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Ms. Nancy Marconi
Registrar

Ontario Energy Board
2300 Yonge Street

27th Floor, Box 2319
Toronto, ON M4P 1E4
Email: registrar@oeb.ca

Dear Ms. Marconi;
RE: ALECTRA UTILITIES CORPORATION (“ALECTRA UTILITIES”) INCREMENTAL

CAPITAL MODULE (“ICM”) APPLICATION FOR 2024 ELECTRICITY DISTRIBUTION
RATES AND CHARGES (EB-2023-0004)

Alectra Utilities Corporation (“Alectra Utilities”) submits an application for approval of ICM funding
in the PowerStream and Enersource Rate Zones (“RZs”) effective January 1, 2024.

This application is being filed in accordance with the OEB'’s Filing Requirements for Electricity
Distribution Rate Applications — Chapter 3 Incentive Rate-Setting Applications, issued June 15,
2023 (the “Chapter 3 Filing Requirements”).

This application includes live versions of the ICM Models for each RZ and the Geometric Mean
Calculation.

Alectra Utilities has filed an electronic version of this application via the OEB’s RESS filing system.
Should you have any questions or require additional information, please do not hesitate to

contact the undersigned.

Yours truly,

e

Natalie Yeates
Director, Regulatory Affairs and Reporting
natalie.yeates@alectrautilities.com

cc: Charles Keizer, Torys LLP

Alectra Utilities Corporation
2185 Derry Road West, Mississauga, ON L5N 7A6 | t 905 273 7425 alectrautilities.com
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IN THE MATTER OF the Ontario Energy Act, 1998, being
Schedule B to the Energy Competition Act, 1998, S.0O. 1998,
c.15;

AND IN THE MATTER OF an Application by Alectra Utilities
Corporation to the Ontario Energy Board for an Order or Orders
approving or fixing just and reasonable rates and other service

charges for the distribution of electricity as of January 1, 2024.

APPLICATION

Alectra Utilities Corporation (the “Applicant” or “Alectra Utilities”), is a corporation incorporated

under the Ontario Business Corporations Act, and is licenced by the Ontario Energy Board

(the “OEB”) to own and operate electricity distribution facilities under licence number ED-
2016-0360.

Alectra Utilities hereby applies to the OEB pursuant to section 78 of the Ontario Energy Board

Act, 1998, as amended (the “OEB Act”), for orders approving Incremental Capital Module

(“ICM”) funding in the PowerStream and Enersource Rate Zones (“RZs”), through distribution

rate riders effective January 1, 2024.

This Application is prepared in accordance with the OEB’s:

a.

Report of the Board — New Policy Options for the Funding of Capital Investments: The
Advanced Capital Module, dated September 18, 2014;

Report of the Board — New Policy Options for the Funding of Capital Investments:
Supplemental Report, dated January 22, 2016;

Handbook for Utility Rate Applications (the “Rate Handbook”), dated October 13, 2016;

Filing Requirements for Electricity Distribution Rate Applications — Chapter 3 Incentive

Rate-Setting Applications issued June 15, 2023 (the “Filing Requirements”); and

Letter Re: Incremental Capital Modules During Extended Deferred Rebasing Periods,
issued February 10, 2022 (the “ICM Policy Update Letter”).
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In the ICM Policy Update Letter, the OEB updated its existing ICM policy to provide additional

flexibility to consolidated electricity distributors to apply for incremental capital funding for an

annual

capital program during the extended deferred rebasing period. In addition to the

existing ICM requirements, electricity distributors in years six to ten of their deferral period

must demonstrate the following:

An urgent need for such additional funding that is based on new information that has
arisen since the utility’s most recent rebasing application related to the management
of risk associated with asset condition, reliability and quality of service and public

safety;

A history of good utility practice in capital planning, capital program management and

asset maintenance;

How the ICM investment addresses customer needs and preferences and delivers

benefits to customers; and

Exhaustion of other available options to manage its costs within the envelope provided

by the existing price cap or another applicable formula.

In the OEB’s decision in Alectra Utilities’ 2023 ICM application, the OEB found as follows:

The cable program is urgent based on new information that has arisen, specifically the
asset condition report and preparation of the DSP after the RZs were last rebased.
The OEB found that Alectra Utilities has met this criterion;?

Alectra Utilities is adequately addressing customer needs and preferences, given the

customer engagement survey feedback filed with the application;? and

Alectra Utilities meets the requirements of good utility practice.®

This application is consistent with OEB policy in relation to the availability of, and basis for,

ICM funding for consolidating distributors.

' EB-2022-0013, Decision and Order, November 17, 2022, pp.17-18

2 bid., p.18

3 Ibid., pp.21-22.
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1 This Application is supported by pre-filed written evidence which may be amended from time
2 to time. For the reasons set out in this Application, Alectra Utilities submits that the proposed
3 distribution rates are just and reasonable.
4 PROPOSED EFFECTIVE DATE
5 Alectra Utilities requests that the OEB make its Final Rate Order effective January 1, 2024. If
6 the OEB does not expect that the Final Rate Order will be issued by such date, the Applicant
7 requests that the OEB approve the recovery of any differences in ICM revenue between the
8 effective date and the implementation date of the OEB’s Decision and Order establishing final
9 rates and charges.

10 FORM OF HEARING REQUESTED

11 Alectra Utilities requests that the elements of this Application be heard by way of written

12 hearing.

13 CONTACT INFORMATION

14 Alectra Utilities requests that copies of all documents filed with the OEB by each party to this
15 proceeding be served on the Applicant and the Applicant’s counsel as follows:

16 The Applicant:

17 Natalie Yeates

18 Director, Regulatory Affairs and Reporting

19 Alectra Utilities Corporation

20 2185 Derry Road West,

21 Mississauga, Ontario, L5N 7A6

22 Tel: (905) 798-2872

23 Email: natalie.yeates@alectrautilities.com

24 Internet Address: http://www.alectrautilities.com/
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The Applicant’s Counsel:

Charles Keizer

Torys LLP

79 Wellington St West,
Toronto, Ontario, M5K 1N2
Tel: (416) 865-7512

Email: ckeizer@torys.com

Dated at Mississauga, Ontario this 21st day July, 2023.

ALECTRA UTILITIES CORPORATION

ra

Natalie Yeates

Director, Regulatory Affairs and Reporting


mailto:ckeizer@torys.com

EB-2023-0004

Alectra Utilities Corporation
2024 EDR Application
Exhibit 1

Tab 1

Schedule 3

Page 1 of 2

CERTIFICATION OF THE EVIDENCE

As Executive Vice-President and Chief Financial Officer of Alectra Inc., | certify that, to the best

of my knowledge, the evidence filed in this Application is accurate, consistent, and complete.

Danielle Diaz, CPA, CA

Executive Vice-President and Chief Financial Officer
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CERTIFICATION REGARDING PERSONAL INFORMATION

As Vice-President Regulatory Affairs and Privacy Officer of Alectra Utilities Corporation, | certify
that, to the best of my knowledge, the evidence filed in this Application does not include any
personal information, as defined in the Freedom of Information and Protection of Privacy Act, that
is not otherwise redacted in accordance with Rule 9A of the OEB’s Rules of Practice and

Procedure.

Christine E. Long, LL.B

Vice-President, Regulatory Affairs and Privacy Officer
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EXECUTIVE OVERVIEW

This Executive Overview provides a summary of the structure and key aspects of this application,
in which Alectra Utilities is requesting approval of Incremental Capital Module (“ICM”) funding for
urgent underground cable renewal investments in the PowerStream and Enersource rate zones
(“RZs”) for 2024.

Each of the sixteen capital projects in this application was already filed with the OEB in Alectra
Utilities’ 2023 ICM application (EB-2022-0013), which sought ICM funding for urgently needed
underground cable renewal investments in both 2023 and 2024. All of the planned projects in both
years were identified and planned on the same basis, to address the same issue: deteriorating
underground distribution cable in various communities that Alectra Utilities serves. While the OEB
did not establish ICM riders for the 2024 projects in the prior application, its decision on the point
was based solely on the OEB’s policy on multi-year ICM applications, and not on the merits of the
proposed projects or their eligibility for ICM funding.* On the merits of the proposed ICM projects,
the OEB found that both the 2023 and 2024 requests have a significant influence on operations
and on the reliability of distribution service in the PowerStream and Enersource RZs.®> The eleven
proposed ICM projects in the PowerStream RZ in this application are the same as the 2024
projects identified in the 2023 ICM application for the PowerStream RZ. The five proposed ICM
projects in the Enersource RZ consist of four of the 2023 ICM projects and one 2024 ICM project
from the 2023 ICM application.

Application Structure

Exhibit 2 sets out the OEB’s ICM filing requirements and demonstrates how Alectra Utilities has
satisfied the eligibility criteria of materiality, need and prudence and the additional criteria as set
out in the OEB’s February 2022 ICM Update. Exhibit 3 sets out the evidence in respect of the

proposed ICM investments, including the need and drivers for the investment; the outcomes and

4 EB-2022-0013, Decision and Order, November 17, 2022, p.16. The OEB treated Alectra Utilities’ 2024
projects as an ACM request outside of a rebasing application, and denied it on that basis.
5 Ibid., p.11.
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benefits for customers; and how the ICM investment addresses customer needs and preferences.

Exhibit 4 includes attachments in support of various aspects of the Application.

Background

Alectra Utilities, a wholly-owned subsidiary of Alectra Inc. (“Alectra”), is an Ontario corporation
with its corporate head office in the City of Mississauga. Alectra Utilities carries on the business
of distributing electricity within the communities of Mississauga, Hamilton, St. Catharines,
Brampton, Alliston, Aurora, Barrie, Beeton, Bradford, Markham, Penetanguishene, Richmond Hill,
Thornton, Tottenham, Vaughan, Guelph and Rockwood, pursuant to Ontario Energy Board
(“OEB?”) Electricity Distributor Licence No. ED-2016-0360.

In April 2016, Enersource Hydro Mississauga Inc. (“Enersource”), Horizon Utilities Corporation
(“Horizon Utilities”), and PowerStream Inc. (“PowerStream”) (collectively the “predecessor
Applicants”) filed an application (the “MAADs Application”; EB-2016-0025) pursuant to the Report
of the Board: Rate-making Associated with Distributor Consolidations and the Handbook to
Electricity Distributor and Transmitter Consolidation (the “MAADs Handbook”) seeking OEB
approval to amalgamate to form Alectra Utilities, for Alectra Utilities to purchase and amalgamate
with Hydro One Brampton Networks Inc. (“Hydro One Brampton”) under section 86 of the Ontario
Energy Board Act 1998 (the “Act”), and for other related relief. In the MAADs Application, the
predecessor Applicants selected a 10-year rebasing deferral period. On December 8, 2016, the
OEB issued its Decision and Order granting the requested approvals in the MAADs Application,
including the 10-year rebasing deferral period. This application was granted, and the

amalgamation took effect February 1, 2017.

In March 2018, Alectra Utilities and Guelph Hydro Electric System Inc. (“GHESI”) filed an
application (the “Alectra/Guelph MAADs Application”; EB-2018-0014) seeking OEB-approval to
amalgamate under section 86 of the Act. This application was granted, and the amalgamation
took effect January 1, 2019.

As indicated in the MAADs Handbook and in the report entitled Rate-making Associated with
Distributors Consolidation, issued July 23, 2007 (the “2007 Report”), as well as the updated report
on the same topic issued by the OEB on March 26, 2015 (the “2015 Report”), Alectra Utilities’

RZs will continue on their current rate plan terms until such terms expire. Once expired, all RZs
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migrate to the Price Cap Incentive Rate-setting option (“Price Cap IR”). Currently, all of Alectra
Utilities’ RZs are on the Price Cap IR for the purpose of setting electricity distribution rates. Under
the Price Cap IR rate plan, Alectra Utilities is permitted to apply for: a) inflationary increases to
rates, adjusted for an efficiency factor; and b) funding of incremental capital projects through the

ICM mechanism.

Investment is Needed to Address the Ongoing, Accelerating Deterioration of Underground

Distribution Cable

As demonstrated in Alectra Utilities’ 2023 ICM application for urgent cable renewal investments
and in this application, Alectra Utilities must urgently invest to address worsening reliability due
to deteriorated underground direct-buried cable and related equipment. While the company has
been investing in these assets for multiple years, the increasing deterioration of this equipment is
outpacing the level of investment supported by Alectra Utilities’ base rates, resulting in an
increasing volume of underground assets being replaced reactively. Beyond the inherent
inefficiency of reactive replacement, the current level of underground cable renewal investment
is insufficient to maintain the reliability of the distribution system in many communities. This
investment cannot wait until Alectra Utilities rebases; if the company does not increase the pace
of renewal above the level funded in base distribution rates, it forecasts that one out of every four
neighbourhoods in its service territory will be served by deteriorated and unreliable cables by
2025.

The OEB’s Decision on Alectra Utilities’ 2023 ICM request recognized the urgent need to respond
to the deterioration of these assets, stating that “...the cable program is urgent based on new
information that has arisen, specifically the asset condition report and preparation of the DSP
after the RZs were last rebased.”® The OEB further clarified that “because the relevant time period
for assessing whether the information is new is the time of the last rebasing, submissions
regarding recent reliability information in the last few years or an updated survey are not helpful

to determining this requirement for ICM funding.”” This application for rates effective January 1,

6 EB-2022-0013, Decision and Order, November 17, 2022, p.17.
7 Ibid., p.18.



N =

- O © 00 N o 0o &~ W

N N DN N N 2 A m ma ma m m
A WO N ~ O © 0N O O &~ ODN

25

26
27

28
29

EB-2023-0004

Alectra Utilities Corporation
2024 EDR Application
Exhibit 1

Tab 1

Schedule 4

Page 4 of 10

2024, seeks ICM funding to support Alectra Utilities’ continuing investment to address

deteriorated underground direct-buried cable.

Alectra Utilities filed its first five-year Distribution System Plan (“DSP”) on an integrated basis in
its 2020 rate application. The DSP provided a comprehensive and detailed description of Alectra
Utilities’ capital investment plans for its distribution system over the 2020 to 2024 planning period,
including the need to invest in underground cable and related accessories. In the DSP, Alectra
Utilities identified that defective equipment was a leading cause of declining reliability, both in
terms of frequency and duration of outages. The DSP identified failures of underground direct-
buried cable and cable accessories as a leading contributor to the declining reliability. A key
objective of renewal investments in the DSP was to maintain historical reliability levels across the

system.

Since preparing the DSP, Alectra Utilities has continued to enhance its capital planning tools,
allowing the company to further focus its investments on work that provides value for customers.
In particular, Alectra Utilities has implemented an Asset Analytics Platform to evolve the existing
condition-based asset management practice towards predictive analytics, reliability-driven
maintenance and machine learning. The Asset Analytics Platform provides Alectra Utilities with
the functionality to compute asset condition assessments, overlay reliability data sets with maps
to identify emerging hotspots and combine large data sets to establish cross-sectional
relationships. Enhanced analytics has enabled Alectra Utilities to incorporate the most recent
reliability events against up-to-date asset condition information to identify localized emerging
issues. While these enhanced processes and tools will continue to benefit the utility’s planning
into the future, in this application they have specifically helped Alectra Utilities focus the
underground cable renewal investments proposed for ICM funding on those assets and

neighbourhoods where incremental investments will yield the greatest value.

Proposed Incremental Investment: Underground Cable Renewal

This section summarizes the incremental underground cable renewal investments that Alectra

Utilities proposes to fund through the ICM funding requested in this application.

To address this urgent need, and consistent with its 2023 ICM Application, Alectra Utilities has

identified incremental capital investments in the PowerStream and Enersource RZs to either
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replace or, where feasible, to rehabilitate using silicone injection to extend the life of the cable in
these RZs. These investments are driven by deteriorating asset condition, specifically, an
increase in cable failures in localized “hotspots.” As summarized below, investment is needed
urgently to address an increasing trend in the hours that customers’ service is interrupted due to
defective equipment. Alectra Utilities has continued to refine the approach that is has used to
identify the proposed incremental investments, using data analytics to identify neighbourhoods
where significant outages are likely to occur due to failures of underground cable, and address
these assets in a focused, localized basis. Based on the condition of the assets in a given location,
Alectra Utilities may either replace deteriorated assets, or “rejuvenate” existing cable through
silicone gel injection. The latter method is less disruptive to customers and can provide greater
value than outright replacement, since renewal through injection extends the life of existing cable
at one-sixth the cost of outright replacement. Injection also provides environmental benefits by
reusing the existing cable. Timely investment is critical to the viability of this approach, as injection
is not possible once cables have deteriorated too far. More detailed information on the proposed

capital investments is provided in Exhibit 1, Tab 3, Schedule 4.

Since the 2020 DSP was prepared, system reliability has worsened due to several factors,
including deteriorated distribution equipment and the increased impact of adverse weather events
and storms. When the DSP was prepared, Alectra Utilities had identified that 14% (3,173 km of a
total of 22,140 km) of underground cable had a Health Index of poor or very poor condition.
Notwithstanding the planned and reactive cable replacement work that Alectra Utilities conducted
in the intervening years, the revised assessment of cable condition identified that the population
of poor and very poor condition cable had increased to 4,766 km, representing 21% of the total
cable population based on 2022 data.® This deteriorating trend is indicative of a longer-term issue
that Alectra Utilities will continue to face in coming years: although the current population of
deteriorated underground cable in the system is large, there is a much larger wave of cable that

will deteriorate over the next twenty years.

8 In the 2023 ICM Application, Alectra Utilities identified that the population of poor and very poor condition

cable had increased to 3,793 km, representing 17% of the total cable population based on 2021 data.
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Further, as identified above, Alectra Utilities implemented an Asset Analytics platform to enable
predictive maintenance of vegetation management which has reduced the outage impacts from
tree contacts. Since 2020, outages resulting from the failure of defective equipment account for

46% of all customer hours of interruption.

Figure 1 — Customer Hours of Interruption by Cause Code

2019-2022 Alectra Utilities Customer Hours of Interruption by Cause Code Excl MED - Cause Code
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Direct-buried underground cable and accessories continues to be the most significant driver of
equipment failures. Since 2018, the highest number of interruptions (65%) occurred in the

PowerStream and Enersource RZs.
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Figure 2 — Customer Hours of Interruption by Asset Type
2017-2022 Alectra Utilities Customer Hours of Interruption
Defective Equipment: Asset Type
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Alectra Utilities is requesting approval of ICM funding of $25.1MM in 2024, for the PowerStream

and Enersource RZs. A summary of the proposed investment, by RZ, is provided in Table 1 below.

Table 1 — 2024 Proposed ICM Capital Expenditure

2024 ICM ERZ PRZ Total

Cable Injection 2,792,127 8,458,401 11,250,528
Cable Replacement 5,073,076 8,815,107 13,888,183
Total Incremental Capital 7,865,203 17,273,508 25,138,711

As described above, Alectra Utilities is experiencing an increase in localized cable failures and
plans to address these cables through a combination of two cable renewal strategies: cable
injection and cable replacement. Based on the analysis of recent underground cable failures and
asset condition assessment analysis, Alectra Utilities has identified the volume of localized
hotspots with the highest probability of imminent failure. These are the neighbourhoods included
for ICM funding.

In each neighbourhood, Alectra Utilities will implement the cable renewal strategy (cable injection
and/or cable replacement) that delivers the best value for customers. To ensure the ICM
investment is the most cost-effective option for customers, Alectra Utilities will leverage cable

injection in neighbourhoods where it is feasible to do so (cables that are in very poor condition
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and too far deteriorated are not considered for injection). Approximately 50% of the proposed ICM
projects will address deteriorated cables in the affected neighbourhoods with cable injection
technology. The injection of silicone gel reinforces the weakened insulation and can extend the
useful life of the cable up to 20 years without the costly and disruptive need to excavate or to
replace entire cables. A key factor in planning these investments is that during the life of a cable
there is a limited period during which lower cost injection work can be executed and, if that window
is missed, then cable replacement will be the only remaining option. The cost of cable replacement
is 6 times greater than the cost of injection on a per kilometer basis. The benefits of cable injection

include: cost savings; minimal environmental impact; and fewer outages.

Each of the projects that comprise the proposed ICM investment is driven by specific reliability
concerns identified in the respective neighbourhoods. These projects have been identified for ICM
funding as the asset condition, reliability and quality of service in these areas create an urgent
need for funding. This investment will provide benefits to the customers and will help avoid
situations in which Alectra Utilities is forced to respond reactively to a growing wave of

deteriorated assets through more costly and less efficient means of renewal.

Without ICM funding, the outcome is a continued decline in reliability with an increase in localized
cable failures. Further, critical investments would need to be deferred, resulting in increasing
reactive expenditures and greater renewal costs in the long term. The proposed ICM investment
of $25.1MM for the PowerStream and Enersource RZs in 2024 will address the urgent reliability
needs in the neighbourhoods with deteriorated cables and is expected to avoid approximately

$108MM in future cable renewal expenditures.
Customer Engagement

Alectra Utilities engaged Innovative Research Group (“Innovative”) in 2022 to seek customer input
on proposed 2023 and 2024 ICM investments in the PowerStream and Enersource RZs as part

of Alectra Utilities’ 2023 ICM Application. Each proposed ICM project in this application was
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included in the 2023 ICM application® and formed part of the customer engagement survey
undertaken by Innovative in 2022. The total estimated project costs for the 16 proposed ICM
projects in this application is $25.1MM compared to $24.7MM included in the 2023 application for
these same projects in either 2023 or 2024. This is a difference of $0.4MM or 2% primarily due to
updated cost estimates. The results from the 2022 customer engagement survey remain valid
given that the investment options and outcomes to address the challenges posed by deteriorating
underground cable are consistent with the 2023 ICM application. The 2022 customer engagement

results are summarized in Exhibit 3, Tab 1, Schedule 3 in this application.

The eleven proposed ICM projects in the PowerStream RZ in this application are the same as the
2024 projects identified in the 2023 application for the PowerStream RZ. In the 2023 ICM decision,
the OEB approved $2MM of the $8.7MM requested in ICM funding for the Enersource RZ. As a
result, Alectra Utilities proceeded with three of the eight 2023 ICM projects proposed for recovery
in the Enersource RZ. The 2024 ICM project list for the ERZ in this application consists of four of
the 2023 ICM projects and one 2024 ICM project from the 2023 application.

The ICM customer engagement survey focused on customer preferences as between specific
investment options and outcomes to address the challenges posed by deteriorating underground
cable. Customers were presented with the trade-offs between bill impacts, reliability outcomes,
and volume of cable injected or replaced under four different scenarios, including a “status quo”
approach that would maintain the level of investment that would be funded within base rates. For
each option, where applicable, customers were presented with the proposed incremental capital
amount over the 2023 and 2024 period; the monthly and cumulative bill impact over the 2-year

period; and the expected outcomes/benefits of the proposed investment.

As set out in the Customer Engagement Report filed as Attachment 11 in the 2023 ICM
application, customers want Alectra Utilities to invest more in renewing deteriorated underground
cable. In both RZs, a maijority of customers across all rate classes supported an increase in

investment in both strategies, and customers consistently preferred a more rapid pace of

® The ICM projects in this application were identified in the 2023 ICM application as either a 2023 or 2024
ICM project.
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1 expenditure on these projects. In its Decision in Alectra Utilities’ 2023 ICM application, the OEB
2 found “...that Alectra Utilities is adequately addressing customer needs and preferences, given

3  the customer engagement survey feedback filed with the application.”"°

0 EB-2022-0033, Decision and Order, November 17, 2022, p.18.
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INCREMENTAL CAPITAL MODULE (“ICM”)

Alectra Ultilities is requesting approval for incremental capital funding for the PowerStream and
Enersource RZs in 2024. Alectra Utilities has capital investment needs for these RZs that are not

funded through existing distribution rates.

The OEB'’s Incremental Capital Module (“ICM Model”) for the PowerStream and Enersource RZs
is filed as Attachment 3 for the PowerStream RZ and Attachment 5 for the Enersource RZ."" The
OEB’s ICM policy, as set out in the Report of the Board New Policy Options for the Funding of
Capital Investments: The Advanced Capital Module, dated September 18, 2014 and the
subsequent Report of the OEB New Policy Options for the Funding of Capital Investments:
Supplemental Report (collectively referred to as the ICM Report), dated January 22, 2016, was
established to address the treatment of a distributor’s capital investment needs that arise during

a Price Cap IR rate-setting plan and which are incremental to a calculated materiality threshold.

On February 10, 2022, the OEB issued a Letter re: Incremental Capital Modules During Extended
Deferred Rebasing Periods (the “ICM Policy Update Letter”). The letter provides an update to the
OEB’s ICM policy for electricity distributors during extended rebasing deferral periods arising from
utility consolidations. The policy update is applicable to utilities in years six to ten of their deferral
period. For Alectra Utilities, this represents the 2022 to 2026 years of its rebasing deferral period;

As of 2023, Alectra Utilities is in year 7 of its deferral period.
In the letter, the OEB stated that:

“To further enhance the efficiency of the regulatory process and to provide a further
incentive for distributors considering consolidation, the OEB is updating the existing
ICM policy for responding to capital investment needs of electricity distributors that
select an extended deferred rebasing period (beyond five years) under the OEB’s

current MAADs policy. Specifically, the OEB is providing additional flexibility for these

" Alectra Utilities has filed a modified version of the ICM Model for the Enersource RZ to facilitate the
calculation of the materiality threshold for 2024, which is year 11 post legacy Enersource’s last rebasing.

The current model calculates the materiality thresholds up to year 10.
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electricity distributors to apply for incremental capital funding for an annual capital

program during the extended rebasing period...”

In addition to the existing ICM requirements, electricity distributors in years six to ten of their

deferral period must demonstrate the following:

¢ Anurgent need for such additional funding that is based on new information that has arisen
since the utility’s most recent rebasing application related to the management of risk

associated with asset condition, reliability and quality of service and public safety;

e History of good utility practice in capital planning, capital program management and asset

maintenance;

e How this ICM investment addresses customer needs and preferences and delivers

benefits to customers; and

o Exhaustion of other available options to manage its costs within the envelope provided by

the existing price cap or another applicable formula.

In the OEB’s decision in Alectra Utilities’ 2023 ICM application, the OEB found that the company
had satisfied the above criteria in respect of the proposed ICM projects, which continue to form

the basis of this application.'?

Table 2 below, summarizes the existing ICM filing requirements and the additional filing
requirements included in the OEB’s February 2022 ICM Policy Update. Alectra Utilities has

mapped each ICM filing requirement to the ICM eligibility criteria of material, need and prudence.

2 EB-2022-0013, Decision and Order, November 17, 2022, pp.17-18; pp. 21-22.
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Completed ICM Models in Excel and PDF Attach 3;5
Calculation of the revenue requirement (i.e., the cost of capital, depreciation, and PILs) Attach 3;5
Calculation of each incremental project’s revenue requirement that will be offset by revenue generated .

o S : Attach 3;5
through other means (e.g., customer contributions in aid of construction)
Calculation of a rate rider to recover the incremental revenue from each applicable customer class Attach 3;5

An analysis demonstrating that the materiality threshold test has been met

Ex.2/T1/S1pp.9-11;18-20

Project-Specific Materiality Test

Ex.2/T1/S1 pp.11;20

An analysis demonstrating that the amounts will have a significant influence on the operation of the
distributor

Ex.2/T1/S1 p.12; 20-21

Justification that amounts being sought are directly related to the cause, which must be clearly outside of
the base upon which current rates were derived

Ex.2/T1/S1pp.12-14;21-22

Evidence that the incremental revenue requested will not be recovered through other means

Ex.2/T1/S1pp.12-14;21-22

A description of the actions the distributor would take in the event that the OEB does not approve the
application

Ex.1/T1/S4 p.8

An updated DSP is required for any ICM request that is filed beyond the five-year horizon of the distributor’s

current DSP. N/A
A distributor must demonstrate that an urgent need for additional incremental capital funding is based on
new information that has arisen since the utility’s most recent rebasing application related to the Ex.3/T1/S2
management of risk associated with asset condition, reliability and quality of service and public safety
A distributor must demonstrate that it has exhausted other available options to manage its costs within the

. L ) . Ex.3/T1/S1
envelope provided by the existing price cap or another applicable formula
How the ICM investment addresses customer needs and preferences and delivers benefits to customers Ex.3/T1/S3
Justification that the amounts to be incurred will be prudent. This means that the distributor’'s decision to
incur the amounts represents the most cost-effective option (but not necessarily the least initial cost) for Ex.3/T1/S4
ratepayers
Details by project for the proposed capital spending plan for the expected in-service year Attach 4,6
A description of the proposed capital projects and expected in-service dates Ex.3/T1/S4
History of good utility practice in capital planning, capital program management and asset maintenance Ex.3/T1/S1
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In order to be eligible for incremental capital, an ICM claim must be incremental to a distributor’s
capital requirements within the context of its financial capacities underpinned by existing rates;
and satisfy the eligibility criteria of materiality, need and prudence, as set out in the ICM Report.

These criteria are discussed in detail, below.

Materiality

The ICM addresses the question of materiality in two steps. The first is by applying the ICM
“‘materiality threshold formula”, which serves to define the level of capital expenditures that a
distributor should be able to manage within current rates. This test provides that any incremental
capital amounts approved for recovery must fit within the total eligible incremental capital amount

and must clearly have a significant influence on the operation of the distributor.

The OEB-defined materiality threshold is represented by the following formula:
Threshold Value (%) = 1 + [(%) x(g+PCIX(1+g)]) x((1+g)x(1+PCI)"™+ 10%

RB = rate base from the distributor’s last cost of service
d = depreciation from the distributor’s last cost of service

g = growth calculated based on the percentage difference in distribution revenues between the most recent complete
year and the distribution revenues from the most recent approved test year in a cost of service application

PCI = Price Cap Index (IPI-stretch factor) from the distributor’s most recent Price Cap IR application as a placeholder
for the initial application filing to be updated when new information becomes available

n = number of years since the last rebasing

The inflation measure (the Input Price Index or IPI) used to calculate the PCI in the materiality
threshold formula is the OEB-approved inflation factor for the respective ICM year (i.e., 4.8% in

2024 for electricity distributors), and this inflation factor is applied to each historical year.

As the multi-year ICM materiality threshold formula factors in the cumulative impact of both growth
and the price cap index over the years since the utility’s last cost of service rebasing application,
the retroactive application of the most recent inflation factor has a material impact on the resultant
threshold value. This was unlikely to have been an issue when the ICM was introduced in the 3
Generation IR, when inflation rate variability was minimal. As a result, the use of the most recent

inflation factor value will not accurately represent the historical effect of inflation on depreciation.
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This is demonstrated by comparing OEB-approved inflation factor values over the 2013 to 2024
period to a historical average (specifically a geometric mean) calculated over the same 2013 to
2024 period. The analysis shows that the OEB’s annual inflation factor did not exhibit material
differences relative to the geometric mean over the 2013 to 2021 period. However, from 2022 to
2024, the differences range from 1.4% to 2.6%.

Table 3 — Comparison of approved IPls to a geometric mean

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
|OEB Approved IPI 2.2% 1.7% 1.6% 2.1% 1.9% 1.2% 1.5% | 2.00% | 2.2% 3.3% 3.7% 4.8%

2013-14|2013-15) 2013-16 [ 2013-17 | 2013-18 | 2013-19 | 2013-20 | 2013-21 | 2013-22 | 2013-23 | 2013-24
Geometric Mean 1.9% 1.8% 1.9% 1.9% 1.7% 1.7% 1.7% 1.8% 1.9% 2.0% 2.2%
IPl vs Geometric Mean -02% | -0.2% | 0.2% 0.0% -0.5% | -02% | 0.3% 0.4% 1.4% 1.7% 2.6%

Alectra Utilities proposes to use a RZ specific geometric mean to determine the inflation factor
value for the materiality threshold calculation.'® For the Enersource RZ, a geometric mean of
2.17% was calculated using inflation values over the 2014 to 2024 period (i.e., the IRM period for
the Enersource RZ) and for the PowerStream RZ, a geometric mean of 2.4% was calculated using
the inflation factor values over the 2018 to 2024 period. The RZ specific geometric mean

calculations are filed as Attachment 7.

A second, project-specific, materiality test provides that minor expenditures, in comparison to the
overall capital budget, should be considered ineligible for ICM treatment. Moreover, a certain
degree of project expenditure over and above the OEB-defined threshold calculation is expected

to be absorbed within the total capital budget.

In Alectra Utilities’ 2023 ICM Decision, the OEB stated that “...the project-specific materiality
criterion is not applicable to Alectra Utilities’ funding request. The February 2022 ICM Update

3 This approach was introduced in OEB staff's submission in Alectra’s 2023 ICM application. OEB staff
suggested that instead of using the current year’s IPI for each historical year, a historical average such as
a historical geometric mean of OEB-approved IPI values from each rate zone’s respective last cost of

service could be used (OEB staff submission, August 23, 2022, pp.4-6)
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expands the circumstances when ICM funding can be available to include ongoing capital
programs during an extended rebasing period where certain additional requirements are met.
Alectra Utilities’ ICM funding application is based on an ongoing cable program. The application
is not for ICM funding of individual projects as anticipated when the ACM Report was issued in
2014.”"* Although the OEB did not approve Alectra’s 2024 ICM request, in its assessment of
Materiality, the OEB also found that “...the 2023 ICM request and the 2024 ACM request each
have a significant influence on operations and on the reliability of distribution service in the

PowerStream and Enersource RZs.”1°

Need

With regard to need, a distributor must satisfy the OEB that any incremental capital amount being
requested is: (i) based on one or more discrete project(s) and should be directly related to the
claimed driver, and (ii) clearly outside of the base upon which the distributor’s rates were derived.
Additionally, a distributor must also pass the “means test.” Under the means test, if a distributor’s
regulated return, as calculated in its most recent calculation (Reporting and Record Keeping
Requirements (“RRR”) 2.1.5.6), exceeds 300 basis points above the deemed return on equity
(“ROE”) embedded in the distributor’s rates, the funding for any incremental capital project will

not be allowed.

In Alectra Utilities’ 2023 ICM Decision, the OEB stated that “...the discrete project criterion is not
applicable to Alectra Utilities’ request.” The OEB further clarified that “Alectra Utilities’ ICM funding
application is based on an ongoing cable program, comprised of individual discrete projects. The
application is not for ICM funding of discrete projects as anticipated when the ACM Report was
issued in 2014.”'® This finding continues to apply to the ICM projects proposed in this application,

as they are a subset of the projects proposed in the 2023 ICM application.

4 EB-2022-0013, Decision and Order, November 17, 2022, p.10.
5 |bid., p.11.
16 |bid., p.12.
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In that Decision, the OEB also made two findings on whether the ICM investments exceed
expected levels provided by base rates. First, the OEB found that since the first report on the
condition of the cable assets was received in 2018 after the PowerStream and Enersource RZ’s
rates were last rebased, the cable program encompassed by the ICM request was not part of the
capital expenditure plans when rates were last rebased; therefore, the current cable program
exceeds expected levels provided by base rates.'” Second, the OEB referenced the February
2022 ICM update and stated that “...the investment must be “beyond the normal level of capital
expenditures expected to be funded by existing rates.”’® The OEB established the “normal level”
of capital expenditures based on the annual expenditures for each RZ for the cable replacement

and cable injection work in the six-year period prior to the ICM request.

Establishing the normal level of capital expenditures expected to be funded by existing rates for
a capital program by reference to historical actual annual expenditures may be applicable in a
scenario where rates are re-calibrated annually. However, under Performance Based Regulation
(“PBR”), distribution rates are set based on a cost of service review. Subsequently, rates are
adjusted based on changes to the input price index and the productivity and stretch factors set by
the OEB. This is applicable for all Alectra Utilities’ RZs which are under Price Cap IR for the
purpose of setting electricity distribution rates. PBR decouples the price (the distribution rate) that
a distributor charges for its service from its cost, and therefore, the regulated utility will be
responsible for making its investments within the constraints of the price cap, and subject to

service quality standards set by the OEB. "

Alectra Utilities prudently manages its capital investments within its approved rates funding
envelope. Within that funding envelope, it continually balances expenditures based on identified

business and system needs and the priorities of its customers.

7 EB-2022-0013, Decision and Order, November 17, 2022, p.13.
'8 |bid., p.14.
9 Report of the Board, Renewed Regulatory Framework for Electricity Distributors: A Performance Based

Approach, pp. 10-11.
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The February 2022 ICM Update provided that “...the capital project must satisfy a materiality

threshold to demonstrate that the incremental capital amounts are beyond the normal level of

capital expenditures expected to be funded by existing rates, including the effect of customer and

load growth.” [emphasis added]. In effect, the threshold is the measure that establishes the normal
level of capital expenditures funded by rates. The OEB’s ICM materiality threshold is a capital
expenditure threshold which serves to demonstrate the level of capital expenditures that a
distributor should be able to manage within its current rates; not on a program or project basis,
but on a total basis centered on prudent decision making as contemplated under PBR. If the
threshold test is met, a distributor will be eligible to identify projects for ICM treatment. This does
not mean that all capital spending up to the maximum eligible incremental capital amount will be
granted incremental funding, however, if the ICM request fits within the maximum eligible
incremental capital, the amount is eligible for recovery (subject to the other ICM criteria of need

and prudence), as it is in excess of what is funded by existing rates.

This approach is also consistent with the OEB’s finding that the cable program encompassed by
the ICM proposal was not part of the capital expenditure plans when rates were last rebased.?°
Therefore, Alectra Utilities’ total capital budget, which exceeds the calculated threshold value,

includes cable renewal investments that were not contemplated when rates were last rebased.

Prudence

A distributor needs to establish that the incremental capital amount it proposes to incur is prudent.
To satisfy the “prudence test’, a distributor must demonstrate that its decision to incur the
incremental capital represents the most cost-effective option for its customers (though, not

necessarily the least initial cost option).

In Alectra Utilities’ 2023 ICM Decision, the OEB stated that “...the 2023 cable programs in the
PowerStream RZ and Enersource RZ to be prudent. The cable projects selected for remediation

represent prudent investment in capital for cable injection and cable replacement based upon the

20 EB-2022-0013, Decision and Order, November 17, 2022, p.13.
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current condition of the cable assets in both RZs. The cable programs should help to ensure the

reliability and quality of service.”?!

PowerStream RZ

Materiality
Materiality Threshold Test

The materiality threshold has been calculated for the PowerStream RZ using the OEB-approved
rate base and depreciation amounts from its 2017 Cost of Service Application (EB-2015-0003), a
price cap index (“PClI”) of 2.1% and a growth rate of 0.5%.

The PCI of 2.1% is based on the computed geometric mean of inflation over the 2018 to 2024

period of 2.4% less a productivity factor of 0% and a stretch factor of 0.3%.

The growth rate of 0.5% has been calculated in accordance with the ICM Report and is equal to
the increase in revenue based on PowerStream’s 2022 actual billing determinants divided by

PowerStream’s 2017 OEB approved billing determinants, using 2023 approved rates.

Table 4 below summarizes the calculation of the threshold capital expenditure amount using the
OEB'’s formula approved in the ICM Report. The threshold value for 2024 is 173%, which results
in a threshold capital expenditure value of $90,514,914 in 2024.

21 EB-2022-0013, Decision and Order, November 17, 2022, p.16
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Table 4 — Threshold Capital Expenditure Calculation — PowerStream RZ

Description PRz

Inflation 2.40%
Less: Productivity Factor 0.00%
Less: Stretch Factor 0.30%
Price Cap Index 2.10%
Growth Factor 0.50%
Rebasing Year 2017
# Years since rebasing 7
Price Cap Index 2.10%
Growth Factor 0.50%
Dead Band 10%
Rate Base $1,082,805,162
Depreciation $52,272,173
Threshold Value

Price Cap IR Year 2024 173%
Threshold CAPEX

Price Cap IR Year 2024 $90,514,914

Eligible Capital Amount

Alectra Utilities provides a summary of its historical and proposed capital investments by category
in Table 5 below. Alectra Ultilities has filed at Attachment 4, details by project for the proposed

2024 capital investment plan.

Table 5 — Capital Expenditures by Category PowerStream RZ ($MM)

Actual Actual Actual Actual Actual Forecast Budget
Category 2018 2019 2020 2021 2022 2023 2024
System Access $ 4201 9% 3771 $ 288 | $ 281|% 175 % 298| $ 26.1
System Service | $ 120 $ 98| $ 117($ 911% 701 8% 88|$% 8.8
System Renewal | $ 38.1(9% 396 | % 480 % 474 1 $ 483 $% 65.5| % 69.3
General Plant $ 84(% 7919 11.219$ 108 | $ 130 $ 138 9% 13.4
Total $ 1005 $ 95.0 [ $ 99.7 [ $ 95.4 | $ 85.8 | $ 1179|$ 117.6

Table 6 below compares the 2024 capital budget for the PowerStream RZ to the materiality

threshold to calculate the maximum eligible incremental capital.
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Table 6 — Maximum Eligible Incremental Capital — PowerStream RZ

Eligible Incremental Capital 2024

Capital Budget 117,556,163
Less: Materiality Threshold 90,514,914
Maximum Eligible Incremental Capital $27,041,249

Table 7 below identifies the eligible capital investment for which Alectra Utilities is seeking
approval in the PowerStream RZ. The business case summaries for each project included in this

investment are filed under Exhibit 3, Tab 1, Schedule 4.

Table 7 — ICM Capital Expenditure — PowerStream RZ

Project Description 2024

Cable Injection 8,458,401
Cable Replacement 8,815,107
Total Incremental Capital $ 17,273,508

The proposed ICM investments for 2024 are below the annual maximum eligible incremental
capital amount.

Project-Specific Materiality Test

Alectra Utilities’ overall capital budget for all rate zones is $285.3MM in 2024. The proposed 2024
ICM cable renewal investment in the PowerStream RZ of $17.3MM is significant relative to the
overall capital budget. Alectra Utilities has assessed project-specific materiality in the context of
the OEB’s ICM Policy Update Letter. Alectra Utilities is eligible to request ICM funding for an
annual capital program, subject to the requirements?? identified in the Letter. The proposed

investments will allow Alectra Utilities to renew cables in 11 neighbourhoods in 2024.

As identified above, in Alectra Utilities’ 2023 ICM decision, the OEB found that the project-specific
materiality criterion is not applicable as the February 2022 ICM update expands the

circumstances when ICM funding can be available to include ongoing capital programs.

22 These requirements have been outlined on pp.1-2 of Exhibit 2, Tab 1, Schedule 1.
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Significant Influence

Alectra Utilities’ total proposed ICM investment in the PowerStream RZ is $17.3MM in 2024, which
is significant relative to Alectra Utilities’ overall capital budget in 2024. The total proposed
investment will avoid approximately 106 cable failure related outages in the PowerStream RZ,
where each outage would impact 265 customers for approximately two hours per outage. Further,
Alectra Utilities has forecast that the combined proposed ICM investment in both RZs will avoid
future cable renewal costs of approximately $108MM, largely attributable to injecting cable now
that would otherwise need to be replaced in the future as a result of missing the cable injection

feasibility window.

Further, as identified at p. 11 of the 2023 ICM Decision, the OEB found that “the 2023 ICM request
and the 2024 ACM request each have a significant influence on operations and on the reliability

of distribution service in the PowerStream and Enersource RZs.”23

Need

Means Test

Alectra Utilities’ 2022 annual Reporting and Record Keeping Requirements (“RRRs”) are filed for
Alectra Utilities, and not individually, by rate zone. Alectra Utilities 2022 ROE was calculated to
be 6.70%, 225 basis points below a calculated ROE for Alectra Utilities of 8.95%. Alectra Ultilities
calculated a consolidated deemed ROE percentage, using the weighted average of the OEB-
approved deemed equity portion rate base amounts for each rate zone, from the most recent
OEB-approved rebasing application for each of the predecessor companies. Therefore, Alectra
Utilities meets the Means Test. Alectra Utilities ROE calculation for 2022, filed in RRR 2.1.5.6, is

provided as Attachment 2.

23 EB-2022-0013, Decision and Order, November 17, 2022, p.11
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Discrete Project and Claimed Driver

The ICM Policy Update Letter impacts the standard requirement that ICM funding be for discrete
projects. As a result of the ICM Policy Update Letter, additional flexibility is available to qualifying
distributors to apply for incremental capital funding for annual capital programs during an
extended rebasing deferral period. In Alectra Utilities’ 2023 ICM Decision, the OEB stated that
“...the discrete project criterion is not applicable to Alectra Ultilities’ request. Alectra Utilities’ ICM
funding application is based on an ongoing cable program, comprised of individual discrete
projects. The application is not for ICM funding of discrete projects as anticipated when the ACM

Report was issued in 2014.7%

Notwithstanding the February ICM update, Alectra Utilities leveraged its Asset Analytics platform
to identify the projects for ICM funding. The utility employs overlays of reliability and cable
condition maps to identify emerging hotspots and completes a full engineering assessment of the
remediation needs. The proposed investment in planned underground cable renewal in the
PowerStream RZ will address the significant risk of failure associated with these assets in 11
neighbourhoods. The investment will address the compounding effect of a growing number of
customer hours of interruption driven by XLPE cable failures and a rapidly growing backlog of in-

service deteriorated and unreliable cable.

Unfunded Through Base Rates

Alectra Ultilities is experiencing a significant increase in localized cable failures and plans to
address these cables through a combination of two cable renewal strategies: cable injection and
cable replacement. The degradation of underground cables is significantly impacting customers
in communities in the PowerStream RZ. The PowerStream RZ accounts for 32% of Alectra
Utilities’ customer hours of interruption since 2017. As identified in Exhibit 3, Tab 1, Schedule 2,
the pace at which cable failures have intensified in existing or new emerging neighbourhoods is

greater than what was contemplated in the DSP. While Alectra Utilities has been investing in

24 EB-2022-0013, Decision and Order, November 17, 2022, p.12.



N

0o N o o~ W

10
11

12

13
14
15
16
17

18
19
20
21
22
23
24

EB-2023-0004

Alectra Utilities Corporation
2024 EDR Application
Exhibit 2

Tab 1

Schedule 1

Page 14 of 24

these assets for multiple years, the ongoing deterioration of this equipment is outpacing the level

of investment supported by Alectra Utilities' base rates.

In Alectra Utilities’ 2023 ICM decision, the OEB stated that “[b]ase rates for the PowerStream RZ
and the Enersource RZ were last rebased in 2017 and 2013 respectively. Alectra Ultilities received
its first report on the poor condition of its cable assets in September 2018. As a result, the cable
program encompassed by the ICM/ACM proposal was not part of the capital expenditure plans
when rates were last rebased. To this extent, the OEB finds that the current cable program

exceeds expected levels provided by base rates.”?®

In Alectra Utilities’ 2023 ICM Decision, the OEB also established a new test to assess whether
the ICM request was outside of what was expected to be funded in base rates. Please refer to

the section above on ‘Need’ at pp.6-8 for a discussion on the OEB’s new test.

Prudence

In Alectra Utilities’ 2023 ICM Decision, the OEB stated that “...the 2023 cable programs in the
PowerStream RZ and Enersource RZ to be prudent. The cable projects selected for remediation
represent prudent investment in capital for cable injection and cable replacement based upon the
current condition of the cable assets in both RZs. The cable programs should help to ensure the

reliability and quality of service.”2¢

Consistent with its 2023 ICM application, Alectra Utilities has considered various options to
address the growing reliability issues due to underground cable failures resulting from ground
moisture and corrosion. In each neighbourhood, Alectra Utilities will implement the cable renewal
strategy that delivers the best value for customers. To ensure the ICM investment is the most
cost-effective option for customers, Alectra Ultilities will leverage cable injection in neighbourhoods
where it is feasible to do so (cables that are in very poor condition and too far deteriorated are not

considered for injection). A key factor in planning these investments is that during the life of a

25 EB-2022-0013, Decision and Order, November 17, 2022, p.13.
%6 |bid., p.16
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cable there is a limited period during which lower cost injection work can be executed and, if that
window is missed, then cable replacement will be the only remaining option. Further details on

the need and prudence of the investments are provided in Exhibit 3, Tab 1, Schedule 2.

Calculation of Revenue Requirement

The incremental revenue requirement associated with the ICM funding request is summarized in
Table 8 below.

Table 8 — Incremental Revenue Requirement — PowerStream RZ

Incremental Revenue Requirement 2024

Return on Rate base - Total $983,319
Amortization $383,856
Incremental Grossed Up PlLs ($143,540)

Total Incremental Revenue $1,223,635

The Rate of Return has been calculated using the OEB’s deemed debt/equity ratios and the cost
of capital parameters determined by the OEB in its letter dated October 27, 2016 “Cost of Capital
Parameter Updates for 2017 Cost of Service and Custom Incentive Rate-setting Applications”,
consistent with those approved in PowerStream’s 2017 Cost of Service application (EB-2015-
0003).

A full year of depreciation has been included for recovery consistent with the ICM Report.

Similarly, PILs have been calculated using a full year of Capital Cost Allowance (“CCA”) in
accordance with the Supplemental Report on 3 Generation Incentive Regulation. In that report
the OEB determined that the half year rule should not apply so as not to build a deficiency for the

subsequent years of the IRM plan term.?’

As provided in the Chapter 3 filing requirements, section 3.3.2.5, “the materiality criteria for an

ICM includes a requirement that any incremental capital amounts must clearly have a significant

27 EB-2007-0673, Supplemental Report of the Board on 3 Generation Incentive Regulation for Ontario’s
Electricity Distributors, September 17, 2008, p. 31
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influence on the operation of the distributor. The OEB may take the accelerated CCA into
consideration in assessing the impact of the proposed capital project(s) on the operations of the

utility in determining if ICM funding is warranted.”

The accelerated CCA is being phased out from 2024 to 2027 and will be fully phased out in 2028.
Prior to 2024, accelerated CCA was calculated by applying the CCA rate at 1.5 times the additions
in the year. In 2024, accelerated CCA will be calculated by applying the CCA rate at 1.0 times the
additions in the year. As the half year rule does not apply in determining ICM revenue requirement,
the calculation of CCA reflecting the inclusion of accelerated CCA, results in no change in the
ICM revenue requirement. Therefore, no amounts are expected to be recorded in Account 1592,

Sub-account CCA changes.

The detailed calculation of 2024 incremental revenue requirement is provided in the OEB’s ICM
Model filed as Attachment 3.

Rate Riders

Alectra Utilities is seeking OEB approval for the 2024 ICM rate riders, for the PowerStream RZ,
identified in Table 9. The revenue requirement has been allocated to rate classes based on the
current allocation of revenue using Tab 7. Revenue Proportions of the ICM Model filed as
Attachment 3. The revenue requirement for the residential class will be recovered via a fixed rate
rider as per the OEB's letter issued July 16, 2015 (EB-2012-0410). Rate riders for all other rate
classes are based on the current fixed/variable revenue split identified in the ICM Model Sheets
7 and 11.
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Table 9 — 2024 ICM Rate Riders — PowerStream RZ

Service Charge Volumetric

Rate Class Unit Rate Rider Rate Rider
Residential kWh $0.16 $0.0000
General Service Less Than 50 kW kWh $0.17 $0.0001
General Service 50 To 4,999 kW kw $0.83 $0.0248
Large Use KW $35.86 $0.0132
Unmetered Scattered Load kWh $0.05 $0.0001
Sentinel Lighting kwW $0.02 $0.0583
Street Lighting kwW $0.01 $0.0373

Bill Impacts - ICM Rate Riders

Table 10 below identifies the monthly bill impact by rate class as a result of the addition of the
2024 ICM funding rate riders.

Table 10 — ICM Monthly Bill Impacts — PowerStream RZ (before HST and OER)

ICM Monthly % Increase vs

Rate Class Unit kWh kW Rate Rider 2023 Total Bill
Residential kWh 750 $0.16 0.13%
General Service Less Than 50 kW kWh 2,000 $0.37 0.12%
General Service 50 To 4,999 kW kW 80,000 250 $7.03 0.06%
Large Use kW 2,800,000 7,350 $132.88 0.04%
Unmetered Scattered Load kWh 150 $0.07 0.22%
Sentinel Lighting kW 180 1 $0.08 0.19%
Street Lighting kW 1,052,445 2,962 $382.71 0.19%
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Enersource RZ

Materiality
Materiality Threshold Test

The materiality threshold has been calculated for the Enersource RZ using the OEB-approved
rate base and depreciation amounts from its 2013 Cost of Service Application (EB-2012-0033), a
price cap index (“PCI”) of 1.87% and a growth rate of -0.28%.

The PCI of 1.87% is based on the computed geometric mean of inflation over the 2014 to 2024

period of 2.17% less a productivity factor of 0% and a stretch factor of 0.3%.

The growth rate of -0.28% has been calculated in accordance with the ICM Report and is equal
to the increase in revenue based on Enersource’s 2022 actual billing determinants divided by

Enersource’s 2013 OEB approved billing determinants, using 2023 approved rates.

Table 11 below summarizes the calculation of the threshold capital expenditure amount using the
OEB’s formula approved in the ICM Report. The threshold value for 2024 is 156%, which results
in a threshold capital expenditure value of $39,599,322 in 2024.
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Table 11 — Threshold Capital Expenditure Calculation — Enersource RZ

Description ERZ

Inflation 2.17%
Less: Productivity Factor 0.00%
Less: Stretch Factor 0.30%
Price Cap Index 1.87%
Growth Factor -0.28%
Rebasing Year 2013
# Years since rebasing 11
Price Cap Index 1.87%
Growth Factor -0.28%
Dead Band 10%
Rate Base $623,497,832
Depreciation $25,461,389
Threshold Value

Price Cap IR Year 2024 156%
Threshold CAPEX

Price Cap IR Year 2024 $39,599,322

Eligible Capital Amount

Alectra Utilities provides a summary of its historical and proposed capital investments by category
in Table 12 below. Alectra Utilities has filed at Attachment 6, details by project for the proposed

2024 capital investment plan.

Table 12 — Capital Expenditures by Category Enersource RZ ($MM)

Actual Actual Actual Actual Actual Forecast Budget
Category 2018 2019 2020 2021 2022 2023 2024
System Access $ 911% 75|% 80|$ 119 | $ 558 95|% 10.0
System Service $ 26| 9% 1419 35(% 729 24| % 16| % 2.1
System Renewal | $ 416 $ 352|9% 3269 282 |9% 239 $ 285 % 34.3
General Plant $ 6119 571% 829 7918 95|% 1011 8 9.8
Total $ 59.4 | $ 498 | $ 52.3 | $ 55.2 | $ 413|$ 49.7 | $ 56.2

Table 13 below compares the 2024 capital budget for the Enersource RZ to the materiality

threshold to calculate the maximum eligible incremental capital.
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Table 13 — Maximum Eligible Incremental Capital — Enersource RZ

Eligible Incremental Capital ERZ

Capital Budget 56,233,618
Less: Materiality Threshold 39,599,322
Maximum Eligible Incremental Capital 16,634,297

Table 14 below identifies the eligible capital investment for which the Enersource RZ is seeking
approval. The business case summaries for each project included in this investment are filed
under Exhibit 3, Tab 1, Schedule 4.

Table 14 — ICM Capital Expenditure — Enersource RZ

Project Description 2024

Cable Injection 2,792,127
Cable Replacement 5,073,076
Total Incremental Capital $ 7,865,203

The proposed ICM investments for 2024 are below the annual maximum eligible incremental

capital amount.

Project-Specific Materiality Test

Alectra Utilities’ overall capital budget for all rate zones is $285.3MM in 2024. The proposed 2024
ICM cable renewal investment in the Enersource RZ of $7.9MM, is significant relative to the
overall capital budget. The proposed investments will allow Alectra Utilities to renew cables in 5
neighbourhoods in 2024. Please see Alectra Utilities’ discussion on the applicability of the project-

specific materiality test in the PowerStream RZ evidence at Exhibit 2, Tab 1, Schedule 1, p. 11.

Significant Influence

Alectra Utilities’ total proposed ICM investment in the Enersource RZ is $7.9MM in 2024, which
is significant relative to Alectra Utilities’ overall capital budget in 2024. The total proposed
investment will avoid approximately 49 cable failure related outages in the Enersource RZ, where

each outage would impact 441 customers for approximately one hour per outage.
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Further, as identified at p. 11 of the 2023 ICM Decision, the OEB found that “the 2023 ICM request
and the 2024 ACM request each have a significant influence on operations and on the reliability

of distribution service in the PowerStream and Enersource RZs.”28

Need

Means Test

Alectra Utilities’ 2022 annual Reporting and Record Keeping Requirements (“RRRs”) are filed for
Alectra Utilities, and not individually, by rate zone. Alectra Utilities 2022 ROE was calculated to
be 6.70%, 225 basis points below a calculated ROE for Alectra Utilities of 8.95%. Alectra Utilities
calculated a consolidated deemed ROE percentage, using the weighted average of the OEB-
approved deemed equity portion rate base amounts for each rate zone, from the most recent
OEB-approved rebasing application for each of the predecessor companies. Therefore, Alectra
Utilities meets the Means Test. Alectra Utilities ROE calculation for 2022, filed in RRR 2.1.5.6, is

provided as Attachment 2.

Discrete Project and Claimed Driver

The proposed investment in planned underground cable renewal in the Enersource RZ will
address the significant risk of failure associated with these assets in 5 neighbourhoods. The
investment will address the compounding effect of a growing number of customer hours of
interruption driven by XLPE cable failures and a rapidly growing backlog of in-service deteriorated
and unreliable cable. Please see Alectra Ultilities’ discussion on the discrete driver criterion in the
PowerStream RZ evidence at Exhibit 2, Tab 1, Schedule 1, p.13.

Unfunded Through Base Rates

Alectra Ultilities is experiencing a significant increase in localized cable failures and plans to
address these cables through a combination of two cable renewal strategies: cable injection and

cable replacement. The degradation of underground cables is significantly impacting customers

28 EB-2022-0013, Decision and Order, November 17, 2022, p.11
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in communities in the Enersource RZ. The Enersource RZ accounts for 33% of Alectra Utilities’
customer hours of interruption since 2017. As identified in Exhibit 3, Tab 1, Schedule 2, the pace
at which cable failures have intensified in existing or new emerging neighbourhoods is greater
than what was contemplated in the DSP. While Alectra Utilities has been investing in these assets
for multiple years, the ongoing deterioration of this equipment is outpacing the level of investment

supported by Alectra Utilities' base rates.

Please see Alectra Ultilities’ discussion on funding through base rates in the PowerStream RZ
evidence at Exhibit 2, Tab 1, Schedule 1, pp. 13-14.

Prudence

Please see Alectra Utilities’ discussion on the prudence of the investments in the PowerStream
RZ evidence at Exhibit 2, Tab 1, Schedule 1, pp. 14-15.

Calculation of Revenue Requirement

The incremental revenue requirement associated with the ICM funding request is summarized in
Table 15 below.

Table 15 — Incremental Revenue Requirement — Enersource RZ

Incremental Revenue Requirement 2024

Return on Rate base - Total $506,054

Amortization $174,782

Incremental Grossed Up PlLs ($63,676)
Total Incremental Revenue $617,161

The Rate of Return has been calculated using the OEB’s deemed debt/equity ratios and the cost
of capital parameters determined by the OEB in its letter dated November 15, 2012 “Cost of
Capital Parameter Updates for 2013 Cost of Service Applications for Rates Effective January 1,
20137, consistent with those approved in Enersource’s 2013 Cost of Service application (EB-
2012-0033).

A full year of depreciation has been included for recovery consistent with the ICM Report.
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Similarly, PILs have been calculated using a full year of Capital Cost Allowance (“CCA”). Please
see Alectra Utilities’ discussion on the impact of accelerated CCA on ICM revenue requirement
in the PowerStream RZ evidence at Exhibit 2, Tab 1, Schedule 1, pp. 15-16.

The detailed calculation of 2024 incremental revenue requirement is provided in the OEB’s ICM
Model filed as Attachment 5.

Rate Riders

Alectra Utilities is seeking OEB approval for the 2024 ICM rate riders, for the Enersource RZ,
identified in Table 16. The revenue requirement has been allocated to rate classes based on the
current allocation of revenue using Tab 7. Revenue Proportions of the ICM Model filed as
Attachment 5. The revenue requirement for the residential class will be recovered via a fixed rate
rider as per the OEB's letter issued July 16, 2015 (EB-2012-0410). Rate riders for all other rate
classes are based on the current fixed/variable revenue split identified in the ICM Model Sheets
7 and 11.

Table 16 — 2024 ICM Rate Riders — Enersource RZ

Service Charge Volumetric

Rate Class Unit Rate Rider Rate Rider
Residential kWh $0.12 $0.0000
General Service Less Than 50 kW kWh $0.21 $0.0001
General Service 50 To 499 kW kW $0.37 $0.0224
General Service 500 To 4,999 kW kw $8.48 $0.0115
Large Use kW $66.89 $0.0143
Unmetered Scattered Load kWh $0.04 $0.0001
Street Lighting kwW $0.01 $0.0560

Bill Impacts - ICM Rate Riders

Table 17 below identifies the monthly bill impact by rate class as a result of the addition of the
2024 ICM funding rate riders.
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ICM Monthly % Increase vs

Rate Class Rate Rider 2023 Total Bill
Residential kWh 750 $0.12 0.10%
General Service Less Than 50 kW kWh 2,000 $0.41 0.13%
General Service 50 To 499 kW kw 100,000 230 $5.52 0.04%
General Service 500 To 4,999 kW kw 400,000 2,250 $34.36 0.05%
Large Use kw 3,000,000 5,000 $138.39 0.04%
Unmetered Scattered Load kWh 300 $0.07 0.13%
Street Lighting kw 33 0.1 $0.02 0.29%
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OVERVIEW OF CAPITAL INVESTMENTS FOR 2020-2024

This schedule summarizes how Alectra Utilities has managed its capital investments during the
period covered by the DSP that was filed in the company’s 2020 EDR application (EB-2019-0018).
This evidence provides context for the ICM funding requested in this application, and
demonstrates how Alectra Ultilities has worked to effectively manage significant competing

priorities within the funding envelope provided by the Price Cap formula.

Alectra Utilities’ 2020-2024 DSP

Alectra Utilities’ approach to capital investments over the 2020-2024 period was developed based
on its 2020 DSP. Alectra Utilities manages its capital investments within its rates funding
envelope, continually balancing expenditures based on identified business and system needs,
and the priorities and preferences of its customers. Alectra Utilities cannot fund all of the
investments in the DSP within the funding available under the Price Cap formula. This results in
the deferral of some prudent investments in underground system renewal. This section describes,

at a high level, how Alectra Utilities has implemented its capital plan within these constraints.

The 2020 DSP was the first consolidated capital plan for Alectra Utilities, developed to address
the needs of the system as a whole while also considering the priorities and preferences of Alectra
Utilities’ customers. The investments outlined in the 2020 DSP were identified and developed
based on a data-driven asset management framework through which Alectra Utilities prioritized

projects based on the value they provide to the entire distribution system.

Subsequent Adjustments to the Capital Plan

Alectra Utilities reviews its capital plan on an annual basis, in order to address the evolving needs
and priorities of the distribution system and Alectra Utilities’ customers. Since preparing the DSP,
Alectra Utilities’ capital plans have been adjusted to account for the impact of supply chain
challenges on the cost of materials and services, as well as the effect of inflation. As discussed
in Alectra Utilities’ 2023 ICM application, global supply chain challenges continue to drive upward
pressure on the availability and cost of materials, services and labour. Alectra Utilities has partly
mitigated this unprecedented, extended and evolving global challenge through strategic supply

chain management practices and effectively executing the capital plan. The majority of the
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materials and equipment that Alectra Utilities purchases are comprised of raw materials such as
metals (steel, aluminum, copper), resins (polyethylene for cables and insulators, epoxy, silicone)
and lumber (wood poles) which continue to exhibit significant increases in commodity prices and

longer lead times.?°

As part of the 2023 ICM application, Alectra Utilities retained Guidehouse Canada Ltd.
(“Guidehouse”) to undertake an independent review of the utility’s process and analytical methods
used to develop its capital investment plan. The Guidehouse report was filed as Attachment 12 in
the 2023 ICM application (EB-2022-0013). Guidehouse’s assurance review assessed the
planning practices, including the optimization and prioritization of the capital expenditure plans
against industry best practices and the rationale and justification for adjustments to the plan
driving additional funding requirements. Guidehouse’s independent review found that “Alectra’s
revised five-year investment plan is appropriate and justified based on the level of rigor applied in
its capital planning process and rationale supporting each of the associated business cases in
the DSP.”3° Furthermore, Guidehouse identified that “[tlhe methods Alectra applies to identify
required investment for System Renewal is based on a thorough and consistently applied

condition assessment methodology and analytics that balances cost versus risk.”3"

As part of the 2023 ICM application, Alectra Utilities provided a comparison of actual, forecast
and budget expenditures relative to the DSP over the 2020 to 2024 period. In this application,
Alectra Utilities provides an update to this analysis, and presents actual capital expenditures for
2020 to 2022, a forecast for 2023, and budget for 2024.

As set out in Table 18 below, relative to the DSP, Alectra Utilities’ capital investments are
$129.0MM lower over the 2020 to 2024 period, primarily due to a reduced pace of planned capital
work, specifically in System Renewal and System Service. This re-balancing of expenditures was

necessary to align the capital investments with the funding available under the Price Cap formula.

29 EB-2022-0013, Exhibit 3, Tab 1, Schedule 1, pp. 9-10.
30 EB-2022-0013, Exhibit 4, Tab 1, Schedule 1, Attachment 12, p.2.
31 Ibid., p.17.
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While Alectra Utilities has continued to invest in infrastructure renewal, the growing backlog of

failing and deteriorated assets is outpacing the level of investment. Alectra Ultilities must urgently

increase investment to address worsening reliability due to deteriorated underground direct-

buried cable and related equipment.

Table 18 below summarizes Alectra Utilities’ capital expenditures relative to the DSP. The 2024

Budget includes the proposed ICM investments of $25.1MM.

Table 18 — Comparison of DSP to Actuals/Forecast Capital Expenditures ($MM)

Actual

Actual

Actual

Forecast Budget

Capital Expenditures 2020 2021 2022 2023 2024 Total

DSP $282.9 | $280.2| $288.3 $295.8 | $309.3 | $1,456.5
Actual/Forecast $256.1 $261.9 | $2416| $2826 | $285.3 | $1,327.5
Variance ($26.8)| ($18.3)] ($46.7)| ($13.2)] ($24.0)| ($129.0)

Table 19 summarizes the net reductions by DSP capital investment category.

Table 19 - Variance by Investment Category ($MM)

Actual Actual Actual Forecast Budget
Investment Category 2020 2021 2022 2023 2024 1ol
System Access ($3.5) $0.5 ($15.9) $5.9 ($3.6)] (%16.6)
System Renewal ($3.5) ($5.5) ($19.9) ($4.8) ($14.4)] (%48.1)
System Service ($11.2) $85)] ($11.6) ($220) ($18.1) ($71.4)
General Plant ($8.6) ($4.8) $0.7 $7.7 $12.1 $7.1
Total Variance ($26.8) ($18.3) ($46.7) ($13.2) ($24.0)| ($129.0)

Table 20 summarizes the changes by program over the 2020 to 2024 period, relative to the DSP.
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Table 20 - Variance by Capital Grouping ($MM)

. 2020-2024

Summary of Variances .
Variance

Underground Asset Renewal (%91.4)
Lines Capacity ($71.7)
Information Technology $24.2
Other $9.9
Total ($129.0)

OEB Category Variance Analysis

This section summarizes major variances in actual and forecast capital expenditures relative to

the 2020 DSP, at the OEB capital spending category level, as set out in Table 19 above.
System Access

System Access investments include mandatory capital expenditures required to meet customer
service obligations to provide customers with access to electricity service, and as a result, Alectra
Utilities has effectively maintained the level of investment for this category to the level set in the
DSP. The reduction in expenditures in 2022 of $15.9MM was primarily due to lower customer
connections (ICl and subdivisions) of $7.3MM and lower road authority spend of $12.4MM for a
total of $19.7MM. This was offset by higher metering spend of $3.8MM primarily due to material
costs and the volume of equipment renewal. Investments in this category include: network
metering; customer connections; road authority and transit projects; and transmitter related
upgrades. Alectra Utilities has managed System Access investments based on the best available
information from external parties such as municipal and regional plans, developers and other
customers initiating distribution work to facilitate connections and appropriate metering of service.
Over the five-year period, System Access investments are $16.7MM lower than the level set in

the DSP.
System Renewal

System renewal investments include sustainment and asset replacement programs and projects
required to maintain acceptable levels of existing asset performance. The projects include the

replacement of aging equipment and/or refurbishment of distribution assets. Investments in this
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category include: overhead asset renewal; reactive renewal; rear lot conversions; substation
renewal; transformer renewal and underground renewal. Alectra Utilities reduced and deferred
significant investments in System Renewal over the five-year period, primarily driven by a

decrease in investments in underground asset renewal of $91.4MM.

In the 2020 DSP, Alectra Utilities identified that its customers have experienced declining
reliability both in terms of frequency and duration of outages which necessitated an increase in
the pace of investment in underground asset renewal during the 2020-2024 period. Accordingly,
the largest category of capital expenditures planned in the DSP was for the renewal of
deteriorated assets; specifically, 53% of the total five-year expenditure in the DSP was driven by

System Renewal investments.

The decision to reduce and defer significant investments in System Renewal was necessary to
align the level of investment with the funding in base rates. These reductions to System Renewal
investments are not the most cost-effective approach to addressing the deteriorating assets in
the utility’s distribution system. In addition, this approach poses significant risk to the reliability of

service for affected customers.

As detailed in Exhibit 3, Tab 1, Schedule 2, proactive investment to address deteriorated direct-
buried underground distribution cable remains urgently needed to prudently address reliability
risks in specific neighbourhoods. The failure of direct-buried underground cable is the most
significant contributor to the worsening reliability trend. Delaying these investments further will
result in greater risk of extended outages for affected customers, alongside increasingly reactive,
significantly less cost-effective capital expenditures. Many communities in Alectra Utilities’ service
area, specifically Mississauga, Vaughan, Richmond Hill, Aurora and Markham, experienced
exponential growth and development between the 1960s and 1990s. This exponential growth
occurred at a time when the electrical industry introduced cross-linked polyethylene (XLPE)
underground cables. Consistent with installation practices of the time, utilities installed these
cables using a direct buried methodology, resulting in exposure to soil conditions such as
moisture, resulting in corrosion and erosion of insulating cable properties over time. Alectra
Utilities has 4,766 km of direct-buried XLPE cable in service that has deteriorated, is failing and
is no longer reliable. This substantial amount of deteriorated direct-buried cable represents 99%

of all in-service poor and very poor cable in Alectra Utilities’ service territory.
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Alectra Utilities must urgently invest to reverse the trend of worsening reliability, especially in
localized hotspots where the cable is failing at an increasing rate. While Alectra Utilities has been
investing in these assets for multiple years, the ongoing deterioration of this equipment is
outpacing the level of investment supported by Alectra Utilities' base rates. This results in an
increasing volume of underground assets being replaced reactively through reactive capital or
emerging underground renewal. The current level of planned underground cable renewal
investment is insufficient to maintain the reliability of the distribution system, especially in the
growing number of neighbourhoods supplied by deteriorated and unreliable cable. The pace at
which cable failures have intensified in existing or new emerging neighbourhoods is greater than

what was contemplated in the DSP.

This investment cannot wait until Alectra Utilities rebases. If the company does not increase the
pace of planned renewal, it forecasts that one out of every four neighbourhoods in its service
territory will be served by deteriorated and unreliable cables by 2025. To address this urgent
need, Alectra Utilities proposes an incremental capital investment of $25.1MM in 2024 to address

failing cable in the most pressing neighbourhoods in Alectra Utilities’ service area.
System Service

System Service investments are modifications to the distribution system to ensure the distribution
system continues to meet operational objectives while addressing anticipated future service
capacity and reliability. Investments in System Service include: (i) modernization of protection and
control systems to ensure the safe and reliable operation of the system; (ii) system station
investments necessary to maintain the safe and efficient delivery of electrical service to
customers; and (iii) investments in system automation and remote operating capabilities to permit
expedient restoration of service in times of unforeseen outages. Drivers for System Service
requirements include requirements to continue to provide safe, reliable, and quality electrical
supply to customers as well as expansion or intensification of system capacity into high growth
areas. The reduction in this category, over the five-year period, is primarily driven by a decrease

in investments in Lines Capacity of $71.7MM.

Investment in Lines Capacity minimizes the impact of additional load growth on service levels for

existing customers. Lines Capacity projects are primarily driven by: (i) the rapid expansion of
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urban development in historical rural greenfield regions, (ii) the intensification and redevelopment
of multiple downtown areas where existing supply is insufficient to meet the increased demand,
and (iii) the need to address specific locations where customers currently have inadequate backup
capacity due to configuration of existing supply lines. The amount of investment in Lines Capacity
each year is paced at a bare minimum level to only match the timing of known and committed
development, considering available capacity, and expected load growth, net of conservation and
demand side management persistence. As a result, any further reductions in Lines Capacity work
would result in Alectra Ultilities operating feeders beyond loading limits. In order to mitigate
capacity shortfall risks, Alectra Utilities has identified investments that will avoid some capacity

additions and utilize existing resources more effectively.
General Plant

General plant investments are the connective tissue that enables the utility to operate effectively
and efficiently and to deliver the capital and operating initiatives that benefit many of Alectra
Utilities customers. They include investments in tools, vehicles, building and information systems
technology equipment that are required to support the operation and maintenance of the

distribution system and respond to the evolving needs of Alectra Utilities’ customers.

The primary driver for the increase in General Plant investments is an increase in IT investments

which are of critical importance, and include the following:

Customer Experience - As customer expectations evolve and innovative technologies are
introduced, it is critical for utilities to adapt and provide the relevant tools and information required
to make energy transactions and choices easy and simple. Implementation of the Customer
Experience applications and processes, grounded by a new Customer Portal and Mobile App, will
enable the much-needed digital transformation to allow for a “one-window” unified and personal
solution for all customer interactions. It will: provide customers with expanded self-service options
(including functionality for customers to choose their electricity price plan) which will deliver
measurable operational savings; increase adoption of electronic billing by 20%+ over the next five
years through a streamlined registration process that includes the ability to default electronic
billing for new customers; deliver improved and proactive power outage notifications on the

customers’ preferred communication channel to underpin the dependency on power outage
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information exchange with the continued customer transition to remote work environments;
enable self-serve online payment arrangements; and bring forward new insights and analytics
over time to inform better energy decisions. The new Customer Portal and Mobile App brings
forward Green Button functionality, enabling residential and business customers, or their
authorized third-party, to download demand, consumption and bill data. With the anticipated
increase in electrification, the new platform will deliver the tools customers will require to make

informed decisions and manage their electricity costs.

Business Process Optimization - The primary driver is additional system functionality to
accommodate security standards as processes are optimized on integrated systems. System
upgrade costs are to address the need for improved system security and to prevent any

application vulnerability.

Operational technology (“OT”) - OT enables the monitoring, control and operation of the
distribution networks and includes investments in Alectra Utilities’ Outage Management System
(“OMS), Supervisory Control and Data Acquisition (“SCADA”), and Geographical Information
System (“GIS”) systems. Field SCADA-enabled assets must be supported by operational software

and hardware, including the backbone servers associated with the OMS and SCADA systems.

Enhancements to Utility investment portfolio planning system (Copperleaf) — Further
enhancements to Copperleaf to integrate project management, data analytics, grid modernization
and work program delivery systems to share information in real-time to plan, monitor and report
on work completion. Additional system modules including the Enterprise Asset Management,
combined with the Asset Analytics Platform, enables management of asset Lifecyle processes to

maximize asset utilization, risk minimization and pacing of renewal of assets investments.

IT Client Computing, Server and Network - Investment is required to replace aging, out of warranty
and end-of-life end user computing devices. This includes IT Hardware used to manage field
crews and respond to outages, which are critical to operational outcomes and reliability. Further,
upgrades to network infrastructure are needed to ensure sufficient network bandwidth and

network security.

Grid Modernization — Investments will be made in data modelling, data analytics and business

intelligence. By implementing data analytics initiatives, Alectra Utilities will be able to better
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evaluate existing capacity and asset utilization, the efficiencies of its cyclical vegetation

management and its impact reliability performance.

Workforce Management (“WFM”) System - The WFM solution will digitize job scheduling,
resource crew allocations, and work crew dispatch replacing workflow processes that are primarily

manual, labour-intensive, and paper based.

Security - Investments in OT Threat Detection and Enterprise System Access were necessary to
protect employee and customer information as well as to align with the requirements of the Ontario

Cyber Security Framework.

Alectra Utilities’ investment portfolio optimization process is an iterative process that makes use
of the capital investment portfolio optimization capability of Copperleaf together with reviews by
the Capital Investment Steering Committee and feedback from customer engagement. Each
potential capital investment is based on a business case, which is evaluated using the Copperleaf
Value Framework. Potential capital investments fall within each of the investment categories —
System Renewal, System Service, System Access and General Plant, and investments are

necessary in each area for effective operation of the distribution system.
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UNDERGROUND CABLE RENEWAL INVESTMENTS AND NEED

In developing the DSP, Alectra Utilities examined the leading causes of controllable outages.
Defective equipment, or equipment failure, and foreign interference (i.e., animal contacts, vehicle
accidents, contractor dig-ins etc.) account for 58% of all customer outages based on a 5-year
average. Specifically, the DSP identified failures of underground direct-buried cable and cable
accessories as the leading contributor to declining reliability. Since preparing the DSP, the pace
at which cable failures have intensified in existing or new emerging neighbourhoods is greater
than what was contemplated in the DSP. To address this urgent need, Alectra Utilities has
identified incremental capital investments in the PowerStream and Enersource RZs to either
replace or, where feasible, to rehabilitate using silicone injection to extend the life of the cable in
these RZs.

The first generation of underground cable technology was installed in the early 1960s, coincident
with the start of large-scale municipal growth and expansion. These assets are first generation
cable technology, also known as Cross Linked Polyethylene Cable ("XLPE"), most of which are
beyond their useful life and in very poor condition. This first-generation cable was buried directly
in the ground which has led to early degradation. Over time, the exposure and corrosion break
down the cable's insulating properties and causes cable failures and service interruptions. Once
the cable starts deteriorating, Alectra Utilities has limited time to implement an innovative cable
injection process to replenish the insulating properties of the cable and extend the service life. If
the cable is deemed to have deteriorated beyond the point that rehabilitation through injection is
feasible, Alectra Utilities must urgently replace the cable before failures cascade into more
considerable faults and increasing numbers of customers become impacted by service outages

and interruptions.

This section provides an update of the most recent reliability trends emerging from the growing
backlog of direct-buried XLPE cable and a detailed breakdown of the most pressing areas of the
system where underground cable health has deteriorated, started failing, and is no longer reliable.
Further, this section provides an overview of the options available to Alectra Utilities to remedy
and reverse this worsening trend of failing cables and a summary of the most recent investments

that Alectra Utilities has made in cable renewal.
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1 Reliability Performance

Defective Equipment continues to be the leading cause of outages impacting customer reliability
within Alectra Utilities service territory. From 2019 to 2022, defective equipment has contributed
44% of all CHI, approximately three times the amount of the next most significant cause of

customer hours of interruption - foreign interference. Figure 3 illustrates the significant impact of

oo g~ WN

defective equipment as a contributor to outages when compared to all the other cause codes.

\l

Figure 3: 2019-2022 Customer Hours of Interruption (Excl. MED) by Cause Code

2019-2022 Alectra Utilities Customer Hours of Interruption by Cause Code Excl MED - Cause Code
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9 The defective equipment sub-causes shown in Figure 4, show that the failure of direct-buried
10  XLPE cable and accessories continues to be the most significant asset type impacting customer

11 reliability.
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Figure 4: 2017-2022 Customer Hours of Interruption - Defective Equipment by Asset Type

2017-2022 Alectra Utilities Customer Hours of Interruption
Defective Equipment: Asset Type
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Due to the COVID pandemic, 2020 and 2021 capital investments in System Access were
temporarily reduced and two ten-year Connection and Cost Recovery Agreements (“CCRA”) true-
up payments were deferred. As a result, Alectra Utilities was able to temporarily avoid greater
reductions to prudent investments in System Renewal that would otherwise have been needed in
2020 and 2021 to align with the funding supported by base rates. Increased funding to support a
higher rate of system renewal, specifically underground cable renewal, contributed to
improvements in underground cable reliability as Alectra Utilities was able to increase the pace
of renewal required to match the increasing rate of cable deterioration. Incremental investment in
underground cable renewal is further required in 2024 and onward to address failing cable,

especially in neighbourhoods where the cable condition is deteriorated.

The majority of customer hours of interruption du