
Keeping Your Future Bright! 

November 5, 2013 

City of Woodstock 
P.O. Box 1539, 500 Dundas Street 
Woodstock, ON N4S OA 7 

Dear Louise: 
re: City of Woodstock I Hydro One Exclusive Negotiations 

Please bring this correspondence to the attention of the Shareholder. 

Please find attached a white paper prepared by the Woodstock Hydro Services Inc. Board of Directors 
and Woodstock Hydro Services Inc. senior management. The white paper has been prepared as a 
confidential information source in an aim to provide the Shareholder with an assortment of information 
pertinent to the exclusive negotiations currently underway with Hydro One with respect to Woodstock 
Hydro Holdings Inc. and Woodstock Hydro Services Inc. 

Also attached as Appendix B, please find A Report of the Consensus Accord - Electricity Distribution 
Sector Background Paper. This document was created after thirty-eight (38) small- to medium-sized local 
distribution companies (representing approximately 600,000 customers) came together earlier in 2013 
and analyzed the recommendations and findings of The Report on the Ontario Sector Review Panel. 
The consensus report challenges certain assumptions and offers tangible alternatives that focus on the 
best interests of the electricity customer. The Board believes that the consensus report contains 
insightful information that is pertinent to the exercise currently underway with Hydro One. 

Sincerely, 

Ross McMillan, B.A., C.C.P., C.M.A. 
President & CEO 
Woodstock Hydro Services Inc. 

cc: David Creery, CAO, City of Woodstock 
Woodstock Hydro Holdings Inc. and Woodstock Hydro Services Inc. Board of Directors 



Executive Summary - Page 2 

Keeping Your Future Bright! 

Executive Summary 

The role of the Woodstock Hydro Services Inc. Board of Directors and senior management in these 
negotiations is to assist the Shareholder, the City of Woodstock, to negotiate and receive the best offer 
possible from Hydro One, and that they have the supporting information necessary to evaluate the offer 
and make an informed decision. 

To that end, the Board respectfully submits that the following items should be addressed in a formal 
meeting attended by the Board, BLG, and senior staff from both the City of Woodstock and Woodstock 
Hydro (and requested under separate cover): 

1. Governance Structure for the Negotiations 
a. Plan - What is the Project Plan for the Negotiations? What is the timeline? 
b. Milestones - What are the key milestones, and at which of these milestones will there be 

"go I no go" decisions? 
c. Roles and Responsibilities - Define the project roles and their responsibilities. 

Who are the stakeholders, and who are the active participants? 
d. Negotiating Team - Who will be the members of the negotiating team? 
e. Communications - What is the communications strategy (considering both internal and 

external stakeholders)? 
f. Triggers - What are the triggers that would invoke communications, meetings, decisions, 

etc.? 

2. Key Elements of the Deal 
The following items are considered those which will most materially impact the quality and 
attractiveness of any offer. Recommendations pertaining to these items are discussed at length 
in Appendix A below, with respect to ensuring a prosperous city, with continued high service 
quality and reasonable cost for Woodstock customers in the future. 

a. Rates, Rate Harmonization, Rate Reductions and Line Loss Factors 
b. System Reliability and Capital Investment 
c. Key Account Management and Economic Development 

3. Risks 
The following, discussed in detail in Appendix A, represent the risks which must be addressed 
throughout the negotiation process. Additionally, consideration must be given to the efficacy of 
penalty clauses in any negotiated agreement, to mitigate these risks over time. 

a. Increased Rates - Will rates rise under Hydro One ownership? 
b. Reduced Reliability and Capital Investment - What is the potential impact to system 

reliability should capital, operations or maintenance levels decrease under Hydro One 
ownership? 

c. Reduced Role in Economic Development - What is the long-term risk to business 
acquisition or existing customer satisfaction should Hydro One not be supportive of 
economic development and key-account management initiatives? 

d. Diminished Community Involvement - Will Hydro One remain actively involved in the 
community, and to the same extent the community currently enjoys? 
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e. Reduced Access to Information and Diminished Local Control - What 
meaningfulness will arise from an advisory committee, in terms of access to information 
and the Shareholder's ability to influence Hydro One decision-making and local 
plans/expenditures? 

f. Loss of Innovation - Will the innovative business practices and initiatives currently in 
place at Woodstock Hydro continue? 

4. Business Models and Premium Considerations 

Hydro One: Woodstock, or Assimilation? 

The precedent-setting establishment of Hydro One: Brampton as a long-term, standalone entity 
within Hydro One, with its own rates and structure, is one which warrants attention and possible 
negotiation as an alternate option. As described in detail in Appendix A, many of the risks 
associated with an assimilation approach are mitigated by a deal whereby Woodstock would 
remain separate from the rest of Hydro One. Further discussion of the two business models I 
approaches is warranted, and might result in direction to Hydro One to present more than one 
offer. 

The "Above Book Value" Premium Which Should be Paid for Woodstock Hydro 

If Woodstock Hydro is sold, it should not be undersold. 

The Norfolk Power deal has established some meaningful information with respect to the 
premium that Hydro One may be willing and authorized to pay in this current round of sector 
rationalization. However, Woodstock Hydro and Norfolk Power are very different LDCs, and the 
premium that should be paid is also, necessarily, different. 

The premium above book value that Hydro One offers in these negotiations must adequately 
reflect the full value that Woodstock Hydro represents, and must go beyond the core value of its 
assets to incorporate rates, reliability, the present state of the distribution infrastructure, capital 
investment levels in recent years, asset management best practices, innovative services and 
processes, subject- matter experts, community involvement, cash stability, advantageous debt 
instruments etc. These inputs would require significant investment on the part of other LDCs to 
achieve Woodstock Hydro's current situation, and therefore have intrinsic value as the 
investments have already been made. The Board has engaged the corporation's auditors, 
KPMG, to prepare an assessment of the appropriate premium that Hydro One should be offering 
for Woodstock Hydro based on these inputs. 

5. Appendix B 
A Report of the Consensus Accord - Electricity Distribution Sector Background Paper, which 
analyzes and provides comment on The Report on the Ontario Sector Review Panel, is attached 
as Appendix B. 
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Optimizing the Negotiated Hydro One Offer for Woodstock Hydro 

1. "Hydro One: Woodstock" (i.e. a standalone utility,just like Hydro One: Brampton) 

Maintain Woodstock Hydro as a Business Unit- Five Years, Ten Years, Forever? 

The recommendations and commentary below will demonstrate that Woodstock Hydro is an 
efficient, well-managed utility which has delivered strong results to its Shareholder since its 
inception in 2000. There are clear examples of corporate excellence in various areas of the 
business - capital planning and asset management, system reliability, conservation and 
renewable energy, metering, billing, financial and regulatory excellence/compliance, human 
resources and information technology, etc. The Woodstock Hydro team is optimally positioned to 
continue local operations largely "as is", with strategic transition of certain logical elements for 
efficiency purposes (e.g. billing and customer information system). The staff complement has 
benefited from targeted succession planning, training and performance management and has 
delivered demonstrable results. The group could be retained in its entirety to be tasked with 
managing the Woodstock Hydro business unit with relevant governance, control, and support 
from the new owner. For the maximized efficiency, operation, maintenance and design of 
current and future Hydro One assets within the City of Woodstock's municipal boundaries, it 
would be logical to transfer responsibility for the entire municipal area to the Woodstock Hydro 
business unit, leading to immediate improvement in outage response time. With this model, 
regulatory restructuring and associated rate harmonization could be restricted to transferring the 
existing Hydro One customers within the City of Woodstock municipal boundaries to Hydro One: 
Woodstock, and while possibly unprecedented could provide them with access to the lower rates 
and various other benefits associated with being a Hydro One: Woodstock customer. 

ln an October 30, 2013 motion submitted by the School Energy Coalition (SEC), an intervenor in 
the Ontario Energy Board (OEB) hearing (EB-2013-0187) related to the Norfolk I Hydro One 
agreement, SEC contends: 

Rational consolidation of the electricity distribution sector is a key element of government policy, 
but the government has not made any statement as to whether a consolidation dominated by 
provincially-owned Hydro One, as opposed to by regional LDCs, is consistent with the 
government's direction. Whether the government participated in the decision to pursue the 
Acquisition, or not, and on what basis, will inform the Board on this question. Further, if the 
government was not involved in this decision, either by consultation or approval or otherwise, 
then any argument by the Applicants that the Acquisition supports government policy of sector 
consolidation is unsupported and may be challenged by SEC and others. 

These comments suggest that the current iteration of sector rationalization is in its infancy, and 
neither the regulatory process nor the government has weighed in as to whether Hydro One will 
be the predominant Purchaser in the months and years to come. With this in mind, it may be very 
worthwhile to negotiate a deal which results in Woodstock Hydro remaining a distinct entity while 
sector rationalization continues. As the government articulates its position more clearly and the 
rationalization model matures, it would potentially allow Hydro One to divest itself of Woodstock 
Hydro or to build upon it through other, local acquisitions. 
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Establish a Hydro One Hub I Centre of Excellence in the City of Woodstock 

The City of Woodstock is located at a strategic intersection of Highway 401 and Highway 403. 
From an employment perspective, a Hydro One regional facility in Woodstock could draw 
professional and trades expertise and offer local employment guarantees for acquisition 
scenarios to residents in the cities of London, St. Thomas, Brantford, Hamilton, Cambridge, 
Kitchener, Waterloo, Stratford and Woodstock and surrounding rural areas, all within a 45-minute 
commute and easy access to the two 400-series highways, and at a much more reasonable cost 
than locating in a larger urban centre. 

While all LDCs contemplating a sale are seeking a continued presence as part of the deal, in this 
particular case the establishment of a larger-scale business centre makes sound business sense. 
There is the potential, as described below in further detail, to establish strategic business units in 
one or more areas as Elster AMI for acquired LDCs with Elster technologies deployed (or AMI 
more broadly), smart-grid and conservation, information technology or billing, that could serve a 
much broader customer base than simply the former Woodstock Hydro customers. The skillsets 
of Woodstock Hydro personnel should be closely reviewed within this context in order to ascertain 
options. Again, as current iteration of sector rationalization matures, maintaining Woodstock 
Hydro as a distinct entity allows Hydro One the option of establishing a hub in Woodstock within 
the context of acquiring other LDCs in the region. 
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2. Information and Governance: Ability to Know and Influence/Control over the Long 
Term 

a. Access and Influence with Localized Ownership 

lt is widely understood that access and control are key advantages for a municipal 
shareholder in owning their local utility. Shareholder access at the Board and senior 
management level of the utility organization allows the City to obtain detailed and timely 
information as needed both for its own operations and, just as critically, for the needs of its 
constituents. Further, the Shareholder Direction, selection of Board members, and 
ongoing interaction between the Shareholder, the Board and utility management ensures 
the utility's mission statement, budget, plan and decision-making in the short and long 
term has the community's interests at front and centre at all times. 

b. Access and Influence Language in Recent Share Purchase Agreements 

The Norfolk Power I Hydro One press release indicates under "Highlights of the Deal" that 
"Hydro One will establish an advisory committee, including representatives of Council, to 
monitor and provide input about customer service and other matters". The Norfolk Power 
I Hydro One Share Purchase Agreement states: "The Purchaser shall establish an 
advisory committee ("the Advisory Committee") as soon as practicable after Closing to 
provide a forum for communication between the Purchaser and the Vendor. ln 
establishing the Advisory Committee, the Purchaser shall select Representatives, 
including a local superintendent from Hydro One's Zone 2 or equivalent, in consultation 
with officials of the Vendor. The Vendor may appoint at least three (3) Representatives to 
the Advisory Committee". 

c. Recommendations 

i. Determine whether there will be a Woodstock advisory committee, for which 
service territory (municipal boundaries or former Woodstock Hydro service 
territory). 

ii. Discuss and determine the specifics regarding purpose, scope, powers, terms of 
reference and access to corporate information that will be available for the 
advisory committee for their review, comment and recommendations. Will there 
be an opportunity for advisory committee members to influence I provide 
meaningful and acknowledged feedback regarding investment decisions, regional 
planning, long-term local planning, rates, community involvement levels, customer 
service etc.? 

iii. Document the longevity of the advisory committee and the frequency by which the 
committee will meet. 

iv. Discuss what repercussions I penalties would occur, during which timelines, if 
Hydro One's contributions to the advisory committee was not in compliance with 
the agreement. 
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3. Community Involvement 

a. Present Day 

Woodstock Hydro is involved in the community in many ways, including the following: 

i. Summer Streetfest 
ii. Cowapalooza 
iii. Downtown BIA Festive Wreaths 
iv. School Safety Training 
v. City of Woodstock Reforestation and Annual Donation 
vi. Canada Energy Expo 
vii. Salvation Army (long-term relationship which assists mutual customers) 
viii. Conservation Initiatives 

b. Community Involvement Language in Recent Share Purchase Agreement 

The Norfolk Power I Hydro One Share Purchase Agreement states: "After Closing, the 
Purchaser or the Corporation shall provide community assistance to the Vendor and 
Norfolk County by doing such things as listed in Schedule 6.1 ", and Schedule 6.1 
specifically lists certain existing community commitments. 

c. Recommendations 

i. Determine the role of the Advisory Committee with respect to community 
involvement. 

ii. Determine the process that will be undertaken to ensure that Hydro One remains 
steadfastly and actively involved in the community beyond extending monetary 
donations. 

iii. Determine which mechanisms will exist to ensure that these undertakings would 
be reviewed and replaced, as necessary, with "in kind" community activities. 

iv. Determine the process that will be utilized to qualify a new community matter as 
worthy of Hydro One's involvement. 

v. Determine the cost threshold and/or ceiling for Hydro One community involvement. 
vi. Determine any repercussions I penalties which would be levied, and during which 

timelines, in the event that the level of community involvement declined or was 
withdrawn entirely. 
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4. Key Account Management and Economic Development 

a. Present Day 

Woodstock Hydro actively supports its key accounts in Woodstock. Operations 
managers from several large and medium-sized companies are accustomed to receiving 
timely, informative information from the Operations team, particularly within the context of 
outages, power quality, load management, and cost containment. 

Further, Woodstock Hydro is presently an active supporter of the City of Woodstock's 
economic development initiatives. The Operations team provides confidential, value 
added support to competitive, corporate location pursuits and other economic 
development initiatives, and has a compelling story to tell regarding system sustainability 
and reliability that is critical in a competitive process. The strategic arrival of Sysco is the 
most recent example. 

b. Economic Development Language in Recent Share Purchase Agreement 

Under the heading "Participation in Community Events and Economic Development", the 
Norfolk Power I Hydro One Share Purchase Agreement states: "After Closing, the 
Purchaser or the Corporation shall provide community assistance to the Vendor and 
Norfolk County by doing such things as listed in Schedule 6.1 ". Schedule 6.1 of that 
agreement is silent with respect to key account or economic development support. 

c. Recommendations 

i. Given the importance of key-account management activities for the just-in-time 
delivery companies and other larger customers within the municipal boundaries, 
establish the key-account support expectations and service offering (reliability, 
power quality, cost and load analysis, etc.), establish the customer size threshold 
for this service to be available, and the repercussions and penalties associated 
with this requirement not being met. 

ii. Given the importance of the supply of electricity to prospective businesses from an 
economic development perspective, ensure that the agreement documents the 
Vendor's expectations of Hydro One with respect to providing an appropriate 
subject-matter expert for economic development matters, and the repercussions 
and penalties associated with this requirement not being met. 
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5. Asset Management, Capital Investment, Operations and Maintenance, Reliability 

a. Present Day Asset Management, Capital Investment, Operations and Maintenance 
and Reliability Tracking 

Capital investment in the Woodstock Hydro Service territory has been significant in recent 
years. 
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11115mart Grid, Renewables 33 15 

• Solar 71 12 288 

li Major Equipment transferred to assets 978 

lill Smart Meter Implementation 1,443 826 75 900 

li Capital Contribution HONI TS 2,500 800 1,400 

'1 General 198 597 480 495 649 411 644 478 791 

• Distribution System 1,109 1,434 1,989 1,912 2,287 1,909 2,036 1,998 2,464 

Asset Management Plan 

Woodstock Hydro has a detailed plan in support of long-term, continued improvement in 
distribution infrastructure in various key areas such as pole replacements, transformer 
replacements, substation elimination via 4KV to 27KV conversions and general 
sustainability. Notwithstanding the significant investments that have been the norm for 
many years, there continue to be assets and areas that are nearing end-of-life that need 
to be on an articulated replacement roadmap with the requisite funding in place in order to 
ensure that reliability is not compromised in the future. 

Rate Decrease is Irresponsible 

These realities indicate that a rate reduction and corresponding reduction in future rate 
base upon which future rate applications are based, is irresponsible. Significant capital 
investment, funded through rates, is required for the foreseeable future in order to ensure 
continued reliability and to avoid infrastructure and reliability issues in the City in the 
future. The business community, and prospective businesses considering location in 
Woodstock, demand high-availability and quick response. Therefore, a detailed 
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commitment to capital investment, long-term sustainability and reliability management is 
an essential element to these negotiations. 

Operations and Maintenance Activities 

Reliability is not just about capital investment. A structured operations and maintenance 
plan, funded adequately and executed annually, will ensure that the distribution system 
remains optimized. Woodstock Hydro has developed a structured approach to preventive 
maintenance and distribution-system operations aimed towards maximizing the life 
expectancy of capital assets and minimizing outage frequency and duration. Activities 
include three-year pole and transformer inspections and associated repair/replacement as 
warranted, a mature and carefully planned tree-trimming program established in 
collaboration with the City arborists, preventive maintenance of various assets (air breaks, 
load breaks, etc.), insulator washing along the Highway 401 corridor (due to salt spray), 
infrared scanning, contact voltage, etc. Woodstock Hydro has also established a 
comprehensive outage tracking system which tracks root cause in support of continuous 
improvement of operations and maintenance activities and future capital planning. 

Reliability 

These matters are important insofar as they are the foundational elements for system 
reliability, which today is better in Woodstock than it is in Hydro One territory. 

SAIDI -Average Duration Woodstock Hydro Hydro One 
2011 0.51 hours 22.11 hours 
2010 0.30 hours 9.37 hours 
2009 1.65 hours 9.95 hours 
2008 1.26 hours 21.60 hours 
2007 1.56 hours 11.37 hours 

a. 
SAIFl-Average Frequency Woodstock Hydro Hydro One 
2011 1.58 instances 4.57 instances 
2010 0.69 instances 3.25 instances 
2009 1.83 instances 3.57 instances 
2008 1.37 instances 4. 79 instances 
2007 1.80 instances 4.08 instances 

Without continued investment and commitment to these plans and processes, system 
reliability will worsen over time. Reliability statistics are lagging indicators - by the time 
outage frequency and duration averages become noticeably higher, there will have 
already been several years of neglect behind those statistics that would not be easy or 
quick to remedy. There is also a significant, local cost on the part of the business 
community with respect to the impact of outages and diminished reliability on operations 
that is a further consideration. 
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b. Language in Recent Share Purchase Agreement 

The Norfolk Power I Hydro One Share Purchase Agreement states under 6.6 Capital 
Program - "The Purchaser acknowledges and agrees that the aggregate capital 
expenditure budget and forecast for the Business is as set out in Schedule 6.6. hereto 
("CapEx") and agrees to use commercially best efforts to meet such Cap Ex". The 
Schedule contains amounts up to and including the year 2017. 

The Norfolk Power I Hydro One Share Purchase Agreement states under 6.7 that OEB 
approval will be sought for a 1 % rate reduction across all rate classes. 

The Norfolk Power I Hydro One Share Purchase Agreement is silent with respect to the 
distribution of CapEx, to operations and maintenance activities and to the manner in which 
reliability-based key performance indicators will be monitored or maintained in future. 

c. Recommendations 

i. Rates and Rate Base - A rate reduction is not recommended. The impact of a 1 % 
reduction for individual customers from the perspective of their overall bill is closer 
to 0.2% given that the Delivery portion of the bill is approximately 20% of the total; 
in the meantime, the reduced funding reduces the amount of investment in capital 
infrastructure replacement and reduces the rate base upon which future rates can 
be based. 

ii. CapEx Levels - Cap Ex commitments should be enshrined for at least ten years, 
given that there are documented, near-end-of-life projects requiring this level of 
investment within this time frame. 

iii. Details of Capital Spending Plans - Additional directives should be in place to 
articulate the manner in which capital investments occur, in order to ensure that 
the system upon which reliability depends is receiving a negotiated and 
appropriate proportion of the overall investment. This would include ensuring that 
provisions are in place regarding Distribution Capital vs. General Capital (Land, 
Buildings, Vehicles, Information Technology, etc.). 

iv. Local Asset Management Plan - The offer should enshrine a commitment on the 
part of Hydro One with respect to the design of a long-term asset management 
plan for the territory within the municipal boundaries of the City of Woodstock with 
investment balance between the two former territories, such that the City of 
Woodstock can continue to receive detailed information about local investment in 
distribution infrastructure and the extent to which the Purchaser has built a 
sustainable asset-management model that incorporates asset details and useful 
life calculations and that is supported by approved rates. 

v. Local Reliability Statistics - Ensure that Hydro One is committed to maintaining 
separate reliability statistics including root cause, number of customers affected, 
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outage duration, affected feeder, etc. for the municipality of the City of Woodstock, 
such information to be available for the Advisory Committee, for the Economic 
Development department and for other purposes such as capital planning. 

vi. Automatic Failover and Redundancy of Supply for Certain Key Accounts - What 
obligations and commitments to key accounts with respect to auto failover and 
redundancy of supply will continue or be eliminated? 

vii. Utility Coordination - What will be the continued or new commitment to local utility 
coordination, and to accommodating requests from local electrical contractors? 

viii. Penalties I Repercussions - Ensure that the offer discusses the outcomes of the 
Purchaser neglecting to honour these provisions. 

ix. Commerce Way TS - Ensure that there is no future liability or cost associated with 
loads and the Commerce Way TS for a particular group of legacy customers, and 
consider the Commerce Way TS in general with respect to the negotiated deal. 
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6. Metering and Billing Best Practices, Smart Grid Evolution 

a. Present Day 

Metering 

Woodstock Hydro has an established track record of innovative business practices with 
respect to metering operations. Twenty years of prior history in the field of prepaid 
metering prepared Woodstock Hydro for the realities of managing present-day AMI/smart 
meter infrastructure, and the utility has established strong, sustainable business practices 
and an AMI network that is optimized for meter-to-cash processes and for providing a 
smart-grid data foundation. Accuracy levels with respect to interval and register read 
data have been maintained for the past several years at an average daily data collection 
performance level of 99.9%. Stale meters are managed within three to seven days and 
estimation is extremely rare. The Ontario Energy Board noted in Woodstock Hydro's 
smart meter reconciliation activities that Woodstock Hydro's smart-meter implementation 
costs were well below industry average. 

Billing 

Woodstock Hydro's billing activities are consistently timely and accurate. Customers are 
accustomed to receiving accurate bills on a monthly basis. Bill cancellation and 
reissuance is extremely rare. For example, the transition to time-of-use billing took place 
seamlessly, with no interruption to regular bill cycles and effective pre-communication with 
customers. All affected RPP customers have received accurate time-of-use bills based on 
real reads since this transition. 

Smart Grid 

Woodstock Hydro is in the midst of implementing various smart-grid strategies including a 
micro-grid pilot study for electric vehicle charging, renewable energy generation and 
storage and net-zero communities, a fully-integrated outage management system 
(integrated with SCADA, GIS, CIS and AMI) with a customer web portal for outage 
reporting, PeakSaver+ in-home displays and load control devices, web-based green 
button-compliant access to time-of-use consumption data, and many other initiatives. 

b. Recommendations 

i. Metering - Consider the transition strategy for the Woodstock Hydro meters. Will 
the Elster meters, gatekeepers, wide-area network and head-end system be 
quickly replaced, resulting in significant cost for Woodstock ratepayers, is a more 
gradual conversion strategy being entertained, or, given the success rate of the 
Elster solution in an urban setting and the extent to which the Purchaser may be 
anticipating the purchase of other LDCs with Elster technologies in place, would 
the Purchaser consider a long-term go-forward strategy for the City of Woodstock 
service area using the Elster AMI system? Is there an opportunity to create a 
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centre of excellence in Woodstock with respect to the Elster AMI solution and the 
best practices achieved by Woodstock Hydro? 

ii. Billing - Consider the transition strategy for Woodstock ratepayers to the Hydro 
One billing system. What are the potential impacts? Will cycles be maintained? 
Will customers be moving from monthly to bimonthly billing? What are the 
potential short-term impacts to customers from a cost perspective and how can the 
negotiated offer ensure that the impact on customers is minimized? What level of 
accuracy can Hydro One guarantee with respect to customers receiving bills 
reflective of actual vs. estimated readings? 

iii. Smart Grid - Consider the timing of system conversions so that the investments 
made to date in smart grid activities can be leveraged or transitioned and 
integrated. 
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7. Rate Harmonization 

a. Present Day 

Current Rates - Residential and General Service Rate Class 

The following calculations were prepared using the online rate calculator on the Ontario 
Energy Board (OEB) consumer website: 

Residential General Service<50 kW 
Using 800 kWh/month Using 2,000 kWh/month 

Woodstock Hvdro 124.88 295.28 
HONI R2 (Low Density) 189.18 (+51%) 344.84 (+17%) 
HONI R1 (Medium Density) 148.19 (+19%) 281.22 (-5%) 
HONI UR (Urban) 133.11 (+7%) 355.43 (+20%) 

With 15,000 residential customers in the City of Woodstock consuming 800 kWh/month, 
on average, if they were reclassified to the HONI UR (urban) rate class under rate 
harmonization at the above-noted rates, the additional annual cost to Woodstock 
residents in Woodstock Hydro territory would be $1,481,400. 

Une Losses Included in Electricity Bill 

ln rate setting exercises, there is recognition that a certain amount of loss of electricity 
occurs during the distribution of electricity. A portion are "technical losses", which occur 
due to power consumed by the system or lost as heat. The balance is due to theft of 
power and/or any other billing or consumption-related matter that prevents all consumed 
electricity from being billed. Line loss percentages are approved by the OEB and are 
passed along to customers as a percentage markup of the consumed electricity, added to 
the Delivery line on the bill. For example, a residential Woodstock Hydro customer 
consuming 1,000 kWh would actually be billed for 1,043.1 kWh. A Hydro One Residential 
R2 customer consuming the same 1,000 kWh would actually be billed for 1,092 kWh. 

Loss Factor 
Woodstock Hvdro 4.31% 
HONI Residential 7.8% 
HONI Residential R1 8.5% 
HONI Residential R2 9.2% 
HONI Residential Seasonal 9.2% 
HONI General Service GSe 9.2% 
HONI General Service GSd 6.1% 
HONI General Service UGe 9.2% 
HONI General Service UGd 6.1% 
HONI General Service DGen 6.1% 
HONI Street Liahts 9.2% 
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Woodstock Hydro's top ten customers (based on usage) would pay a total of 
$68,250lmonth ($819,000 annualized) more under Hydro One rates than Woodstock 
Hydro rates, in large part due to the impact of the higher loss-adjustment factor. 

The Southwood Arena bill would be $2,636 higher per month based on Hydro One rates 
and loss adjustment factor. The City's streetlight bill (using December 2012 as a 
reference) would be $7,900lmonth more with Hydro One. The annualized cost difference 
is difficult to calculate, as streetlight usage fluctuates with hours of daylight). 

Water I Sewer Billing Services for the County of Oxford 

Presently, Woodstock Hydro customers receive one bill for electricity, water and sewer 
utility charges, and they prefer to receive one bill. Woodstock Hydro is able to extend 
competitive pricing to the County of Oxford for water/sewer billing and collection services 
which incorporates the efficiencies from a consolidated billing/ stuffing/ postage/ receipt/ 
collections perspective. Should this deal move forward, the County of Oxford will have to 
outsource water/sewer billing to another provider or bring the task in-house. ln either 
case, it is reasonable to conjecture that the cost will be higher, simply based on the fact 
that each customer is now receiving a separate bill that had to be calculated, stuffed, 
posted and collected. These incremental administration costs could be passed along to 
Woodstock ratepayers in the form of higher water and sewer rates in the future. 

b. Language related to Recent Share Purchase Agreement 

The Norfolk Power I Hydro One Share Purchase Agreement envisions a five-year rate 
freeze after the closing date of the sale. The agreement is otherwise silent regarding 
long-term rates. lt is reasonable to assume that Hydro One would eliminate the need for a 
separate rate application at the end of the rate-freeze period by applying for rate 
harmonization. ln an October 30, 2013 motion submitted by the School Energy Coalition 
(SEC), an intervenor in the Ontario Energy Board (OEB) hearing (EB-2013-0187) related 
to the agreement, SEC contends: 

Hydro One, the acquiror in this transaction, has higher rates for most customers than 
almost all other LDCs, and has a markedly higher cost structure. This cost structure issue 
has been shown to be getting worse rather than better, as seen in the recent studies of 
distributor productivity done as part of the RRFE proceeding. The Board has expressed 
concern about Hydro One's high costs, particularly compensation costs, in past cases. ln 
2012, the average distribution revenue per customer of Hydro One was $1,032.86. The 
average distribution revenue per customer for the entire sector was $676. 56... If Hydro 
One completes the Acquisition, the rates charged to Norfolk customers are expected at 
some time in the future to be harmonized with the rates charged to Hydro One customers. 
If the rates charged to Hydro One customers at the time of the harmonization are higher 
than the rates that would have been charged to Norfolk customers without the Acquisition, 
Norfolk customers will receive an incremental rate hike at that time, and the rate increase 
may be very large. Hydro One acquired about ninety other LDCs in 1999 and 2000, and 
in 2007 sought to harmonize their rates with those of the Hydro One "legacy" customers. 
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As a result, most of the acquired customers experienced ve,y substantial rate increases. 
Hydro One is now proposing to go through another round of acquisitions of LDCs. lt is 
submitted that the Board must be concerned about whether the customers of those newly 
acquired LDCs - including the current ratepayers of Norfolk Power- will also experience 
substantial rate increases in the future. 

c. Recommendations 

i. Ensure that the negotiated deal addresses any City concerns with respect to the 
time period where City of Woodstock rates would be maintained separately from 
the general Hydro One rate classes. Is there an opportunity for a standalone rate 
classification either for Woodstock or for a local area I region to remain in place or 
be established permanently, in order to mitigate the impact to local ratepayers? 

ii. Ensure that the negotiated deal addresses the impact on local ratepayers from 
upward pressure on water rates due to County of Oxford billing changes, and the 
upward pressure on commodity costs due to higher line loss percentages under 
Hydro One. 

iii. Ensure that the negotiated deal addresses the timing and manner in which any 
rate harmonization would proceed, and the extent to which any advisory 
committee would be participants/contributors to the process. 
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8. Green Energy - Conservation and Renewables 

a. Present Day 

Woodstock Hydro has demonstrated a passionate commitment in the areas of green 
energy, conservation, renewable technology, electric vehicles and emerging technologies 
around energy storage. Woodstock Hydro has established extensive partnerships with 
provincial college and university representatives, along with various commercial entities 
and our team members are perceived as innovative thought leaders in this area. 

Conservation 

By the end of 2012 conservation actions had led to consumption reductions of 24.7 
gigawatt hours, and Woodstock ranked 1st overall in the province for exceeding our 
mandated consumption reduction target as reported by the Ontario Power Authority. To 
date, 165 local businesses have taken advantage of the Small Business Lighting program, 
and many others have participated in retrofits, high-performance new construction, or 
energy audits. Woodstock Hydro is committed to the conservation challenge and has 
assisted many community businesses in gaining access to funding and programs that 
contributes to their financial success. 

Renewable Energy, Electric Vehicles, Energy Storage 

ln addition to the six solar systems that have been installed at various locations around 
the City which are generating electricity and revenue, the City of Woodstock is also 
moving forward with a green-energy plan utilizing, in part, the subject-matter expertise of 
Woodstock Hydro personnel. ln the months and years to come, Woodstock Hydro has 
plans to assist the City of Woodstock in. its efforts towards building a "green, sustainable 
City", where generation occurs close to home and the associated revenue stream can be 
invested locally. 

Woodstock Hydro has an electric vehicle in its fleet which is regularly showcased in the 
community for education purposes, and has established two electric-vehicle charge 
stations at its corporate headquarters. The utility has been recognized by Sun Country 
Highway and many other agencies for its support of the electric-vehicle revolution. 
Woodstock Hydro is also working on smart-grid pilot studies to ensure that the distribution 
system is resilient and can respond to the demand for rapid-charge capabilities as the 
adoption rate for electric vehicles increases. 

Recent studies from Europe suggest that the "distribution highway" that exists in an LDC 
will be leveraged in the future to transport generated electricity both within and beyond the 
borders of the local utility. There is the potential for the City of Woodstock to build 
generation projects that generate revenue to offset reliance on the taxation levy, and 
export the generated electricity via the local distribution highway to the provincial 
transmission system. Woodstock Hydro land parcels formerly required for distribution 
substations have been converted into renewable energy revenue centres, and in future 
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could also provide localized energy storage. 

b. Recommendations 

i. Conservation - Ensure that Hydro One articulates a Woodstock-specific plan with 
respect to continued presence and focus on conservation programs (OPA and/or 
custom) 

ii. Renewable - Ensure that Hydro One articulates a plan for participation and 
support that is suitable to the City with respect to its long-term vision for the City. 

iii. Renewable - Discuss electric vehicle trends with Hydro One, to ensure that there 
are plans in place to provide community support and education and to ensure that 
Hydro One's smart grid strategy includes transformer-loading analyses and related 
processes in support of the electric evolution of transportation 

iv. Renewable - Discuss the "distribution highway" concept with Hydro One, to 
ensure that the City would have appropriate access to the distribution system 
should it wish to expand its renewable-generation revenue portfolio 
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9. Employment of Skilled Woodstock Hydro Workforce 

a. Present Day 

As mentioned above, Woodstock Hydro is an efficient, well-managed utility which has 
been profitable every year and has delivered strong results to its Shareholder since its 
inception in 2000. There are clear examples of corporate excellence in various areas of 
the business - capital planning and asset management, system reliability, conservation 
and renewable energy, metering, billing, financial and regulatory excellence/compliance, 
human resources and information technology, etc. The staff complement has benefited 
from targeted succession planning, training and performance management and has 
delivered demonstrable results. All of the employees should be considered for 
employment with Hydro One within commuting distance of their current home as part of 
the negotiated deal. 

b. Language in Recent Share Purchase Agreement 

The Norfolk Power I Hydro One Share Purchase Agreement only guaranteed employment 
for one year in the local region. While new jobs are contemplated in the region over time, 
there was no guarantee of local employment for all Norfolk Power employees. 

c. Recommendation 

If neither of the Options listed in Item 1 above are contemplated and the utility is being 
completely dismantled I integrated into Hydro One over the course of the transition year, 
then it is reasonable to presume that trades personnel such as powerline technicians and 
meter technicians will have regionally-based employment, but that management and all 
other personnel are at risk of severance. Is there an option to openly discuss the wealth 
of talent that exists before unilaterally deciding that only operations staff will have a 
permanent and local home with Hydro One. Consider ensuring that a detailed review of 
management and unionized staff CVs prior to negotiating blanket language surrounding 
employment commitments, guarantees, etc. be performed. Consider the potential impact 
to personnel that have given their entire professional lives to Woodstock Hydro and who 
are within ten years of retirement but not yet eligible for an OM ERS pension. 
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February 10, 2014 

City of Woodstock 
P.O. Box 1539, 500 Dundas Street 
Woodstock, ON N4S OA7 

Dear Louise: 
re: City of Woodstock I Hydro One Exclusive Negotiations 

Please bring this correspondence to the attention of the Shareholder. 

Please find attached supplementary correspondence with respect to various human resources matters, 
to be considered an addendum to the white paper distributed on November 5, 2013 regarding the 
exclusive negotiations currently underway with Hydro One. 

The initial press release and a subsequent media statement have stated that the Shareholder wishes to 
"protect our Woodstock Hydro employees" and to ensure "the fair treatment of employees". ln support of 
this objective, this topic was raised (amongst many others) at a Woodstock Hydro Holdings Inc. (WHHI) 
meeting held December 12, 2013. WHHI I WHSI board members Dan McMullen and John Krill, WHSI 
board members Pat Sobeski and Ron Charie, senior WHSI staff, senior City staff and BLG 
representatives Mark Rodger and Larry Murphy were in attendance. During the meeting, Mark Rodger 
encouraged WHSI staff to reach out to Norfolk Hydro to obtain a Hydro One human resources referral in 
the hopes that additional information could be gathered. WHSI staff acted on this advice in early 
January 2014. The Shareholder subsequently directed WHSI staff against engaging in conversation with 
Hydro One human resources. 

A number of critical, financially-material human resources matters were not addressed in the 
HO Nl/Norfolk share purchase agreement. The most recent stages of the regulatory process for the 
HONl/Norfolk transaction at the Ontario Energy Board suggest that these matters remain unresolved. 
The Board urges the Shareholder to address these matters prior to or in conjunction with any finalization 
of terms of a sale transaction. The Board wishes to ensure that management will be in a position to 
provide employees with accurate and timely information about the implications of the transaction in the 
immediate aftermath of any announcement. The Board and senior staff would welcome an opportunity 
to discuss this matter more formally, if the Shareholder agrees that a meeting could add value and 
support these objectives. 

Sincerely, 

Ross McMillan, B.A., C.C.P., C.M.A. 
President & CEO 
Woodstock Hydro Services Inc. 

cc: David Creery, CAO, City of Woodstock 
Woodstock Hydro Holdings Inc. and Woodstock Hydro Services Inc. Board of Directors 
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Background 

ln consideration of the fair and equitable treatment of employees, the following matters are pertinent: 

1. Continuity of (Relevant) Employment 
2. Continuity of Wage Levels 
3. Continuity of Active Benefits (Health, Dental, etc.) 
4. Continuity of Retirement Benefits (Retiree Benefits, Pension) 

While we are not privy to the terms of the impending offer from HONI with respect to Woodstock Hydro, 
recent transactions with both Norfolk Power and Haldimand County Hydro provide salient examples of 
the employment continuity provisions that are likely to be provided. 

The Haldimand County press release, states: 
• All Haldimand County Hydro employees will maintain their employment and will 

receive a one-year location guarantee. 

The Norfolk Power press release states, under Highlights of the Deal: 
• All Norfolk Power employees will transfer to Hydro One after the sale and continue to 

have jobs. 
• Hydro One will move 30 new jobs to Norfolk County over three years as it restructures its 

regional operations. 
• Hydro One will maintain the Victoria Street office for three years and continue to use 

its existing facilties in Simcoe, while additional physical space needs and options are 
reviewed 

The Norfolk Share Purchase agreement, which is the official document that will govern these matters, is 
filed publicly on the Ontario Energy Board website under filing EB-2013-0187 and includes the following 
commitments in Article VI - Covenants of the Purchaser: 

Section 6.1 - Employment and Location Guarantees - The Purchaser hereby covenants and 
agrees that for a period of one (1) year following the Closing Date, it will ... guarantee the 
continued employment ... of each Employee who is an Employee of the Norfolk Corporations on 
the Closing Date at no less than the terms and conditions as outlined in the Employee Fact 
Sheet, including the same or not less favourable: (i) benefits in the aggregate; (ii) compensation; 
and, (iii) seniority; and to remain located in the Town of Simcoe. The foregoing shall not prohibit 
the relocation of Employees with their prior consent. From and after the Closing Date, Employees 
may apply for positions within the Purchaser and its Affiliates and will be considered for such 
positions on a fair and equal basis with other employees of the Purchaser and its Affiliates, with 
credit for their seniority and service with the applicable Norfolk Corporation. 

Section 6.5 - Local presence. The Purchaser shall guarantee a local presence within the 
Vendor's office located at 70 Victoria Street, Simcoe, Ontario for a minimum period of 3 years. 
The Norfolk Corporations' central operating facility and all operating Employees will be located or 
relocated to the Purchaser's Simcoe Operations Centre located at 4 Boswell Street or the location 
in Simcoe to which Purchaser relocates Dundas functions. The Purchaser shall also move its 
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Dundas Field Business Centre functions from the City of Hamilton to the Town of Simcoe over a 
three (3) year period. 

Although the Norfolk Share Purchase Agreement provides high-level information regarding employment 
and location guarantees, it does not provide clarity to the manner in which employment continuity will be 
administered or the manner in which employment termination will be coordinated, and it is silent on a 
number of additional human resources matters (e.g. the retirement of the Norfolk collective agreement, 
addressing any long-term impacts for Norfolk employees in terms of seniority and total compensation). 

Continuity of Relevant Employment - Concerns and Questions 

Both the Norfolk and Haldimand media releases imply job protection. However, the Norfolk Share 
Purchase agreement makes it clear that a job at the current location is only protected for one year, and 
implies that relocation requests must commence within that year and are not guaranteed. lt would 
appear that "all" Norfolk operating employees have long-term job protection as they will all be "located or 
relocated" as per Section 6.5. A vague element of the agreement is the fact that it will take HONI three 
years to move the Dundas Field Business Centre, but employees for whom that would be relevant only 
have one year of job protection. They may have been terminated before the Field Business Centre is 
moved and available as an employment location. 

Given the fact that back-office efficiencies and consolidation of strategic oversight at the 
supervisory/management level will form the backbone of the rationale for the transaction from HON l's 
perspective, there are various relevant questions with respect to job protection: 

1. Will all operating employees of Woodstock Hydro have permanent job protection, and if so, which 
employees are actually subject to the temporary/short-term provisions envisioned for the 
Woodstock agreement? 

2. Are employees who will not have long-term employment at their current location expected to start 
looking for work within HONI at the beginning of the one year of job protection, or will they be able 
to enjoy the one year of job protection and then be expected to commence the transfer process? 
If it is the latter, how long will each employee have to relocate within HONI before being 
terminated because the one-year provision has expired? 

3. Is the one year location guarantee essentially "working notice of termination"? If an employee is 
unable to relocate due to family/spousal reasons, will they be terminated at the end of the year? 

4. What happens to an employee who is unable to obtain employment within HONI due to the fact 
that they are vying "on a fair and equal basis with other employees of the Purchaser", especially 
given that they may be competing with other employees from other acquired LDCs for a scarcity 
of jobs for which they are qualified? Are they simply "out of luck"? Or will there be extensions, 
and under what circumstances? 

5. If an employee leaves after the one-year location guarantee period, either due to the fact that no 
suitable position has become available or due to their inability to relocate, will they receive 
severance pay according to the ESA ("permanent discontinuance of all of the employer's 
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business at an establishment"). 

6. Can an informational listing of regional Hydro One facilities be provided in preparation for any 
impending announcement, along with a summary listing of the types of duties and job functions 
performed at these locations, so that our employees can gain a sense of the potential commute 
distances involved with agreeing to relocation, and the types of jobs that could be options to them 
if they anticipate losing their employment locally through the process? 

7. What will be the process undertaken to interview I assess employees with respect to the skillset 
being utilized at Woodstock Hydro, available skillsets from prior experience, etc.? 

8. Are employees expected to accept the first available opportunity, even if the relocation is 
significant, or will they be allowed to turn down an opportunity or not apply for it in the first place, 
in the hopes that something "closer to home" may become available within the allotted time 
frame? What are the risks involved with a decision of this nature? 

9. Will either HONI or the City of Woodstock be providing job placement assistance/services for 
those employees facing termination? 

10. Will HONI or the City of Woodstock assist relocating employees with moving costs? 

Continuity of Wage Levels - Concerns and Questions 

We recognize that the sample Share Purchase agreement provides wage protection for the one-year 
location protection period, and that this is a sound provision for all employees which would likely be 
enshrined in the Woodstock agreement. There are some questions pertaining to this matter, however: 

1. Will a relocating employee be expected to take a pay cut in order to retain employment? If yes, 
what range of cut is expected? Will there be allowances for employees to choose not to respond 
to a vacancy if the pay cut involved is above a certain threshold, particularly given the fact that 
they may also be incurring additional commuting costs plus moving costs? 

2. How will disparate wage levels between the HONI and WHSI collective agreements be handled? 

Continuity of Active Benefits - Concerns and Questions 

We recognize that the sample Share Purchase agreement provides compensation and seniority 
protection for the one-year location protection period, and that this is a sound provision for all employees 
which would likely be enshrined in the Woodstock agreement. There are also some questions 
pertaining to this matter, however: 

1. Do the current HONI benefit agreements meet or exceed the provisions in the Woodstock Hydro 
benefit package, given that all employees who remain in the employ of HONI after the one-year 
period would be transferred to the HONI plans? 

2. Will any benefit be lost, reduced or altered? 
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Continuity of Retirement Benefits (Retiree Benefits, Pension) 

Retiree Benefits 

1. The Woodstock collective agreement(s) and management policies contain provisions for 
retirement benefits. Do the current HON! agreements meet or exceed these provisions? 

Pension Benefit 

The following represents a summary of various pertinent items either related to the O MERS pension 
plan, the Hydro One pension plan or divestments and transfer with respect to employee pension plan 
options. Further investigation is required to understand the impact on employees. 

• Similarities and Differences Between the two Pension Plans - While it is generally known that 
the Hydro One Pension Plan is also a defined benefit plan with similar types of terms and 
provisions, Woodstock Hydro is not privy to the details of those provisions with which to make an 
informed comparison (this was the specific non-sensitive information which we were seeking from 
Hydro One Human Resources). lt would be very beneficial for employees to know the 
similarities and differences between the two pension plans with respect to: 

O MERS HOPP 
Normal Retirement Age 65 ? 
Early retirement provisions (with an unreduced 55 with 90 Factor or 30 ? 
pension) years of service 
Earnings included in contributory earnings for ? 
pension purposes 
Maximum Number of Years Credited Service 35 ? 
Calculation of Pensionable Earnings (# of 60 months ? 
consecutive months used, etc.) 
Contribution Rates 9% I 14.6% (above YMPE) ? 
Disability Provisions Waiver/Pension ? 
Inflation I Indexation Provisions for Disability ? 
Pensions, Normal Pensions, Pensionable Earnings 
CPP Bridge Benefit I Clawback Provisions once ? 
retiree attains age 65 
Early retirement reduction factors 5% x least of (NRA-age); ? 

(90 Factor - Employee's 
Factor); 

30 years - Employee's 
qualifvinu service) 

Pension Formula (what is the percentage applied to 2% ? 
Pensionable Earninqs and Credited Service) 
Survivor Benefits 66-2/3% ? 
Retirement Options Transfer commuted value ? 
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• Early, Unreduced Pension - Under the OMERS defined benefit plan, employees can retire at 
age 55(+) with 30 years of qualifying service or a 90-Factor (combined age and qualifying 
service). Upon retirement with one of these milestones being reached, the average of the 
employee's best five years of employment (typically their last five years) is multiplied by 2% and 
by their years of credited service. An employee with 30 years of eligible service would receive a 
pension that is equal to 60% of their best five years' average salary. 

• Pension Considerations - According to O MERS representatives, the impact of the sale of 
Woodstock Hydro with respect to employee pensions is dependent on the nature of the sale 
(share sale vs. asset sale). Under a share sale, a successor entity (new owner) could continue 
with the OMERS pension plan and all employee pensions could continue "as is". Otherwise, 
since Hydro One is not an eligible employer, the employees would have to be transferred to the 
Hydro One Pension Plan. There is precedent with Hydro One employees being members of the 
OMERS pension plan (Hydro One: Brampton). More information about the similarities and 
differences of the two plans is required in order to assess the relative impact of either split service 
or transfers (see below) and therefore which approach and which pension plan would ultimately 
be better for transferring Woodstock Hydro employees. 

• Split Service I Two Pension Cheques - If, through the sale of Woodstock Hydro to HONI, 
Woodstock Hydro is integrated with HONI and ceases to exist as a separate entity, the OMERS 
relationship would end and all employees would join the Hydro One Pension Plan as of the 
specified conversion date. Eligible service, for the purposes of determining the date at which an 
employee is eligible to retire without a reduction factor I penalty is known and utilized by both 
pension plans. However, each pension plan would use its own formulas for such values as the 
calculation of pensionable earnings and the pension formula in determining the two values for the 
two pension cheques. 

Even though the employee's pensionable earnings has been adjusted for inflation by OM ERS, 
there are at least two salient issues for the employee with this approach: 

o OMERS inflationary adjustments (based on CPI) are typically outpaced somewhat by actual 
wage adjustments garnered through negotiations, particularly in a unionized setting. 

o The OM ERS pension amount is stranded in the past and therefore does not take into 
consideration any progressions, promotions, job transfers, etc. that the employee may 
undertake during the balance of their career. For many lifetime employees that grow 
professionally throughout their career, they derive a significant benefit from the fact that there 
is a single calculation (pension formula x credited service x pensionable earnings) with their 
pensionable earnings being the highest they have earned throughout their career at the end of 
their career. For any employee with progression prospects in the balance of their career who 
strands 10%, 15% or more of their pension with historical, lower-accountability earnings, this 
could create a significant consequence. 
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High-Level Analysis of Split-Service I Two Pension Impact Throughout a Career Lifespan 

5-year 15-year 15-year 25-year 
employee employee employee employee 

$10K 
promotion 

Role Lineman Lineman Lineman Lineman 
Current Annual Salary 80,000 80,000 80,000 80,000 
Remaining Years 25 15 15 5 
Retirement Year 2039 2029 2029 2019 

Woodstock Hydro I OMERS 
for Entire Career 
Pensionable Earnings in Retirement Year 125,938 103,560 113,968 84,930 (2%/vear wace adiustment; averace of last 5 vears) 
Pension (60%) 75,563 62, 136 68,381 50,958 

W.oodstock Hydro COMERS) I HONI (HOPP) Split 
OMERS Pensionable Earnings in 2014 76,924 76,924 76,924 76,924 (average of last 5 years) 
OMERS Pensionable Earnings 98,462 89,231 89,231 80,848 (indexed 1 %/year through Retirement Year) 
Percentace Pension with OMERS (2%/vear) 10% 30% 30% 50% 
OMERS Annual Pension 9,846 26,769 26,769 40,424 

HOPP Pensionable Earnings 125,938 103,560 113,968 84,930 
Percentage Pension with HOPP 50% 30% 30% 10% 
(assuming 2% x credited service for HOPP) 
HOPP Annual Pension 62,969 31,068 34,191 8,493 

Total Annual Pension - OMERS + HOPP 72,815 57,838 60,960 48,917 
Annual Difference 2,748 4,298 7,421 2,041 
20-Year Difference 
(Lives to age 75, calculations do not take into 54,951 85,974 148,422 40,824 
consideration CPP Bridae Benefit adiustments) 

If all employees were affected even by minimum amounts, all active employees remained with and 
retired from Woodstock Hydro (most do), and all employees lived 20 years after retirement (life 
expectancy for women and men is significantly higher than age 75 and we have many retirees on our 
books in their 80s), then the net impact of the split pension based on these modest calculations are: 

36 employees x $2,000 x 20 years = Potentially $1,440,000 in lost pension earnings 
36 employees x $4,500 x 20 years = Potentially $3,240,000 in lost pension earnings 

For the purposes of these calculations, it was assumed that HOPP and O MERS terms are identical. 
Significantly expanded data regarding the HOPP is required to validate and clarify these calculations. 
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• Divestment and Pension Transfer Options - At this time, there are no provisions in the 
Pension & Benefits Act (PBA) that outline a mechanism for individual employees to transfer the 
value of their O MERS pension to have their entire pension governed by the Hydro One Pension 
Plan. 

Elizabeth Carswell, Woodstock Hydro's Manager of Internal Services, recently spoke with Tracey 
Ball who is a manager of pension policy at OM ERS. Ms. Ball indicated that recent amendments 
to the PBA have introduced mechanisms for transfers for past divestment transactions, and that it 
is widely anticipated that regulations will be brought forward at a time yet to be determined to 
address future divestment transactions. 

Ms. Ball emphasized that there is not yet a single example of any transfer arrangement being 
entered into, but that the intent is to provide individual employees affected by a divestment 
transaction the opportunity to exit their former pension plan and receive a quotation from the 
successor plan for an equivalency purchase (which may represent a diminution in value or delay 
in retirement eligibility depending on the differences between the two plans). 

To the extent that a shortfall existed, the employee would have the option to purchase the 
shortfall to maintain their historical position in the predecessor plan. This cost could be 
significant, or the delay in retirement could be significant. Further, this is essentially all conjecture 
as the regulations are not in place and there are no precedents with respect to transfer 
agreements being successfully negotiated between two pension plans. At this time, the "split 
service I two cheques" option is the only available option to Woodstock Hydro employees, 
particularly those who hope to retire within the next few years. 
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June 6, 2014 

Attention: Louise Gartshore, City Clerk 
City of Woodstock 
P.O. Box 1539, 500 Dundas Street 
Woodstock, ON N4S OA7 

Dear Louise: 
re: Hydro One Share Purchase Agreement 

Please bring this correspondence to the attention of the Shareholder. 

Background 

At a June 4, 2014 special meeting of the Woodstock Hydro Services Inc. Board of Directors, the Board 
and staff reviewed the May 21, 2014 Share Purchase Agreement regarding the sale of Woodstock Hydro 
Holdings Inc. to Hydro One in detail. The findings of this review are attached to this correspondence for 
appropriate action and response by the Shareholder. 

Findings, Questions, Errors/Omissions 

Financial Matters 

1. Section 2.4 Adjustment to Purchase Price - Working capital calculation: 

a. Electricity receivables are materially influenced by external forces including commodity 
and global adjustment prices. Higher market-driven rates could potentially increase the 
adjustment amount and conversely, price decreases will reduce it. 

b. Accounts receivable includes material amounts for County water and sewer accounts. (eg 
approximately $1 Million@ Dec 31, 2013). If HON intends to purchase any remaining 
water or sewer receivable that later become unrecoverable, is this at the expense of 
electricity ratepayers? How would transitioned water/sewer receivables be handled at 
HONI if they are not the successful vendor who bills water/sewer going forward? 

2. Service Agreement with Oxford County for Water/Sewer Billing 

a. Page 2 ("Business") refers to the provision of water-billing services but the decision to 
continue this arrangement is the County's, not WHSl's or HONl's. 

b. The service agreement expires December 31, 2014. Patti has contacted Rob Walton at 
the County of Oxford, who expects that they may request an extension of the agreement 
until they decide on the direction the County plans to take for all of their customers. They 
spoke of the need to plan the transition of WHSI water customers to the new provider, 
whoever that may ultimately be. On June 4, 2014 we received notification that the 
County would be forwarding correspondence to WHSI next week to request a one-year 
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extension of the service provider agreement for water/sewer billing & collecting. The 
extension would include provisions for a 90 day (or more) termination clause in the event 
that the HON purchase is approved and closes prior to Dec 31, 2015. 

c. Termination of this contract will increase WHSl's annual billing and collecting costs by 
approximately $413,000 and decrease non-utility revenues by an additional $43,000. This 
results in an annual negative impact of $456,000 on pretax income (based on 2014 
budget amounts). 

d. If distribution rates are frozen at the proposed 1 % discount for the next 5 years, there is 
no mechanism to recover any additional costs through rates. Some costs would be 
eliminated, (ie to bill & collect approx.1,300 water-only customers), while other costs will 
be fully borne by hydro customers going forward. Any shared cost savings and 
efficiencies gained by billing hydro & water on one bill (approx. 13,000 customers) will be 
lost. 

e. From the perspective of WHSI as a "going concern", in the absence of a County services 
agreement, approximately 1.5 to 2 FTE positions in billing, customer service, & 
collections would have been under review. 

3. Section 2.4 Adjustment to Purchase Price - Long Term Debt: 

a. 2014 approved financing for $250K will likely not proceed so expect the ending balance of 
long term debt to be lower than budgeted. Likewise, expect the cash balance to be lower 
than budgeted. 

b. Both credit facilities with CIBC are committed term installment loans. ln order for them to 
remain classified as "long term" debt, a credit agreement must be signed every June to 
extend the commitment period to 2 years. If we do not sign the credit agreement in June, 
these are converted to demand facilities and are considered short term debt. This 
reclassification would have a significant impact on the price adjustment given that the 
current portion of long term debt is not considered in any of these 3 calculations. While 
this may present a large benefit to the shareholder, to do so would be inappropriate in my 
opinion, and I strongly advise against it. Reclassification would result in non-compliance 
with existing financial covenants until the debt is paid off. Consider potential delays in the 
OEB approval process. At the June 4, 2014 special meeting of the Woodstock Hydro 
Services Inc. Board, the Board directed staff to sign the June 2014 credit agreement to 
extend the committed facilities by one year to 2016. 
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4. 1% Rate Reduction and $330K Lump Sum Payment amount to the Vendor 

a. Recognizing that the purpose of the 1 % reduction is likely for goodwill/public relations, 
consider that the 16 Graham Street property (building & land) was included rate base in 
the rate setting process. Annual return on this asset using the 2011 approved debt/equity 
ratios, is approx $74,225 (excluding Pils). Over 5 years this is -$371 K. 

b. Without the 1 % reduction customers will be paying $371 Kin rates (before PILS) for an 
asset that is no longer included in the rate base (HONI or WHSI), however the $330K 
Lump Sum payment will return a only portion of this "over-billing" to the City, for use by 
the City. The customer receives no direct relief. 

c. Presuming the 1 % reduction is approved and that the $330K amount provided by HON 
represents their estimate of this 1 %reduction - the rate payers will be partially 
compensated for this "over-billing", though not completely. 

d. This seems to misrepresent the "goodwill" of HON in offering the 1 % decrease, 
considering that it works out to nearly the same amount that the ratepayers should have 
rightfully been compensated. 

e. Also consider that this estimate is very conservative as it excludes other properties that 
will be in City hands - ie former substation properties which are now microFIT, as well as 
the Nellis St. building, which is presumably being turned over to the County or City. Taking 
these into account, the customer will be paying even more through rates. 

f. This could be potentially raised during the MAAD process as an issue. 

Notes re /nconsistences I Questions for Clarification 

1. Page O - Who I what is 1908873 Ontario Inc. (party to the agreement)? There is no name listed 
on page 48 (only a title "President"). This unknown corporation is the Purchaser, and Hydro One 
is listed as the Guarantor. 

2. Page 3, Item (m) - Closing Date - this clause indicates that the closing date will be "at least 
ninety (90) days" following the date of approval, but then later indicates that an earlier date could 
be agreed upon. Better clarity as to anticipated period of time between approval and closing 
date would be appreciated, given that Woodstock Hydro staff have certain expectations placed on 
them in terms of ideal positioning of the company and various financial measures at the closing 
date. 

3. Page 19 Item xvi and xvii and 16 Graham Street and Page 33, 6.5 - Real Property Excluded 
-There is asbestos at 16 Graham Street, and there is also an underground storage tank. 
Further, there is contaminated soil at 16 Graham Street that is leaching over to the proximity of 
the White's Lane building. Since 16 Graham is excluded real property, technically xvi and xvii are 
correct, but this seems to be problematic as the issues are kept silent and Hydro One will be a 
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lessee at 16 Graham? 

4. Page 32, Item 5.6 - Nellis Street Yard - lt may be relevant to note that Woodstock Hydro owns 
the building that is used for storage on this land, but that Woodstock Hydro would "give" it to the 
County if we were vacating the premises (not cost-effective or reasonable to relocate the 
building). 

5. Page 34, Item 6.9 a) and b) - Service Quality and Customer Service Levels - How will Hydro 
One continue to track these measures post-integration in order to be able to compare them to 
Woodstock Hydro levels at the closing date? 

6. Page 39 f) Resignation of Directors - The SPA is silent with respect to the elimination of 
"officer of the corporation" responsibilities for the senior management team. At what date/point 
will officers relinquish their duties, signing authorization, liability, etc.? 

7. Page 40 - Section 9.2 a) - has a typo - This clause should end with "to the Vendor" not "to the 
Purchaser" 

8. Page 72 - Schedule 3.1 (P) - Employee Plans - Dion Durrell is an actuarial firm that performed 
a valuation with respect to benefits. They are not a benefit provider and should be removed from 
this schedule. All benefits are through MEARIE. 

9. Page 92 - Schedule 6.7 - Capex How were these capital expenditure values arrived at? Will all 
investments be in distribution capital? If not, what is the breakdown between distribution capital 
and general capital? Does the $9.5M in 2018 include the new FBC/Ops Centre and/or the 
anticipated Commerce Way TS true-up, neither of which would directly contribute to system 
reliability? Also, in 6.1 O on page 34, the SPA indicates that COM and smart grid expenditures 
will be integrated into the capital program. Are these expenditures included in the figures in 
Schedule 6.7? 

Material Issues I Errors I Omissions 

1. Page 20 o)- Material Contracts and Page 71, Schedule 3.1 (0)-Subdivision Agreements 
have not been included? Should these be added? 

2. Page 21 v) - Post Retirement Benefits - Woodstock Hydro does, in fact, have employee plans 
beyond OM ERS that provide for benefits beyond retirement. 

3. Page 61, Schedule 3.1 (L)- Real Property, Leased Property and Easements -The White's 
Lane distribution station is missing from the list, but must be transferred (as discussed) to Hydro 
One as provides a necessary purpose for the distribution system 

4. Page 73 - Schedule 3.1 (Q) - Collective Agreement - The Outside Workers collective 
agreement is missing from this listing, and is a critical item for inclusion in the SPA to protect the 
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interests of the outside workers. 

5. Page 93 - Schedule 6.8 - Rate Classes - Streetlight and Unmetered Scattered Load rate 
classes are missing. 

Conclusion 

The Board requests that these items be addressed, and that a summary of the actions taken be 
provided. 

Sincerely, 

Elizabeth Carswell 
Manager of Internal Services and Board Secretary 
Woodstock Hydro Services Inc. 

cc: Mark Rodger, BLG 
David Creery, CAO, City of Woodstock 
Woodstock Hydro Holdings Inc. and Woodstock Hydro Services Inc. Board of Directors 
Patricia Eitel, Jay Heaman, Ross McMillan - Woodstock Hydro Services Inc. 
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WOODSTOCK HYDRO HOLDINGS INC. 

June 6, 2014 

Attention: Louise Gartshore, City Clerk 
City of Woodstock 
P.O. Box 1539, 500 Dundas Street 
Woodstock, ON N4S OA7 

Dear Louise: 

re: Woodstock Hydro Services Inc. - Legal Representation for Management Staff 

Please bring this correspondence to the attention of the Shareholder. 

The Woodstock Hydro Services Inc. and Woodstock Hydro Holdings Inc. Boards met on Wednesday 
June 4, 2014 on a variety of matters, including the sale of Woodstock Hydro Holdings Inc. to Hydro One 
Networks Inc. 

lt has been identified that there may be a gap in total compensation that may arise for certain 
management employees of Woodstock Hydro as a result of their transfer of employment as "non 
represented" employees to Hydro One Networks Inc. The Board also notes that meaningful local 
employment for certain management employees after the one-year location guarantee is unlikely. The 
Board discussed the due diligence that must be employed in order to ensure the retention of the 
management team during the transition period, and to mitigate risk to the corporation through ensuring 
that management have appropriate representation during the transition to Hydro One. As outlined in 
correspondence from the Board sent today to Hydro One Networks Inc., the Woodstock Hydro team has 
reached out to the Hydro One transition team in an effort to schedule meetings whereby additional 
information can be gathered and ideally these concerns can be resolved in the near term. However, 
additional risk mitigation was considered prudent by both Boards. 

To that end, the Woodstock Hydro Services Inc. Board passed the following resolution: 

Resolution No. WHSI - 06/04/14- 001 

Moved by: 
Seconded by: 

Ron Charie 
Dan McMullen 

IT WAS RESOLVED THAT THE WOODSTOCK HYDRO SERVICES INC. BOARD OF DIRECTORS 
HEREBY ESTABLISHES A PROVISION FOR AN IRREVOCABLE TRUST OF $150,000, $25,000 
FOR EACH OF THE CURRENT MEMBERS OF THE MANAGEMENT TEAM (ROSS MCMILLAN, 
JAY HEAMAN, PATRICIA EITEL, ELIZABETH CARSWELL, BILL BARTON, LIZ NEUMANN) TO 
BE HELD AND ADMINISTERED BY THE SHAREHOLDER, THE CITY OF WOODSTOCK, AND 
ACCESSED FOR LEGAL REPRESENTATION IN RELATION TO THEIR EMPLOYMENT, TO BE 
HELD FOR A PERIOD OF TWO YEARS AFTER THE CLOSING DATE, AFTER WHICH ANY 
BALANCE WOULD BE RELINQUISHED, SUCH FUNDS TO BE TRANSFERRED UPON CLOSING 
AS A SPECIAL DIVIDEND. 

16 Graham Street, PO Box 1598 
Woodstock, Ontario, Canada N4S OA8 

Telephone: 519-537-3488 
Fax: 519-537-5081 



WOODSTOCK HYDRO HOLDINGS INC. 

The Woodstock Hydro Holdings Inc. Board subsequently passed the following resolution: 

Resolution No. WHHI - 06/04/14- 009 

Moved by: 
Seconded by: 

Dan McMullen 
John Krill 

IT WAS RESOLVED THAT THE WOODSTOCK HYDRO HOLDINGS INC. BOARD OF DIRECTORS 
CONFIRMS AND FORWARDS RESOLUTION #WHSI 06/04/14 - 001 FROM THE WOODSTOCK 
HYDRO SERVICES INC. BOARD OF DIRECTORS SPECIAL MEETING ON JUNE 4, 2014. 

Sincerely, 

for 

Ross McMillan, B.A., C.M.A., F.C.I. 
Vice-President-Finance and Corporate Secretary 
Woodstock Hydro Holdings Inc. 

cc: David Creery, CAO, City of Woodstock 
Woodstock Hydro Services Inc. and Woodstock Hydro Holdings Inc. Board of Directors 
Ross McMillan, Jay Heaman, Patricia Eitel - WHSI 

16 Graham Street, PO Box 1598 
Woodstock, Ontario, Canada N4S OA8 
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