One s*uld not risk a eh*nge in a eritieal supplier nrid-stream eluring th* C{S

R.eplacement project.

The next tbasible window. a 2016 stert lor 2S19 eut-ever. w*LllcN result in ilre existing

e[$ being 20 years old at th* tim* clf neplacement. This wniikl introduce a high

;tn1$uxtt of, risk asso*iated with a legacy system that is 2S y*ars *ld rvith no vendor

support as lEell as require inereased experdinire {br any system ehanges bq}tween ncw

and 20 | 9.

This proje*t was presented to and diseussed with stalceh*lders as pa$ ol' an initial

inf,ormation session ein June 2$, ?Sli. and {'aNl*wed with an update at the stak*holder

sessiun on Oetober 1q.201 L Please see Exhii:it A. T"ab 4. Schedule 1 tbr furtherd*tails

0n rhe Stakeholder Consultatlon.

3.0 CURRXI{T CUST$MER TNT'$}T.MATT$N SYST&E{

'Ihe CIS project will neplace Hydro One's end of [iIb Customer lnformatlon Syste:x

including customerlac*ount services. billing. settlements. anci op*n rnarket i;ystems. The

CSS {Cust*nrer Service Srvstem) eir Customerl} app}ieati*n w&$ purehased trom

Andersen Consulting (now Accenture). Th* applieation has uneiergone signi{icant

modif"ieatir:ns in onder to address lhe changes in the Ontario regulatory *nvironment ;rnrJ

to $leot fintari* flnergy Board requirements" -['his is an extensively custornized pr*duct
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rl,hici: is very sostiy to maintain and very oCIstly ro modi{y [o me*t new regulatory and

busincss needs. Accenture no longer dev*lops *l"supports t[':e appti*ation"

Custnmerltr" installed in 199{{. is lhe primary billing system fur ret*il and genera|

aceollnts. Changes to the syslem. fio :x&tter hovv small. g*nerally repr€sent coro

nrodifications whieh ar* expensive and timc sonsurning. C$$ runs olt ias own dedieated

mainfi:ame l"lardware whieh is expensive to maintain. "fhe Spen Market Systeu"ls suite

("OMS") ls tl"le set of applicatior:s that ar* intr*grateel t* per{orm the eo{n}:urny's n:ark*t

transactions. settlernents and complex hilling functions. 'l'his suitq lq,as insmllsd in 2SS2

t* *cc*$tinodate rnarket *pening" "fhe 
ON4S sy$t*ms have sinue treen nrodified tei support

market rule updales and the caleuiation of,palments ro generatclrs"

CSS and O&4S t*gether elfbetively ropresent the '"Cash r*gister'" nf rhe aompany.

Virtually all Distribution revenue flows througk tl:cse tw* sy$tems and thr.ls:heir statrility

and operation are vital to the finaneial health ntr'the compeny. Seyond that. C5$ is alsCI

the plat{brnr with whieh we eommunicate x'ith cilstotxers and initiate serviee *rders {c

the field. Thc current Clt$ solntion includes rnultiple custom appli*atinns integrated t*
rneet various r*quiren:ents. h'tany mranual steps ere neoes$&ry to mset e*stomer.

government s.ncl inrlustry demands thus redueing prodnelivity along the entire proeess life

cycle .

}.{} PX.$JECY OV.Ir&VIEW

The CIS preijeet is r*placing the l*gaey CIS systems witli a *nified plat'fonN hased

primarily ein SAP's industry leading billing applieation *- Cust*trer Kelati*nship and

Billing ("CRI3")" [ror Meter Data man*gement, {tron"s Hnterprise Edition applicatior"r

wlll use out-oithe-box in{egration with thc SAF eore to Naeilitate integration to and {rom
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the {H$O f*n billing of Tirne Sf {.Jse nesidential eustomars as l,,,ell as yrerfonx meter data

manegemenl t*r interval billed eommerciaN *nd industrial customers"

The project is eNpected to be in servi*e in 2013. Approxirnat*ly 30 disparate systenrs

will b* relired and replaeed with the SAF and ltron *ppli*atioris. 'fhe &tarket rules and

Settle*xents rvill be {randleeJ by a vendor $upported $Ap nrcletr*}e. Meter Bevi*e

information wi{} also be migrated inr* SAP.

This in"lplementation wiil upgracle num*roLls eapahiNities ilc!'oss tlr* *rganization

including eust$mer interaction. ous{omer elemand {"}lenagement" servicc clrder prne*ssing"

and meter management. Ey implementing SAP for CIS lunetionality. l-lyi:lr* Onr **itl

have an integrated enterprise platfomr based on $AP whieh will pr*viele benefits in {hs

CIS arsa due to its integration v,,ith tlie Work and Asset Management and i:inanee

mrodules"

l'otal projeet e*sts by Phase, including OM&A are inc{uded in T'ab{e tr
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CI$ Projeet Ccsts &ry Fhxse and ntcrx

{$ 1Wi}!ioms}

Table 2 identilies the cls capital exp*nditures lor the g:*riod 201 I t* 2013

Tabls 2

fiS ?&11* 20r3 &{i}lioms

The Cl$ capitai expenditures consist of Minor Fixed Assets and D*velopm*n{ Costs" '} he

lafier includes all the eosts to *cquire. install and plae* into service the nelv systems.
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Itern 0iscovery
Sluaprint

Phase
Smallxatlsn Final Prep

Verifientlon
S{

Stabiliuatisn

YSTAI.

t$ rxilllon)

lrnplementaticn
Effert {disecvery,
labour/service s,

enmmissioning
and other
support)

$s.1 $?x.0 $qs.s $*x"o $xt.x $r3s.$e

|''lardware $tm"m

Ssftware $J"3.4

lnterest and

0verhead $!v.$

Total $*?$.8

2{}l t x)12 ?{}13 Total
trn*servi*e

?{}13
Minnr S'ixed "A.ss*ts 1S" I 0 I 0.1

$evelopment Froiect 4 t"5 E5"7 tE" l 145.3
Total Capital Cost 5 t.5 85"7 l&" I 155"4
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r $unetional Overvierv:

Below is a high level *vervien, of the functions enabled by tlre Customer inlcrmation

Systemr. The primary CIS funetions are desenibeql in the detail fbllowing the graphlc"
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$1[etering:

Mstqr flqvlp.q &4anpselll nt

This *unctiein eneompasses the lifb cycle management oI metering deviees" specifically

msters and instrument transXi:nners (current and potential) * t'rorn set $p to reliremont"

llae h devlce rnust be uniquely identilied ancl the *on"lplete definition of its attributes mustr

be maintained in a systefir that Measureme{"lt Canada" as the negulatory budy. ac*e;:ts *s

the 'Systrem *i l?.ec*rd'. {n addition. thc dei'lniti*n o{'the attributes o{'caeh meter

installaticn m*st also be managed. Both funetions &re $ec*ss&ry to meet technical and

regulatory requirements in order to n"!easure and hill. or Bay e ustoxnei"s lor their eleetrie ity

eonsum;rtion and/or power proeXuction.

Meter Rata Ap"qpislllon et:"d, $jprase

The Meter $ata Acquisition ancl Storage t'uncti*n covers the netrieva! mnel proeessing of
meter readings to provide data nequired fo bili consuinlsr$ and settle with *lectricitl

prnviders. This capability will fusililat* integration {o and Sonr tlre {E$C for billing of
Time of LJse residential cust*msrs as v,rell as perfbrm meter data m{rnagenlent {i}r

inten al-metered eommercial and industrial custoruers"

EiXling mxd Faym:*nt:

sill and Printing

The Bilt Catrculation and Pr:inting Function covers lhe billing determinant pr*cessing, bill

caleulatiott and invoiee production for appr*ximatc{y 1.2 mi!}ion eustomers" Customer

bills are eornprised mainly of delivery. enmmodity and regulatory eha:"ges" Also ime luded

in the *alsr.rlation anei ctisptay of the bill are lat* paym*nt eharg*s" anl$ *ther

misesllanecus debits and credits.
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Bill presentation includes the formatting of the staternen{, and the delivery of that

statement to the cuslomer via Canada Post rtr lveb-basecJ eieetronie presentment" As part

oX'the hill presentrx*n{ process. bill messltges *nd hill inserts ltre prsparecl anci eielivered

to specifie customer segments alCIng with the bill itself"

As the bitl is ealculnted" varieius checks an<l eontrols are performee* to minimize the risk

of a eustomer receiving an ineorrect bill" The Cl$ system suppoi"ts the exerulion o{'tl"less

ehecks. togettrrer witlr wnrk{'lnw tuneti*ns to support fhe manual h;lnetrling oflt]re resulting

exeeptions. anel the effieient execution of billing ad"|ustmen{s* eaneellatinn and rehitrning

;1S ne*essar,v*.

Conple$ Sillins

The Cermplex B{lling funotion covers the meter data pror:essing and bill calc*lation ol'

intervai rnetered eustomers conneeted to l-lydr* fine"s elistril:ution system" These

eilstomers inclucle the largest comnrereiaN and ine*ustrial aseounts. re;ail generat*rs ane{

otlrer ln*al distribution companies ("LIICs"). It als* ine luries t]re billing of embedded

wh*lesale market Barticipants {i"e." thers* eonnectee{ to }-:lydno One's distribution systems}"

who are billed teir c<lmrnodity nelated changes [:y the province"s lndependenr ilectrieity

Systern Qperator ("lESO") and by I'{yelrc Snc fbr delivery reiateet aharges.

R.ern i rtanee. Prpeq$ gi.!S

l-lyelr* On* partners with TD Eank and Syrneor. ns well as other payment processors. to

han*jle the prneessing o{ peyments r*csived Frorn oustomcrs. ilncryBted p:ayment tiles ars

received daily and posteri to customer &ecoilnts via ClS" Cl$ reeonciles payrnents via our

SAF {inan*ial rxoduies"
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(redit &" e_q[psriolr$

The Colketiex preigrarn ls r*sponsible Ni:r rxitigating l'iriansial risk snd elebt exposure hy

applying and maintaining se*urity deposits anel by completing *lectrlcily diseonneclicn in

response to sustomer non-payment of arrears. Credit and Cnlle*ti*ns aetivities are

aonducted in eomplian*:e vrith $EB negulations wirich define speeifie business rules

areiund. fr:r example, the payment and refund ol security dep*sits"

&.etail ame{ W}r*lessle &,tsrket:

SYhq lqsale $$t},l$m snts

"['he 1*&/holesal* Settlements funetional area e*vcrs l'lyetrro Cne's finan*ial and re{ated

wholesale market transaetions witlr Ontario's {ncN*pend*nt Electricily Systenr Sper*tcr

and the prsouremsnt of power florn retail Senerators sonneeteei t* l'{yclro Sne's

distrihution systems. lt also eovers ssttlement with other l-oeai Distributicn Companies

c*mneeteci to l'{ydro One's distribution sy$lems for p*wer purehase*i al retail points nf
delivery anel power supplied under short-tenx and l*ng-terrn load transfbr alra&gcments

witlr those distributors.

&qlailsr finrqtm nt & Bi]-l:nq,

{n the Ontario electriclty market" energy oustomers hnve a ctroice lv}ren it eomes xo the

purchase of lheir electrieity comnrodity. The Ontario r::arke{ kas almnEt 2& aetive

*lectrieity netailers. Hydro On* {ras *ver }40,00{} cusNorners aetively enrol}eetr wilh

electric ity retai iers.

The Ontarin mark*t rnles suppor"t a bill-ready retailer billing rxodel. in rvhieh rhe [-DCs

inform eleetricity relailers of the amountr of electricity cons{;med hy eaeh ofl t}reir:

customers. and the retailers inf*rm the [-DCs *f the eommrdity charge to adel to their

cuslomer's bills" ln a bill-ready market" the retailers &re required to ealeulate the
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c*mmodity eharge based on the customer's eonsnmption" This marke{ supporfs hoth

distributor ccnsolidated billing ("DCB") and rstailer eonsolidared hilling {"RC}*'"}" For a

DCE customer" lhe L:ill ls issued by ]'lydr* $ne to the custonrer using the e*mmcdity

charge t$) provided by the retailer and all *ther eharges ms ealcul*teel by Hydro Sne" N:on

a ltCE custoln€r, all ol'the *liarges nonxally billed to the eustorner {ineluding rhc

comnrodity eharg*i are billed by the retailer. -tr'he retailer eleeicies rvhich biltr optirx rhey

will use. CIS functionality in this ares also automates the salculation and pr*eessing of

settlement payrnents between F{ydro One and the retnilers rvl'lo do business within l-"lyelr*

One's service territorv.

Dxta axd Reportimg Improvemremts:

As parl o1" the CIS projeet. l-{ydro One will he extending the existing $AF Business

{ntelligence {"8tr"} ss}lution which was irnplernented as part of the earlier Con'rerstone

phases. As a res*Il" th* Et solution lvill be extend*d to inelude the eustomer" billing"

metering and payment deia which is in seope fi:r the CIS solutiq:n. T'his will atrlsr.v the

new data to be eornbined wirh the existing esset. finaneial ancl resomrce data whieh is

being gath*red in the curr*n1 SAF s*luticln. Thcre ar* two rxalor benefits assoeiatee{ with

this ability:

significant effbrt is neqmired tmelay fr"om [T staf]'to extract data fi'*rx iegacy CIS

$ystern$. t*ue to the age and eomplexity of ths tsehnology empioyed" {n future" }-Xyeiro

Sne stafl'will be able to &ceess the Bl solution themselves and 'sel{:serve' rn*nv *f
their requests; and

the ability to combine data relating to both oust$!'Ilsrs, axd their usage ,];rttorns" rnith

distribution syslem data {assets. outases" wr:rk programs) wi!! en*ble b*tter insight

int* Hyciro One's business operalions. end rlre relatinnship betw,een sustoriler

hehaviour/satisfbcticin and the perfonxanee *f the distribution $ystem.

*

*
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"['he improved usability of the Bl snhltion *oupled with the richn*ss nf the data availabic.

rvill assist Hydro One in business pl*nning to optirxize operationai and capital

expenelitures f,rom a sa{bty, re}iability anci eustomer satisfuetion perspeetive"

4"S CUST$E{E}A CA&M/CIS COST$ AN$ B&]qEP{TS

{.{ Costs

At the June 29" 20lI Stakeh*lder sessl'r,rn, stakehCIlders req**st*d l-{ydr* Sne provirle a

trrnplate sin:ilar to the one Enhridge fias Distrihution Inc" inch"lded in their applieation

I:lE-20.l1-0226.ExhibitiCTCl.4 {See"fune2gstakehnlderNotes.&ptrrendixB"{renrS"

included in Exhibit A" Tab 4" Sehedule I, A5:pendix C). *"{ydr* Sne"s t*mpl*{e, s|r*wn as

Table 3" includes the line items whieh represent the Hydr* One C{$ *osts equiveient [o

those Enbridge ine lud*d ln its template ns agreeei lvith its stakeholder group.
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4.2 Txhle 3 Cnst Sescriptioxs

&ou,s I etmd 4-* Llrenselfees

l'hese rows represent the fees paid [o eommercial soflware vendors lsfr nxaintenanee nl'the

licensed CXS so{tware. ln the legacy Cl$ environment this incl*des fees paid to Acc*nturq: {or the

Cuslonrerll fbunda{ion s*f:ware. fees paid to ltnou anrJ oth*r s*ltware venelors tor lhe

applicatians includr:cJ in the QMS suite. and miseellaneolis oth*r rnaintenance eontr&cts i*cludi*g

mainltan're op*rating systom suppc)$"

ln thc nerv CiS envir*nnr*nt. these eosts increase in egsrsse{e due t* the main{enanee fues

associated with the new CIS softwar* cofil$xlnsnts licensed primarily trom $Ai3 *nd ltr*n. 'fhese

inereases are partially o1'fset i:y the elirnination *t tlre mainframe l*gaey CI$ software anrJ ti"le

elimination of soms components of the OMS suite of appIications"

"&olr s J snd 5 - ( 15 flosrlng erdSl.rppern/

"tr'his rorv reprcsents the e harges tionr lnergi for:

Maintaining and fixing issues associatecj with the CIS applications. 'T'1re CIS is r:rcln*ged in a

pr*blern m&nagement kamework. to serviee lsvr{s that have [:een est*blished wit]r the

relevanl lines of business within !'{ydro One and whieh refiect the critiuali& of these

applications.

Operatior"l" maintenance. and managemsnt of hardrvar* (servers. main{rarne. st*rage area

ncir.vork and sJata $torage deviees)" operating systen"l$. assne imtee* appli*ations anel

intrastructune requirecl to run the ClS applicati*ns, including the eosts ineuned io provld*

bae k up and disaster recovery capahility for these applieations"

With the impi*mentation uf the new ClS. wtrieh is b*s*d ofi conlmercla] ulf:the-she{f saf}a,are"

and which is cclnfigurable instead of requiring expensive time eonsuming eode changes, it is
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anticipateetr that the sen,ice provider cr:sts rvill reduce ecnsideral:]y oiloe the new C{$ applicatioll

has b*en stabilired. Ths new CiS application will also allow the existing mainframe e$mputers

to be re:ired. lvhieh rvill provide f'ur-ther savings. T'hese savings wiitr h* fi.rll,r, realiz*d vix the re-

tendering of {T services which wil}oc*ur prierr ro 20}5 wh*n the current !n*:rgi enntraet expires.

fiours 3 smr/ 6 - CL9Scer&offcr

These row$ are the eosts ol Hydro $ne staff rvl"lo cversee the mainten;lnee and operation of tlre

Cl$" and who *versee thc implementeiion of *hanges to the Ct$ to ffieet regulatory anej eustomer

service requirements. It aNso includes eosts &om [-*ydro One's ilust*nrer Car* servie* provietrer to

;rrcvicle CtrS-related services including an enel-us*r helpdesk" quality &sstr!:&nee {to ensure tlrat the

CtS appiicaticn is produeing aeeurate b*siness outputs sneh as c$stomcr bills). r*porting, amd

user aeeeptance lesting of regular montl"liy re leases of ClS.

As fo::the application maintenance aetivities. the irnplementatiCIn of the merv CIS is antic'ipated t*
produce lower eosts in this area {;nce the nera., CIS appliealiein has heen stabilized. This is dme to

the eonfigurable nature of the application and the tbet that it is based on er{F-the-slrell'so&n,ar"e

whi*h is suppofied by the vendor" l'hese savings u.,ill be futiy reatized up*n th€ re-tendering *1'

the lT serl,,iees eontrect"

The eosts reflect*d in lines 1 t* 5 sh*rv what is necessar.v to *pernts and maintain the

appli*ations (either legacy CIS or new Clti) in * fully {'*neti*na} state to supp*rt the eustorner

servioe and billing business processes based on current husiness requirements. Th*y elo no1

include li"le ccst of any {-uture deveiopn':ent activity. app{ication enhanerinents. or refi*sh of the

appiication s*{tware *r associated hardware" Sueh eosts wi}l be ineluded in future c*st oflservice

filings.

Xr:iv 7 * -,Ver.y ClSprr:yecr rery-rlt*/ rosJs

The total cost d*pieted in Kow ? is i'lydro sne's regulated rerurr| @ 4s% equity
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ftor*, 8, 9 *md 1$ - &eye$&e r*rguirewent *nd r*te fir*porl clfC/S

Rorar E represents the annual revenlle reqnirement fur Ci$ afler *{lowing {i:r the impaet *f CIS

trenefits" R"orv I is the 2CItr1 CIEts approved i"evoftue requirement used as tlrc basis *l'eietermining

cumulative rate impaet due {o CIS" X.or,ry- l0 shows the pro.jecteel impaet e.rf CI$ on distribution

rates, expressed as a percentage change relarive to the hase revenue requirernent shown in lton,

9" Any luture cosl of service appliealicns anel work prosrenx ehanges al"e not inclueleei in this

ealculation.

4"3 $avings amd Seyre*ts Snrxrmaly

i-{ydro One expeets f}istribution $nsiness savings {rom the CIS lniplenre,lretion to totai $l?2

million over a 7 year tin"re horizon"

tr-lydr* One eontinues to explore sppCIr"tunities lvith $ther Snterio L$Cs to {ook kr pr*j*ct r*s!

savings synergies asseieiated wltir sharing knowledgc and deliverables regarding ]',lye{ro One"s

CtrS irnplern*ntati*n" Any srreh oost savings will be reflected in lower pr"ojeet anei on-going

cosls" I"{ydrr: Sne has insulficient infbnnation nt this tinre ro quanti&, tlre anrounr of these

potentiaN savings.

CIS benefits have been identificd through eollaburative cfli:rts by l-{ydro Sne" the Cl$ s*k"rrinn

integrator" $AP and &-lydrc One's *utsnureed pal"tner$" l"he benefits approach has hee*

develop*d based CIn our CIS solution integrator's hest praetiees/framelt,*rk. 'flre beneXits from

CiS are enabled primnrily {hroLlgh appliaatiou and proeess el'ranges. Sreatsr deta transperency"

integration and ecllaboration acros$ &-{ydro One^s l-ines ol Susinesses.

The ClS i*vestment enahles a futu:"e customsr service eielivery morle| tkat u,iil: nr*et the needs oj'

the evclving utility clrstomer o1'the fi:ture; suppor{ the ashiev*men{ ol'k*y cei:porate ob"jeetives
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{Custorner Satisfacti*n. lnnovation" Froduetivity}; and s!}sure that relared stratcgi* teehno}ogy

investments yie[d maxirnum value.

eirstqqtqr Carq

An integralecl Ctr$ whirh provides a 360 d*gree view of the om$torner profile rn,ith enhaneed

cristomer issue res*lution *apability will :^educe hanelling time on calls and eorrespond*ne*s.

impruve biiling timeliness and accuracy. inerease {irsi eal} r*s*}ution ("}rCId"} and impr*ve

customer satisfuction"

lneludeei in these bene{'its are avoieled eost savings associated with rhe high ecst of custon:izing

an encl of life lcgacy clt$lomer int"or"matiom systcm to me€t ongoing and future business n*eds

(See Attachment I for $ntario Creen linengy Benciit Example). The nerv Ct$ baseei qrn a

stanclard S,AF platfonx is easier to eonfigur* anetr will require less agent training time. There will

aiso be a reeJucti*n of bad deht expense through he$er traeking of ciciinquent e(eou$ts crnd m*re

efficier,t eallection proeesses. Integration of CtS ivith othcr enterprise $AF platf*rms and n*lv

lechn*logies such as sma$ meters will drive work t'crce produetivity i:nproven"rent

Elq$nqe

Eellefits will be rcalixed through redr.reing the tim* required to lssue hills lvfiieh wi]l result in

significant c*sh florv savings. Aecor"lnting proce$ses will a!s* he strreamlirred in the nerv CIS due

to the integrated rlaturs cf CIS rryith rhe *xisting SA,] ICC platf*nn"

IT

Eenefits u,ill he realized through operatiofial anci capital savi*gs {rom the decq:mmissi*ning ol'

mainframe. Itationalization cf the hardlvare envir*nment on lvhieh SAI) runs will reducs

in{tastructure n-lanagemont and suppo$ costs as well as faellity eeists ancj hardlq,a}e r*tr1-es}r. A

cornrl:on SAP platfonn firr CIS enhanees prodxctivit3, ln the area of *pptieation rnaintenanc*
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suppol"t and enhaneernenl work program &orsss $-lydr* One and [:{yelno One's eiutsource*l serviee

provider"

$.0 $TAKE&r{}LS&RINFORe{,4yI$rqe.nQ$mST'S

As previously rnentioned. the C{S projeet wes presented to ar"ld discilssed wlth stakeholders as

pafi cf an initial in{bnxation session onJune 2q" 20il" mnd foilolved up wlth an update {}{ the

stakeh*lsler session on October lS, 20i1. During those sessi*fi$ there were several stakeholeier

reqi:ests for speeifie information to be lncl*deel in F{ydro On*'s Cl$ evidence" 'fhe in{*xnatiern

rcquesteei iry stakehclders is ine luded in tlre fbllowing seeti*ns.

5.1 Cost for SIydro &ne *tafYwnrking um CI$ Fr*.!eef

$''lydn:r Sne wns ask*d to provide n:rore details about the estimated costs I'qrr tl"re use of I--lydr* Snc

personnel in the project" with specifle inlerest in the eosts of baek-fiilimg *cr seeonde{.l stalT" {See

June 29 Stakehalder Notes, Appendix B, {tern [7" inqluq{ed in Hxhibit A" Ta!:,$, Seher:tille l"

Appendix C)"

The *ost for Hydr* One sraffon the CI$ pro"|e*t is showm in the Tabl* 4.

Costs for
Ta&rle 4
Clxr* stmff eim CIS Fr*

icnsts are* sllocxtcd to {.ixpita} or OMA based tn aceo*nting tr{:*trnen{ firr warrk

ln very large projeets sueh as ClS, lt is rypieal that signitrieant numbers o{ key staff ane seaoneled

ltl lhe pr*.iect {nr a number ofl months / years. leaving a resour*e gap in the home base

organizatinn. The intent o{'the cost tr$at}r}ent appliee{ to this pro.ject is to provide funding *-or t}rc

home base organizations to brir:g in baekfill resourees througlr either temporary en'lployees *r

2l

24

:5

26

71

?8



l

2

"]

4

5

$

1

I

I
10

ll

t2

1l

l{.

15

l6

1?

r8

1q

:0

)i

2:

:3

24

:.5

:6

21

28

LJpdateei: August 3q, 2CI * 2

HE-2S12-0 r35
Exhibit S
Tah 3
Seheclule I

Fag* l9 of22

external c*ntraet staf{. lt shoulel be noted. however" that in son"l* cireurnst&nces statThave bee$

m*ved f,rom anothen capital prnject in r.vhieh ca$e their cnsts woulcj not irnpaet OM&A"

S"3 Frcject Comtingexey

l-{ydrc $ne was asked to provide morc detaitrs aboui {h* project eonlingency and the govern;l$ce

oflthese fi.rnds" {See June 29 Stakeholder Notes. Atrrp*ndix E. {tenr E. inctudee1 in Exhlhit A. Tah

4, Sched*le l, Appendix C)"

in very large pr*jects such as CI$, F-{ye{ro One in*lueies fi pomiCIr: o{'{nnding in e*ntingcfisy tCI

cover any pr*.ject issues sueh as elarifie*tion uu r*quirenren{s. syst*r'l'r lssues" tec*rno}ogy

pertbrmance and external N'acl*rs unknora,n t* th* projeet at thc tirxc {he business cas* is

apprnvecl. Due to tl"re eomplexity of the Cl$ pr*ject" t{ydno Onc expeet$; ts use {he ao*tingeney.

and the Eoard of Direct*rs has approvecj the r*{ease of,t}r*se functrs"

5.3 Ontnr"*o Cleam Energy &en*fit impl*:r:*ntatiom

i:lydro Sne r.t'as asked t* pnovide rnore infbrmnticn ab*ut th* study fhat was relerensed ln lhe

sessinn rvhieh illustrated the enst cf rnaking changes in the !egae,r, CIS vs" the nelv ClS" {See

June 29 Stakehoider Notes" Appendix E. ltem i0. ineluc{ed in Hxhihir A. Tah 4" $chedule l"

Appendix C).

d)&t&ri$ Clean Snergy Semefit study:

The implementation of the Ontario Clean Energy Benefit is representative of,the gpe *f change

to customer charges that l-{ydr* One has rc irnpl*n'ren{ trron* tinre to tirne. {mp}erxenting this

change in the existing ClS systenr * CSS * was perfonxed by Xnergi {ate in ?01{}. *n a vsyy

aggressive timeline. As w'ith all billing ehanges there was consideral:lc eietail t* be w*r]red

through in design to d*termins:
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" exectly whieh eusxomers were eligible

* hcrv the ben*fit u,'ould be calculateri for eaeh different e hange and eaeh eustomer type

* how the benefit would be displayed on the bill

* hnw the benefit wo*ld be caleulated and displayed in the eurov*lr rnoaltlr

" wh*t arcounting woulel oecur f,*r the hcnefit a$d thcre{'orc what infi:rrmation the CllS rveiuld

need to t*ed to the Fin*n*e systems to suppot"t proper *ec*ullting

x what were the repCIrting requirements flcr the henefit.

A snlution was proposod and valielated. and rhen the etrang*s were d*signed to all the various

rnodules of CSS that needed to h* upelated in orcier tCI prsduee th* requir*e{ cutcorue" As the eode

rhanges were rnade. a ccmprehensive set of, test s**narios w*s identifi*d in *rder [o test *]l r]re

impaeteel eceount types through thc outover aneJ cnsure that the code ehanges wer*) working

properly. As always. the irnplernentation o{'the ri"lis change harl to be eoordinated rarirh other

changcs oecurring in lhe CIS systems at tl:e saifie time. to efisure er*ss irnpaats were identified

and mitigated.

The actual etfo$ to irnplenrent thes* ehanges in the lega*y C{S lvas 4,4S0 hours hroken up as

fullnws:
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Fhase Kcmrs

I * Flanning 221

2 * Desigr: ?94

3 * Buil*J 1.264

4 - Tesi 44r{

5 * {,}epl*y r6s

6 - Fost Fr*duction Support 3S2

7 - Process S* T'naining r&6

I - Project &4anagement l"l{}5

Grand Yotal 4,d8{}

Within.he nsw SAl)-baseetr CIS" the eiesign and irnplenrentation of,a el'large or credit like OCHB

is simplified since the inrplenrentaticn ean be handleeJ through *on{iguratinn o{' hi{ling

parametors in SAP * the benefil eam be defined as a eharge rype. eligibility {br the eharge type

can be elefrned in confrguration tables. and the other charges to u,-hich :he OCEE henetlt is to he

applied can also be defined in configurati*r: tables" Signilieantly" the de'finition o1'th* ei.large

type ine ludes tlae definition o{' how the charg* is pro-rat*d at the beginning and the end of the

pericel of tirne {cnrnently defined as five years} during rvhieh the SCEB is to be appfieable"

Hence the efflort estimat* for the planning, design" build anei test o{'OCHE in the rrew CIS was

redured flrorn ?,727 hours t* approximately S0S {rours" Other elcrn*nts qrf the estirnate were

redueed to a lesser extent, creating an ov*rall estimate c{' N.60S-2.20S hours as n*rteEJ belCIw
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Phsse Hours

I * Planning

&0s2 *- Design

3 * Euild

4 - Test

5 * $eploy &0- I 2S

6 - Fost Fr*EJuction Support
' 

4&-240

?-Process&"f'raining 80, t 40

& - Prcrject Managemen{ 50t}-q00

GnaNd Totxl l,Stls-2,20s

Attaehment I to this cxhibit provides rhe estimate {rom our IlS System lntegretsr ]-iCL-,&x*n

fr:r the **st of irnplementing the Ontarin Clean Energy &enc{it in tlre new Cl$ sotution"

5.4 Hydro One Slcard Approva! doexn:ext

Hydro Cne was asked to provide the {:lydr* One S*ard Approval doeunr*nt lcri}re Ci$ Froject

{SeeJnne 29 $takeholder Jtlctes. ,Appendix E" ltern 5. ineluded im Ex]ribit A" l"ah 4. $ehedn]e ].

Appenclix C). The l-{ydro One Bonrd doeurnent is pr*vided as Att*chment 2.
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-S$*{r{q&s8},,.8{rr{d/${}{{d,Ss&WfKe'&S6,4 r's&g s{e {,mr ?

Issme { }x }*ydra $me's proposnl witk nespcet t* t}ee tre*t;nemt q}f the Cd$
projeet fcr 2{}tr$ amd 2{}}4 appr*pria{e?

Ref: [:xhibit Bl"l-ah3l$ch ]lpages 2--l

Hydro One indicates thef ils eurrent Cl$ system" installed ln ig9&" ls nnrv a{ end *{'lifb.
Can Hydro One provide examples otr'Cl$ sys{ems for si:"ni}*r distrib$tors in *ntarir or
other jurisdictions and compare their CIS syst*rns in terrns oir eosts and end *{'li&
eonsideraiicxs?

Hyd:"o On*'s euryen{ e}S {Custoraerl}) was pr.ireirased {ron'r And*rsen C*nsulting. now
doing business as Aeeenture. Accenture n* l*nger develops or supports [he Custroru*r/]
application" In e*nlras{ to nrodem. vend*r-supplirted aBplicati*ns [ikc $AP. Customerl]
is n*t configurahle so{lware. Any reqr"rire*.i e}ranges are t}:er*{trre *mslotr rylodifications to
the so{t\&'are programs tliat make up Custanrerltr. anli are made at l-{ydro Cne's expens*
and nisk. in additi*n, Custoraer/l requires rnainfi.ame hardware ls,hieh is itsell'eosxly t.i
maintain and nperatc"

Eased on the informaaion ga{hered tronr the publie re*crd. iirrlong the trarg*r Cn:al"{o
elcetric ulilities" Tonontro l-{ydro. }:nersouree" i''iydro Ottalt,,a. i-sndon i-*yeXr*. H,nWin an*l
Powerstreanr have al] recentiy replaced or &re r*plaeing their Ct$ systems" inelieating
similar eoneerns rvith attempting tCI tulfill Sntario distributor business requir*ments
}:ased cn their legnc3,CtrS s3,stems"'fh* iegacy CIS systcrns fhat t}"r*y replaeed nrostly
date fi"onr the late 199{}s or later" $imiiarly" llnbridg* Cas llistribulion r*placed rheir
legaeS, CIS systems rn,ith SAitr in 2009" Tlre i*ga*y Cl$ s3,stem was irnpl*nrented in the
late 1?90s. See lhe table helorv f,nr a summral"v.

ln *ther Canadian "|urisdictions. BC' Hydr*" Irnrtis BC. t-{yenro Qu*bec and SaskFora,er
have ail either moved or are i':r*ving to an sAP-hasecj cls in the last l* years.
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Current CIS Status

'X"oronttr |'{ydro {2) SC'l' Banner irlpi emen{eel

1 99912{}*{}
$C'l' Eanner was r*plaeeel
in 2(}tr I with Oraele CC&B

!"{ydro Ottawa {4) CI$ ILeplaeement in 2tlS,{
(,4*Ivaneeci L.ltility $ystems ro
spr-)

CiS {-jpgrade tr*m SFL ro
CC&E is underway with a

pl;rnned in-s*l'vice dat* *l
84 20X3

I:riersouree (6) l-egac3,' Cl5 implenr*nted I ?99 Legaey CIS repiaeed wilh
Oracle CC&.B in 2009

l.onetr*n l:{ydro (?} CIS0ntari* impiem*nted in
200012ss i

$Ai) impl en: cl';{a{i0n
2SSE12{}0q

t-.nWin 110.1 SPL sysrenr implemented in
:004.
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replae e

finbridge { as Distributian
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With respect Io cosls" il. is generally ditfieuNt to coll':f:|ere l{yclro Sne's CIS eosts witNr
otl]sr Ontario iltilities using publicly availxirle infnnnalion. ilowevcr. ftrr Enbriclge"s CIS
repli:cement the co$ts rvere filecj in a temptat* in EE-2011-S226 Exhihir A. T'ab ?.
Sche*lulq I in a torm wilich l-{yelro One fut}owed in this Illing" $o the eosis can be
compared. Fer EB-2011-0226 Hxhibit Nl" 'fab l, Seh*eiule I ESD"s capirai e*st *1'{he
CIS pr*"iect r"vss $l lE.7M^ r.vhich was subsequently upclareel to $127.2M" i,{ye*ro Cne"s
eapital 00st is $; 55.4e4.

With respeCIt ts the eapital e*sts o{"ilGl}"s C}$ pr*.1*ct **rrpar"eci to }-tyriro One "s C}$
;:roject" there are significant e{i{Terences in tl"le r*quirrrnents of an Snrariel cleetnic
distributi*n iltillry eompar*d to a gas Lltiiily. &lr example" r"equirements to:

x interact lvith the trESC's nleter data management reposit*ry for smart metercd
customers who are *n TOU Brieings pr*oess lime of use fi"leter data and ealeulate interval bills nncl TOU bills* prilcess th* EETs associaterl wilN'r the interac{ions with Relailers"

Ou a per eu$tolner basis [CD's {*st$ are lower given *e *onsiderab}y {arger {ustomer
base at ECS. !{ydro Ore believes that ona* a CIS projeet reaehes t}lis magmitucle ane.{
eornplexity" tlre nun"lber of i:ustomers serveei is n*t a signifieant ejriver o{'t}:e *vera}l
prrul"ieet cosl" The di{Terenees betlveen the capital oosts of tlie t?",6 pro"leets c;l* b*
explained by the inereased eomplexity assoeiated with tlr* requirements assoeiated lvith
Sntari* elect;:ic *tilities renated to Sm*rt h4etering. TOLJ pri*iug" anel open rnarket
intcraclitrns r ia [-B ls.
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R.ef: Llxhibil BlTab3lSch i/page tr Q

l"lydr* One indieates that due to tlre complexit3,of'the CiS proje*1, it cxpocts [m use the
pro"ieet oon{ingency funds" What were the primary reasons that eonting*ncy l'unels were
rcquired? Flease proviele a tahle tlrat sumrn*rizes the use n{'the eontingency tuncis }ry
nra.|or cetegfiry"

As the projeet entered the realizatiorr phas* of the projr:ct, th* **rnpfexity in cerrain areas
was Sreet*r than anticipaled. As a result, adelitional resourees lvere rcquired * help
eomplete tlre design and bLrild of'the $ystem. As the build inereasecJ in eorxplexity. oth*r
aspects *f clie proj*et sush as data eonversio* and tes{ing were sr:bj*et to eorreiiponc.!ing
increases in res*urees as r*eluireei. $pecificaliy:

T'he meter data a*quisition xrea of the solution saw a signifieant in*rexs* in
ecmplexity based on the requirement to lnterfuce lvith th* ;:rovin*ial l\.,ID&AlR ancj
rvith I-ION)'s existing Smarf Meter Inflras*ucture" As lhe eletniiee{ s*}ution clesign
ass*eiated lvith these r*quirements was eleveloped. there was r:rore {han o onc
huncired pereent increase in the nunrher of devel*pnrents required for this aspeet *f
thc solutinn"
Sirxiiarly. th* *oinplexity cll'the soh"rtion assoeiated lvith prr:eessil'rg Sntario
Eie*tronic Business Transactions inere ased" ln tiris area ti:e s*lution requires
integrating a new piece of sAF's Cls sclution with l-iydrn sxe,s existing
applicatlons" ln this area there wtls an overall fii'ty p*reent inereass in the numb*r of
developnr ents requirecl.
Other areas o{'increases inr:lrtdec.l eomplex bi{ling anei settiernei:ts. where l,{yel;"* One
has unique r*quirements associ*teel rvith its role as both x transnritter anej distrihuror
in 0ntario"

The additionaN complexity iir these ar*as in"rpacted the various pr*ject dev*lopm*nr
phases spanning systfm and interftice design. build" test. data eonversion, and tlnai
preparation. Taken togellter" the items eletail*d above irave resulted in th* in-s*rviee date
c,rf the pro.iect heing shi{1*d frorn Ql }'013 r* Q2 2013."}'he rable be}r:rv silcxvs the
breakdown eif spend by the an:ove categories.
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&mErrrrr rgpl f,Arrg&&${;x F #/ If.isr /

Issue 4 [s Hytlro (]ne's prnpos*l rvith respec{ to the treatmreut of th* C}l{
pnojeet for 2&I3 amd 2Sl4 *pprar;:niat*'l

dmmxnumwMsm

R.ef: llxhihit B. Tab 3. Fage lS &
Exhibit $" Tab 3. Seh*dule l. Table 3 UpdateeJ-ClS Bencilrs

a) FleaseexpandontlredetailsoftheEenefitsRealizati*nFlanforrhenew{llS. }tr
this is docurnented. pkase {i}e a eopy.

b) tr]lease list all areas oi'the Busin*s$ that will benefit lyonr the new CIS and
provirle shon descriptionslexar"n ples of th ese.

c) Please list by year and Functional Arca the Sulrilt.ttillt e ffienefits lhar unelenlie
tlrc rlaimed bene{itof'$}72 nrillion overseven years {bnthe neiv ill$.

d) Please qu&ntiry thc bene{it redxetiCIns t}rat hav* been nettecl *Ht ir"orm the net
rcvenue requiremcnt on Line E otr'the seennd re{brence.

e) i-fnw will actual beneijts be traekeci and how rn,iXl tllese. Iogether witlr varianres
fronr Fian, be repoffied to tlre Eoard *n<i Katepay*rs? illease pnovide cletniled
prop*sa1(s)

ffissffim#tr

a) anei e)

Within the proieel melhodology. financlal benefits are id*ntified up lx*mt as par-tr *f
the dise*very and business oase pro*ess" $enc{its are &ssoeiated with the Ci$
requirem*nts so {hat the relatior"rship betwee* the beneflts and rhe system etresign is
rx aintaineel thncughout the pro"|ect.

The benefits are validated rvith the appiieable br:sin*ss l*ads in each l-lycirc Sne [-ine
q:{ Eusiness. and rel'le*ted in applieahie business plans and bue.}gets" }-{ence th*
reaiixalion of, thes* benefits is eommitt*el via reduetion otr'the applieable !:udg*ts.
Durir"lg the R.ealization and Final Preparation phascs *{"t}re pro"}ec,t. henefits arc
tnrther validated. benefits reporting is delined, and th* actiirlls requir*:d to ensure the
henefits ar* realized are identified. 'f[:ese ectivities are *ngoing. and result in fi:r
rxampl*. dncunrenled business prooe$s ehanges. upriates to work instruetions *nd
updates to relevant traiuing materials.
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Snce the project is iive and CIS is in scrvice. l:eneiits wil] be trackcd try ]-{ydrer One
sta{f. The Eusiness Translcrmation Suh-Ccmrnitt*e o1 l{ydro O:rc's Eoare} *f
Dire*tors rvill reeeive regular updates o* tir* trenefits reali;reej b3, the f l$ Froject, and
th*se beneflts lvili be reported to lhe Enarcl anel ra{epayers througit [-{ydro Sue"s **sr
o1' seruice rate applications. Eenellts u,ill be {urth*r va}idated by }-{ydro One's
internal Aildit team"

b) The arcas of the business that will b*nefit f,rom the new Cl$ lrrs Cluii{orfier Care. ["{'"
Fi:ranc*"

Custcmer Care
An inlegrateei CIS w,hi*h provides a {xor* int*grat*d view s}f th* custorx*r profile
with enhanced *ustonrer issue res*luti*n *;apability wiltr redue* handling tinre *n *alls
and c*rrespondences" irnprove billing timelinoss and aeeuracy" inerease llrst eall
resolution {"pCtrI"} and ir:nprr:ve custorner satisketi*n. ln adciition. th* ner,ry Cl{S lvil}
it"npl'ove colleetions and henee recluce batj clebt expense by irnpr*ving i-lCIN{'s at:iliry
to lreck eustfirners as {hey nrove within" cr in and *ut *tr. }{Ohll's servi*e i*rritory.
'i'his is expeet*d to lead to improved abiiily to colleet *:l reeeivables *ssociaterj rvitlr
pre:nises that lhe customer has varateei.

Finally, the new C[5 coupled with tl"re $mart &4eter network" ',ryil] *l]orv ]jCINl ro
diseonneel and retelnnecl serviee tro a meter remotely. withoul n field techni*ian
making a visit to the properry. 'fhis is expeeted to both reduee fietcl suppo$ costs
related to collections and special investigationr^ and tr: reduee baei d*bt"

Frrran.qe
Benefits wiil be realiaed through redr*cing the tirne required to issue bilis whi*h lr,il]
result in cash {'low savings. A*c*unting prsoesses wil} nls* ire streamlined iu the new
CIS due to the integrated nature of C{S la,ith the existillg SAt} HCC pla$trrr:r. }rinaliy,
the new system rvill enabie more aecurate applicatiCIn *l'Iate payment charges {o
overdue &ffsars. ra,hich is exp*eted t* increase late payrnent reve$ues.

{1
Eenrfits will he realizeetr thnough operatior:ai and *apiral savings 1yorm t]r*
deeommissioning of the mainirame computer mn whieh the current C15 systen": runs.
Ratioualization of the hardware environment on which SAF runs will reduce
inlvastrueture managetfient and support eosts ;ls wcll as &eilily c*sts and harelwar*
refr*sh. A cornnron SAP platl'orm 1'or Ctr$ enhanees pr*duetivity in the aren oi'
application maintenance suppCIrt and enhanc€finent w*rk prograrn aoross 

.!'-lyetrro 
One

anel Hyelro One"s outsourced serv'ice provider.
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Ctr$ Su*ixess l**n*fit ffiremkdowm x,{}m
Lime 0f ll*siness 2St3 t0'!4 x&t$ ?01s 3S1v 3S1E *s1$ *$3&

Cust*rner Serviee 3 5.5 3 $.$ $$"5 .s $s.s 1.S
I'r $0.0 $ $17.7 1S.3 $7.6 $7.7 7.$ $1"5
Finance 3 $s.0 0 CI $8.0 s $e"s 1.S

OM&,A eCIsts

T&TAt
C}S

$7.s

I3.6

$IS.,* $3S.{} $3?"6 $25.{} $25"? $2S" x s5.*
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e) The business benefits by LOE are shnwn in the tabls hel*u,.

Note thal fbr 7013. th*re are Cl$ Fr*jeet Ol\,'l&A e*sts oX'$i3.Sl\,i u,hich mnrc rhan
o{Yset the business i:ene{lts firi"eeast to be realized in thal yenr.

d) Ovel the period covered ir: the mndel, I-lydro One has nerted oul $Z3g.T|?"2Sg nf
ben*trits f..*m L"ins 6 (C{s Frnjee{ costs) io deriv* L.ine s {c{s Kevenur
Requir*nrent)"
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qqll.y{{{sffigoe4qr{ q{-&{{{}_ds_degg}ryfs$& SSdyS-ry {$J,J &&!{ L

nssx* 4 Xs &[5,dro one's proposal w{th resp*et fo fk* h:eatmrent e*f the C}S
preijeet fnr 2013 axrd 2{}14 appropri;rte?

dtrMfltrtrffiffiMx

&x. BITS/SIIP" 4

The evider:ce ststes that I'1ydr* Onr l"rad planne el th* C I$ in-smviee date lbr 2{} I 5. Wl:at
was the expeeted oost For the 20lS CIS? Please explain [r*w that diifers from the eurrent
e*st. [-i*rv nruch has been spent to r{atre in 20i2 relntivr t* th*'l*reeast cf $l*3.& millio*?

&gmssryx

The cslimated cost of the 2016 C{S wns $i50h,,1 wittr projeet*d ben*J'its oi'$g0M over
s*ven years" l'his amoun{ wa$ a high-ievei estimate and suhje*t to diseovery" whieh
involved detaileri requirernents gathering anri R.FF. conf irmati*n *{'requir*meilts. oos{s
and benefits. After the discovery phase cf the prerject" th* eosts anci [:r*n*fits wer.e r:pc{atac1
ls the cil::renr values of $l &0M cl{ enst and $l ?2&,,! of bene{ir"

During the reeent upelate to the rate applieation" I-{yltro On* r*dueeel the projectsd 2012
capital expenditure {rom $XS3"SM to $&5"7&4" The upciatee} tabl* has been reinserted
below f,or yc*r referenee. Actual spend to .iune 30 2$ I 2 is $? i .5&4

Tmh$e 3

{'s& ( ){)}},* }{}1.3 -\$$&*d*mq
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Ammmmm*x

IEl3ll lp.5l Please :

a" Frovide the stafi and cnel dar*s fbr each *f the p{'rases listed in Tabtre I ; and

t)' Frovide a detailed"cxplanation ol'each ehange in e*st between the "iune trsth fiiing
and thc Augrrst 2Q"' updatc.

,ffitrsffi#ffi#.g

friied: Setoh*r i l, ?0.I?
HB,20 r:-0 136
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$s&€sl&{rer.eq-e{}.rrl(;qrr" d$&*{ryf &&iYSGC f,Se }, #i& [fsr I

Xs }{ydr* Sne's propos*l with resp*et to the trc**memt of the C}ti
projeet fcr 2013 xnd 3Sl4 x;rpreiprixte?

Fr*je*t Fhase $tart ffiate Sr:d Bate
D iscov ery Feh-1 1 h4av-tr I

Blueprint Jun-i I Out- I I

Realization l\cv- I 1 De*-l l
Itrinal Preparation .lan- I l h.lav- 1.1

Verification and
Stabilizarion .iun- 1 3 $ep- i 3

t8

re h. Fleass Reference the respol"lse t* Exhibit tr. Tab 4. Sehedui* X "05 St*ff ll
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$c{E rel &.,tsrs}, &$/{rf oq.S$"s{}Jry g& &-&G*}, fl@. f 9.$*s {".{sr {

fssue 4 Is f{ydro $neos propos*l wit}: r*spe*{ to fhe *re&tm}enf *f the C}S
pr*jeet for ?{}tr3 anq* ?01;|. ap;lx"opri*te?

Mmmymmmmx

lB/3l1lp.l8] FIeas* prcvide etretails of the lneremental l:TEs hined as * resirtrt erj'rhr Cl$
projeer, antj the roles those incremental p*rsonncl filled in each oi"2Si tr lhr*ugh Z0lj.
Flieasc ccnfirnr that all of thosc incrementxl personne i were ten!trlorary. and tliose F'l-Hs
will revert tr: normal l*vels in 2014 and bevonei.

ffiffim#ffistr

Ther* are approximateiy 35-40 l-'lydro (}ne stalf nrenrh*rs s*pporting th* CIS pro.i*et al
any givrn tinre, drawn prirnarily fion'r Cmslor:rer Care and {T."Ihese stal'flare bmekfilicej.
The net etfect *f the backfilling is fur ineremen{ai stall [o he irired lry rhe ]:ase
organirati*n" either ofi contract or tempora,"y ernployrn*nt positions" Sta:f fing will revert
haek t* ne.:trxal levcls in late 201 3. aJler altr pr*.!*ct anrivities have been eompleted"



I

:
l
4

5

6

7

I
I

t0

Ji

]2

13

t,t

l5

l6

t7

t8

t9

?0

:1

:?

:3

Z4

Filed: Octnb*r I 1.2S12
EB-20 r:-E I3$
ENhihir i
"]-ah 4

Seheclule 8.07 S'1C 3S
Fag* i of i
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Issue 4 {s Hydrei $ne's proposal witk ;"espeef to t}a* treatrxlemt of the CIS
prm;ieet fior 2ti13 and 2014 appropriate?

frmdr.emmw"{mr*r

iBl3l}/Attach.2, p. I and ?] i]lease explain rvhy the in*serviee eiate changecl flrom
October 201?. Pleass explain why there were eos{ *ver!:}"rns ra,h*n l-iC}- ,Axou was un a
*'fi xeij ;rrice arr"al'lgelneilt".

ffimsffiffis#

As discussed during the October i9. ?01 l Srakeholder sessi*n {See llxhihit A, "}-{rb 4.
Schedule I" Appendix D, Notes Page l9) fioni a regulat*ry persper:tiv*. the gc five date
may not be the date that trhe assets g* into service. ln the nriginalJun* N5 2{}}2 {ilir"rg, t}re
in-servi*e date rvas assunrsd tn be Q ! 20 , 3 " For an explanation of why lhe in-service date
ehang*d iro:n QI to Q2 2{}tr3. please refbrto Hxhibit i" Tab 4, $ehedule 1.S5 Stafl'?1.

Civen that HydrCI Onr trras eontr&ctcd ra,itir l{CL Axon *n a flx*ei priee basis for th* CIS
pr*j*ct' tl'ie extension of ths pro,ject has a limitee* impa*t on rhc cosr *f l-jCL, Axon's
work. !-i*wever, {he ot}rer parties engaged in the project - l-lyelro Sne sta{f anej
contraclors" and Inergi slaff * do not wi:rk on a fixeri pl"ic* trasis. ilence tire irnpaet r:f tlie
extension o{'t}re pro"iect is primarily assoeia{ed with the etfom {'l"orn these otherparties.
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lssue 4 Is Hydro $ne's protrqns*l with r*speet tCI the treatm:emt *f the CXS
pno.ieet for ?t113 and 3fi14 *ppreipriat*?

ffimffiwffiM*fl

R*lbrenee: Uxhihit &. "tr-ab 3" Sehcdule I

a) Fage 4 * "i'he project is expected to b* in scrviee in )0l 3. Flease ronf i:rr tXre original
starl dale *f the trrrcjeet.

b) Fage 5 Table 2 * Flease reproeluee Table 2 to sl"ror.v the breakd*wn *l' Boarcl
Approved and actual rosts i'or the li& of ths prui*et.

e) Page 5 Table 2 * Pleass provide th* rypes cl'costs ine luded unc.ler developmont costs.

d) Page l6 * l"lydro Cne expects Distribution Eusiness savings fronr t}:e C"{S
lmplerxentation t* lotaX $X 72 million ov*r & 7 year tin:e h*riznn. Flease pr*vide a
descripti*n oflthe savings and proviele a breakdown of these savings b3, year.

e) Page NS * Please identify th* potential oppomnnities betwe*n |-lSNi anej olher Onrario
l,fiCs tei look 1or project *o$t savings.

fl Page l8 Tal:le 4 * Please eonfirm staff eosts began in 2Sl I

g) Page 1E Table 4 - Ptrease add additie;natr rows [c {he Tahie t* tr:l"ovide the nr*rn{:er #
tempoilery !:TEs by year" number of # external oontract stai'f by year and ine lude
*ther staffeal*g<lries as :"equired {o ma{ch total eosts fbr }-{ON} stalYon CiS proj*ct.

h) I)lease eonfirn: tlie non-typieal eapital cls projeet is nCIn-disel"etionary.

i) Please confint I"he amounxs pr*posed in 20i 3 are outsir:le of' the i:ase upo* ra,hieh
r{ltes &re derived.

j) The B*ard's C*idelines stlrte that the distributor"s e{ee ision [o ineur ihe anrcunt$ m$s1
represent the n:lost cost-eflective opti*n. Flease discuss.

k) Please confirn: that the inerenrentral rf;venile requested lvilI n*t b* recovereel tl"rrough
(}th*r rneans.
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I) The Eoard's Filing Requirements (June 28,2{}12) state o$ p*ge ? that rire am*Lu1{s
mus: clearly have a significant infiuence on thc operatlon of the distribr:tor; qrtlrerwise
they should he eiealt rvith at rebasing. piease comment"

rn) Plexse describe the actions i-{CIN} wili take in the event t}:at lhe B*ard *.}oes *nr
approve the propersed non-typi*al rapital Cl$ spending.

essm##*fi

a) l'he Cl$ pi"ojeer $iscov*ry Fhase began in i:ebrxary 201 l.

b) 'l'he Clli prcrjeer eosts are br*ken dorvn in Table I erf Exhibir {3, -['ab 3. Schedu]e I

There 14/ere no tseiard approved eruloililt$ {trr 201 I or 201 2 fur the C }S pr*"ieet"

*) Developn:ent costs as noted nn Page S Table 2 inelude:
x L.abo*r Costs {Hydro One. lnergi & s_y' st*m lntegrateir}
* Expenditures on software {b*th }ieeneing & rxaintenanee}
* Third Farty Suppor"i Costs (SAp, TD Eank. etc")
* Overhrad

d) Please refer to llxhihit I, Tab 4. Sehsclul* 2"03 EI] I ?. parr e )"

e) Please refbr to Exhibir l, Tah 4" Sehetiule 1"04 SraffZ0.

q C*nfirrnei:l* stafTc*sts began in 201 l.

g) The uun:ber uf l-{ydro One staff suppo}ting the proiect varies {iom n:rontlr t* rnonrh
*nd has *lso varied rvithin individual yeers as various aativities ramp up or down.
Depending or tlre exael time nl'year, th*re were approximately 25-3CI *-{yelr* One
stalTmembers suppoming the pr*jeet in 201X ancl 35-4CI ${ydro One staflI'members in
201 2.
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h) Y*s the non-typiral capital CIS projeet is non-diseretieinary. Please refer [xhibit {"
Tab 2" Seh*dule l.0l Staff?"

i) Yes th* s.ffiounts prapnsetl in 2{}13 are CILltsicie the base upon which {"ates ilre derived"

j) As dissussed in Hxhibit E" Tab 3. $ehedul* I xnel in Hxhibil tr. T'ab 2" $chedulc i.Sl
Staff 2, tlle project is non-discr*tionary anrJ had to be unclertalcen now to replaee an
aging systenr rryhich is nert suppomeel hy tlre vendor. l-{aving establisheei tlre C}S
requirements, ttrre cost of the project was established through a eompetitive prooess {o
selecf hoth the softwar* components ilpolr r.vlrich tlre Cl$ system is based, ancl the
integralor costs. FlCl- Axt;n. the low*si cost hieider^. was selee{erJ as the syste$t
integrator under a iixed price arnangcment- and S,AP and ltron were selefited as the
software providers through this competiliv* prereess. Based *n th* re$ponses ts) {he
Rl:[] that was issued Hydro One [s eonfldenl that it oht*ined a ecs{-e{{bctive s*llrtion"

k) Confinnecj" There is no other mechanism to resi")ver the lncremental revellue
requesteei.

I) As diseussecl in Exhibir E, Tab 3. ScheeJule l a:ld in respon$e lbund in llxhibit l. 'l-ab

?. $ched*le 1.01 Staff 2, the project is non-diseretionary and has to be uncje$aken
fiow to r*plaee an aging syst€tx which is not support*d try the vendor" *:u$he;rxor*.
{he CIS is a significant inveslmenl being brouglrl {o the Eoard's at{ention as soolr 6$
possible. Siven the material impaet *n the C*nrpany. !"{ydro One *annot wait fcr
rebasing t0 recsver these ecsts"

m) i"{ydro $ne believes this proiect is in the best interest *t eustorners and r.vi{i hc
approvec! by the Board.
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