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I. INTRODUCTION 1 

Q. Please state your name, business address and present position with Hydro 2 

One Limited. 3 

A. My name is Mayo Schmidt, and my business address is 483 Bay Street, South 4 

Tower, 8th Floor Reception, Toronto, Ontario M5G 2P5.  I am the President and Chief 5 

Executive Officer (CEO), as well as a Director, of both Hydro One Limited (“Hydro One”) 6 

and Hydro One Inc. 7 

Q. Have you filed direct testimony in this proceeding? 8 

A. Yes.  The goals I aimed to achieve in my direct testimony were: 9 

• to describe Hydro One and its affiliates, 10 

• to describe the transaction, 11 

• to explain the reasons for Hydro One’s proposed purchase of Avista, 12 

• to describe Avista’s operations once the transaction is completed,  13 

• to demonstrate that the transaction will benefit Avista’s customers, 14 
employees and communities.  15 

Q. Are you sponsoring any exhibits that accompany your testimony? 16 

A. Yes.  17 

Ex. 801: Revised Oregon Merger Commitments  18 

Ex. 802: WUTC Settlement Agreement 19 

Ex. 803: Province of Ontario and Hydro One Limited Governance 20 

Agreement (“Governance Agreement”) 21 

Ex. 804: Joint Petition for Approval of the Acquisition of CH Energy Group, 22 

Inc. by Fortis Inc. and Related Transactions, New York Public 23 

Service Commission Case 12-M-0192, Order Authorizing 24 
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Acquisition (Jun. 26, 2013) (“Fortis Final Order”) 1 

Ex. 805: Joint Petition for Approval of the Acquisition of CH Energy Group, 2 

Inc. by Fortis Inc. and Related Transactions, New York Public 3 

Service Commission Case 12-M-0192, Recommended Decision of 4 

Administrative Law Judges (May 3, 2013) (“Fortis Recommended 5 

Decision”) 6 

Ex. 806: Biography for James Scarlett prior to joining Hydro One 7 
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 16 
Summary of Testimony 17 

Q. Please provide a summary of your testimony. 18 

A. As explained in detail in my testimony, the Proposed Transaction will provide 19 

benefits to Avista’s Oregon customers and will serve the public interest.  We carefully 20 
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reviewed the reply testimony and exhibits filed by all parties.  Hydro One and Avista are 1 

proposing a set of revisions to our proposed merger commitments addressing some of the 2 

concerns raised by the prefiled testimony of Commission Staff, CUB, NWIGU and LiUNA.  3 

Exhibit 801 to my testimony is a redline comparison of Hydro One’s and Avista’s Revised 4 

Oregon Merger Commitments against the original set of Oregon commitments filed with the 5 

Application (hereinafter, each, a “Revised Oregon Merger Commitment,” collectively, the 6 

“Revised Oregon Merger Commitments”).  I discuss many of the revisions in my testimony 7 

below.  Hydro One witnesses Ferio Pugliese and Chris Lopez also discuss some of the 8 

proposed revisions in their prefiled rebuttal testimony.  Overall, the original Oregon merger 9 

commitments and the Revised Oregon Merger Commitments make crystal clear that: 10 

• Hydro One will not and cannot strip cash out of Avista; 11 

• Hydro One will provide equity support to Avista; 12 

• The Commission will have transparent access to Avista’s books and records 13 

and those of Hydro One and its subsidiaries as necessary to ensure compliance 14 

with Oregon law; 15 

• Avista’s service to its Oregon customers will continue at the highest levels 16 

through a new Service Quality Measures Program that is Attachment A to my 17 

Exhibit 801; 18 

• Avista will provide robust post-transaction reporting on compliance with the 19 

commitments; and  20 

• The Proposed Transaction will provide net benefits to and protect the interests 21 

of Avista’s Oregon customers. 22 

Other than the concerns that have been addressed by proposed revisions to the merger 23 
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commitments, we believe the parties’ concerns are misplaced for the reasons detailed below:  1 

• Hydro One, and accordingly Avista, are not exposed to any risk associated 2 

with Provincial investment in Hydro One;  3 

• NAFTA has no bearing on this transaction or the Commission’s ongoing 4 

regulatory authority;   5 

• Hydro One is well qualified to serve as the upstream owner of Avista’s gas 6 

system, as well as its electric system; and  7 

• Avista’s Oregon ratepayers will enjoy “most favored nations” status. 8 

II. MERGER COMMITMENTS AND RATE CREDITS 9 

Q. Did Hydro One and Avista reach an all-party, all-issues settlement in the 10 

merger docket at the Washington Utilities and Transportation Commission (“WUTC”)? 11 

A. Yes, on Tuesday, March 27, 2018, Avista filed the all-party, all-issues 12 

settlement in WUTC Docket U-170970.  Exhibit 802 to my testimony is the WUTC 13 

Settlement Agreement.     14 

Q. Does the WUTC Settlement Agreement include a revised set of 15 

Washington Merger Commitments? 16 

A. Yes.  Appendix A to the Settlement Stipulation in Exhibit 802 to my testimony 17 

is the Master List of Commitments established in Washington. 18 

Q. How does the treatment of rate credits in the WUTC Settlement 19 

Commitments compare to how rate credits are addressed in the Revised Oregon Merger 20 

Commitments? 21 

A. The mechanism for the calculation and allocation of rate credits is the same in 22 

Washington and Oregon. Hydro One and Avista are proposing the flow through of $4.4 23 
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million and $30.7 million in proposed rate credits to Oregon and Washington customers, 1 

respectively, over a period of five years.  These values are based on a total rate credit of 5% of 2 

base revenues, which is then allocated to customers over the five year period.  This is a 3 

substantial increase over Hydro One’s and Avista’s original rate credit proposed in Oregon in 4 

the Application, which was $2.9 million over 10 years.   5 

Q. Do the Revised Oregon Merger Commitments provide funding for low-6 

income and efficiency programs that is commensurate with the low-income and 7 

efficiency funding provided in the WUTC Settlement Commitments? 8 

A. Yes.  In Commitment Nos. 56, 57, 58, 61 in the Revised Oregon Merger 9 

Commitments (Ex. 801), Hydro One and Avista propose to commit a total of $1,636,683 over 10 

10 years to LIRAP, the Oregon Energy Fund, low income weatherization, and an on-bill 11 

repayment program.  These are new commitments that were not included in Hydro One’s 12 

Application.  The amount is commensurate with the $12,126,014 dedicated to low-income 13 

and efficiency funding in the WUTC Settlement Commitments, based on Avista’s four-factor 14 

allocation system.      15 

Q. Do the Revised Oregon Merger Commitments apply the rate credit and 16 

program funding commitments from the WUTC Settlement Commitments to Oregon on 17 

a most-favored nations (“MFN”) basis? 18 

A. Yes, as described in my previous two answers.  Overall, the rate credit and 19 

funding for low-income and efficiency programs provided in the Revised Oregon Merger 20 

Commitments represent an increase of two and a half times over what we offered initially in 21 

the Application.  For Oregon, that increase is from $2.9 million to $6.1 million.  This includes 22 

not only an increase in the overall rate credit, but also an additional $1.7 million in funds for 23 
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low income and energy efficiency programs as discussed by Avista witness Mr. Ehrbar.1  In 1 

total, the increase is from $31.5 million to $74.2 million on a system-wide basis.  Hydro One 2 

and Avista have been very careful to ensure that the customers in each of Avista’s 3 

jurisdictions are treated equitably.  Please remember that Oregon accounts for less than 10% 4 

of Avista’s business.   As a result, any further financial concessions in Oregon would have a 5 

ten-fold impact on an MFN basis across Avista’s system.   In other words, $1 million more in 6 

Oregon financial concessions becomes $10 million more on a system-wide basis.     7 

III. PROVINCE OF ONTARIO’S ROLE AS HYDRO ONE’S LARGEST 8 
SHAREHOLDER 9 

Q. Please explain the Governance Agreement between Hydro One and the 10 

Province of Ontario.  How does it ensure that Ontario does not impact the management 11 

of Hydro One despite the fact that Ontario owns more than 40% of Hydro One’s shares 12 

and is Hydro One’s largest shareholder?   13 

A. The Governance Agreement (Ex. 803 to my testimony) between Hydro One 14 

and the Province of Ontario is a binding contract that was a pre-requisite for Hydro One’s 15 

successful Initial Public Offering (“IPO”).  The Province of Ontario understood and continues 16 

to understand that Hydro One will not succeed and will lose the trust of its investors and 17 

financial institutions if the Province of Ontario were to meddle in or insert politics into Hydro 18 

One’s operations.  As a result, the Province willingly entered into the Governance Agreement 19 

to provide the investment and financial communities the assurance that Hydro One will 20 

operate like any other investor-owned utility, even though the Province will likely continue to 21 

own at least 40% of Hydro One’s shares for the foreseeable future.   22 
                                                 
1 The funding of $1.7 million for low-income and energy efficiency programs, in total, is 
directly comparable to the level of low-income, energy efficiency, and renewables funding 
agreed to in the Washington settlement stipulation. 
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The Governance Agreement establishes that the Hydro One board of directors (the 1 

“Board”) shall be responsible for the management of or supervising the management of Hydro 2 

One’s business and affairs. (Governance Agreement (“GA”) 2.1.2).  The Governance 3 

Agreement states that the Province will be involved in Hydro One as an investor and not as a 4 

manager. (GA 2.1.3). The Province does not have a role with the Hydro One Board in the 5 

processes of appointment, removal, replacement, and compensation relating to executive 6 

officers or over related succession planning.  Hydro One neither takes direction nor seeks 7 

consent for its operations from the government of Ontario, outside of the defined regulatory 8 

and oversight authority that the government has over the electricity sector. (GA 2.1.3; 2.2).   9 

Q. What are the Province’s rights and limitations as a shareholder? 10 

A. While a 40% or more shareholder of a corporation under most circumstances 11 

could control the entire composition of the corporation’s board, the Governance Agreement 12 

prevents the Province from exercising similar influence with respect to Hydro One.  The 13 

Governance Agreement establishes a Nominating and Governance Committee with 14 

governance responsibilities, including nominating directors and advising the Board regarding 15 

its stewardship role in the management of Hydro One. (GA 3.5). The Board will consist of a 16 

minimum of 10 and a maximum of 15 members and will be comprised as follows: (i) the CEO 17 

will be proposed for election, (ii) the Province will nominate 40% of directors (or its pro-rata 18 

share, whichever is less) proposed for election, and (iii) the Nominating and Governance 19 

Committee will nominate the remaining directors proposed for election.  (GA 3.3.1; 4.1.1).  If 20 

the Province is diluted below 40%, there will be a minimum 24-month “cure period” before 21 

any reduction in its permitted number of nominees occurs. (GA 4.8). 22 
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Other than the CEO, each director must be independent of Hydro One and the 1 

Province.  (GA 4.2.2; 4.2.3).  Directors must be high-quality, reputable, experienced leaders 2 

with the requisite skills, board experience, time, and motivation for an operation of Hydro 3 

One’s size and scope.  Directors are also chosen in light of Hydro One’s core operating 4 

principles.  (GA 4.2.1).  Directors must meet the requirements of corporate and securities laws 5 

and any stock exchange on which Hydro One securities are listed.  (GA 4.2.4).     6 

Several provisions in the Governance Agreement limit the Province’s shareholder 7 

rights: 8 

• The Province cannot initiate fundamental changes to Hydro One described in 9 

Part XIV of the Business Corporations Act (Ontario) (e.g., amendment to 10 

articles, continuance, arrangements, and amalgamations).  (GA 2.5). The 11 

Province may vote its shares as it sees fit in the event a fundamental change is 12 

initiated by another shareholder.  (GA 2.5). 13 

• The Province cannot solicit (either on its own or acting with others) any person 14 

to exercise rights as a shareholder in a manner that the Province would be 15 

prohibited from doing directly.  (GA 2.6). 16 

Q. As the CEO of Hydro One, can you attest to the fact that the Province 17 

does not involve itself in the management and operations of Hydro One?  18 

A.  Just like in the United States, the federal, provincial, and local governments of 19 

Canada are governed by the rule of law, and they uphold their contracts.  The Governance 20 

Agreement may be terminated only with the mutual agreement of both parties.  (GA 8.4).      21 

Q. CUB’s witnesses contend that the Province of Ontario may make Hydro 22 

One a Crown Corporation again, thereby making Avista subject to the control of a 23 
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foreign government.2  In your opinion, what is the likelihood of this happening?   1 

A. This is highly unlikely.  The Province theoretically could pass legislation that 2 

would start the process of making Hydro One a Crown Corporation again.  In order to make 3 

Hydro One a Crown Corporation again, however, the Province would have to buy back all of 4 

the outstanding stock from private shareholders, which would be a massive financial 5 

undertaking.  Furthermore, the Governance Agreement would have to be terminated, and it 6 

can only be terminated with the mutual agreement of both the Province and Hydro One.   7 

The Province also is unlikely to pursue this course of action because it must be 8 

sensitive to how investors and financial markets would react.  The Province relies on the 9 

private investment market and financial institutions for many reasons, and taking the extreme 10 

action of making Hydro One a Crown Corporation again would destroy trust with these 11 

constituencies to the detriment of the Province.    12 

Even in the unlikely event that the Province took the steps necessary to convert Hydro 13 

One back into a Crown Corporation after this merger is approved, the structure of Avista’s 14 

board would protect it from inappropriate influence by the Province.  Hydro One and Avista, 15 

in response to Commission Staff and intervenor testimony, are going to amend Commitment 16 

No. 3 as follows to strengthen the independence of the board from Hydro One (see Ex. 801):  17 

                                                 
2 Jenks-Gehrke, CUB Ex. 100, pages 9 (line 16) - 10 (line 2). 
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 1 

 2 

Hydro One and Avista also propose to amend Commitment No. 1 to establish that 3 

Commitment No. 3 cannot be amended without the approval of at least one Avista board 4 

member, as well as the Commission (see Revised Oregon Merger Commitment No. 1):     5 

 6 

Q. Commission Staff Witnesses Mr. Muldoon and Mr. Anderson contend 7 

that Hydro One is more vulnerable to political change than is typical for investor-owned 8 

utilities because the Province of Ontario is Hydro One’s largest shareholder.3  Do you 9 

agree?   10 

A. No.  As explained above, Hydro One is not any more vulnerable to political 11 
                                                 
3 Muldoon, Commission Staff Ex. 100, page 25 (lines 6-9); see also, Anderson, Commission 
Staff Ex. 500, page 5 (lines 7-10; 21-23) and page 6 (line 1). 

3. Board of Directors: After the closing of the Proposed Transaction, Avista's board will consist of 
nine (9) members, determined as follows: (i) two (2) directors designated by Hydro One who are 
executives of Hydro One or any of its subsidiaries; (ii) three (3) directors who am ttot of:fieers, 

ett1ployees or direetors (other thatt as an ittdependent direetor of Avista or Olympus Equity 
LLC) of Hydro Oae or aay of its affiliatesmeet the standards for "independent directors" under 
section 303A 02 of the New York Stock Exchange Listed Company Manual (the "Independent 
Directors") and who are residents of the Pacific Northwest region, to be designated by Hydro One 
(collectively, the directors designated in clauses (i) and (ii) hereof, the "Hydro One Designees"), 
subject to the provisions of Clause 2 of Exhibit A to the Merger Agreement; (iii) three (3) directors 
who as of immediately prior to the closing of the Proposed Transaction 1 are members of the Board of 
Directors of Avista, including the Chairman of Avista's Board of Directors (if such person is different 
from the Chief Executive Officer of Avista); and (iv) Avista's Chief Executive Officer (collectively, the 
directors designated in clauses (iii) and (iv) hereof, the "Avista Designees"). The initial Chairman of 
Avista's post-closing Board of Directors shall be the Chief Executive Officer of Avista as of the time 
immediately prior to closing for a one year term. If any Avista Designee resigns, retires or otherwise 

ceases to serve as a director of Avista for any reason , the remaining Avista Designees shall have the 
sole right to nominate a replacement director to fill such vacancy, and such person shall thereafter 
become an Avista Designee. 

The term "Pacific Northwest region" means the Pacific Northwest states in which Avista serves retail 
electric or natural gas customers, currently Alaska, Idaho, Montana, Oregon and Washington; 

1. Consistent with and subject to the terms of Exhibits A and B to the Merger Agreement (referred to as 
"Delegation of Authority'') contained in Appendix 5 of the Joint Application, decision-making authority 
over commitments 2-15 below is reserved to the Board of Directors of Avista Corporation ("Avista") 
and ttttynot to Hydro One. Any change to the policies stated in commitments 2-15 requires a two
thirds (2/3) vote of the Avista Board-:- including the affirmative vote of at least one (1) Avista 
Desiqnee one {1 ) Hydro One Desiqnee {exclusive of Independent Directors) and two {2) 
Independent Directors as defined in Commitment 3. Any change at any time to commitments 1, 2, 3, 
7 8 10 or 15 as well as any change to Commitments 16-55 also requires Commission approval. 
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change than any other investor-owned utility in Canada, or the United States for that matter, 1 

because of the Governance Agreement between Hydro One and the Province.  The 2 

Governance Agreement establishes that the Province cannot interfere in the management or 3 

operations of Hydro One.  The only influence it conceivably has is through the selection of 4 

40% of the Hydro One board members.  However, those board members must be independent 5 

of both the Province and Hydro One, and they must meet the high qualification standards set 6 

by Hydro One’s Nominating and Governance Committee.  As a result, Hydro One is no more 7 

subject to the influence of the Province’s politicians than any other investor -owned utility is 8 

subject to the political influence of elected and appointed officials in the jurisdiction in which 9 

it operates.   10 

It is worth noting that investor-owned utilities in Canada and the United States 11 

constantly grapple with political change.  In Washington State, the State Legislature just spent 12 

the 2018 legislative session actively debating whether to adopt a carbon tax.  This legislation 13 

would have had a huge impact on Avista.  Political risk and regulatory challenges exist for 14 

every investor-owned utility.  Hydro One is not more vulnerable to these risks than another 15 

investor-owned utility in Canada and the United States simply because approximately 47% of 16 

its stock is currently owned by the Province.4  The Governance Agreement ensures that Hydro 17 

One’s vulnerabilities to political changes and new regulatory initiatives are on a level playing 18 

field with its fellow utilities in North America.   19 

Q. Staff Witness Anderson and CUB Witnesses Jenks and Gehrke contend a 20 

foreign government could have direct control and influence over Avista given that a 21 

                                                 
4 Following conversion of the convertible debentures described in the rebuttal testimony of 
Hydro One witness Chris Lopez, the Province will hold less than 43% of Hydro One’s 
outstanding stock.  
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large portion of the voting shares of Hydro One are owned by the Province of Ontario.  1 

Do you agree with their speculation?5   2 

A. These concerns are not supported by the facts.  The Governance Agreement 3 

between Hydro One and the Province, the structure of Avista’s board in the Applicants’ 4 

proposed revisions to Commitment No. 3 noted above, the proposed ring-fencing 5 

commitments described in detail in the rebuttal testimony of Hydro One witness Chris Lopez, 6 

and the Commission’s continued and undiminished regulatory authority over Avista prevent 7 

“a government with political goals [from] using [Avista] corporate assets to serve political 8 

needs in Ontario that are unrelated to ratepayer interests in Oregon.”6   9 

 Q. Does the fact that Hydro One held meetings with Glenn Thibeault, 10 

Ontario’s Minister of Energy, on July 17, 2017, and the then leader of the Opposition 11 

and Ontario Progressive Conservative leader Patrick Brown, on July 25, 2017, 12 

regarding the transaction suggest that the provincial government in Ontario exerts 13 

undue influence over Hydro One? 14 

 A. No.  As discussed, such influence would be contrary to and prohibited by the 15 

Governance Agreement. It is good government relations practice to keep government officials 16 

apprised of high profile events at Hydro One. In this case, briefings were held to ensure that 17 

Minister Thibeault and Patrick Brown were informed on the merger and to field any questions 18 

they might have on the topic.  Hydro One also meets with shareholders and potential 19 

shareholders in the regular course of its business and is willing to meet with representatives of 20 

the Province of Ontario in that vein. 21 

                                                 
5 Anderson, Commission Staff Ex. 500, page 5 (lines 7-10; 21-23) and page 6 (line 1); Jenks-
Gehrke, CUB Ex. 100, page 9 (lines 8-15). 
6 Anderson, Commission Staff Ex. 500, page 6 (lines 3-5).  
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Q. Mr. Muldoon raises a concern that the fact that Hydro One’s largest 1 

shareholder, the Province of Ontario, also regulates Hydro One, through the 2 

independent Ontario Energy Board (“OEB”), makes Hydro One more vulnerable to 3 

political change than is typical for investor owned utilities.7  Do you agree?   4 

A. No.  The OEB is an independent energy regulator that regulates electric and 5 

gas utilities in Ontario, not just Hydro One.  The OEB regulates Hydro One in a manner 6 

analogous to the Commission’s regulation of Avista. Hydro One is not anymore subject to 7 

political change and influence through OEB’s regulation than any other Ontario utility.  8 

Similarly, given that OEB is an independent body, just like the Commission, Hydro One is 9 

not any more subject to political change and influence because the Province appoints the 10 

members of the OEB than a utility in the United States that is regulated by a state commission 11 

consisting of politically appointed commissioners.    12 

Q. Mr. Muldoon raised concerns that there are risks to this transaction and 13 

Hydro One’s ownership of Avista posed by Canadian Prime Minister Justin Trudeau’s 14 

February 8, 2018 announcement that Parliament will revise how electric transmission 15 

projects are reviewed at the Canadian federal level through the National Energy Board 16 

(NEB).8  Do you agree?  17 

A. No, this concern is misplaced.  The NEB, a federal regulator based in Calgary 18 

that is currently undergoing some changes, is not a significant regulator of Hydro One.  19 

Rather, the primary regulator of Hydro One is the OEB.  The OEB is a stable regulatory body 20 

located in Toronto.  The majority of Hydro One’s electricity infrastructure is subject to OEB 21 
                                                 
7 Muldoon, Commission Staff Ex. 100, page 25 (lines 6-9); see also, Muldoon, Commission 
Staff Ex. 200, pages 45 (line 17) - 46 (line 2). 
8 Muldoon, Commission Staff 100, pages 8 (line 18) - 9 (line 1); pages 24 (line 10) - 25 (line 
2). 
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regulation and will not be impacted by the new regulatory bodies the federal government is 1 

instituting for the NEB.  The only exceptions are Hydro One’s 11 international power line 2 

interconnection ties to the United States and the new entities that are proposed to replace 3 

them, all of which do fall under the jurisdiction of the NEB.  These, however, are well-4 

established lines and represent a very minor part of Hydro One’s operations, infrastructure, 5 

and investments, i.e., 40 KM of transmission lines out of a total of 30,000 KM of high-voltage 6 

transmission lines owned by Hydro One.  Further, the NEB does not set transmission rates, 7 

the OEB does.  NEB’s jurisdiction is limited to the construction, cooperation, and 8 

maintenance of construction projects.  And, as stated, Hydro One’s transmission lines that fall 9 

under NEB’s jurisdiction are well established, rather than in the initial permitting stages.  10 

Thus, OEB is Hydro One’s sole economic regulator, and the changes to NEB do not represent 11 

a material risk to Hydro One’s operations in Canada or its post-merger ownership of Avista. 12 

Q. Mr. Muldoon cites recent changes to the Province of British Columbia’s 13 

policies regarding the Site C hydroelectric dam project as an example of how Hydro 14 

One is at risk of political influence by the Province of Ontario.9 Please explain why the 15 

Province of British Columbia’s actions with respect to Hydropower Site C does not 16 

support Commission Staff’s premise that Hydro One is vulnerable to political influence 17 

from the Province of Ontario.   18 

A. The Site C hydroelectric dam project is distinguishable from this merger for at 19 

least two significant reasons.  First of all, unlike Hydro One, BC Hydro is a Crown 20 

Corporation.  As explained throughout this testimony, Hydro One is not, as Hydro One 21 

functions independently of the Province of Ontario pursuant to the parties’ Governance 22 

                                                 
9 Muldoon, Commission Staff Ex. 200, page 58 (lines 1-4). 
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Agreement, which does not provide the Province a mechanism to pressure Hydro One on 1 

commercial decisions.  Second, BC Hydro’s suspension of the Site C hydroelectric dam 2 

project is related to a collateral lawsuit by the West Moberly and Prophet River First Nations 3 

of Canada, not any action by the Province of British Columbia.  In their suit, the First Nations 4 

allege that the Site C project violates their treaty rights and the Canadian Constitution.  As 5 

part of negotiations related to the First Nations’ lawsuit, BC Hydro suspended the project 6 

temporarily, but has now resumed the project amid that ongoing lawsuit.  For these reasons, 7 

Site C has no bearing on this transaction and/or how Avista will operate within the post-8 

merger Hydro One corporate structure.   9 

Q. Please explain why Ontario Power Generation’s (“OPG”) cancellation of 10 

two natural gas power plants in Mississauga and Oakville, Ontario does not support 11 

CUB’s premise10 that Hydro One is vulnerable to political influence from the Province 12 

of Ontario. 13 

A. We would like to point out that the cancellation of gas plants in 2011 was, in 14 

fact, the decision of the Ontario government, not OPG.  The two gas plants in question were 15 

private generators procured by the Government of Ontario and not under the purview of OPG.  16 

The decision to cancel these two gas power plants is distinguishable from this transaction and 17 

how Hydro One functions today.  First, because the government of Ontario was a signatory to 18 

the contracts for those two power plants.  Thus, it had a direct and indisputable role in the 19 

development and construction of those two plants.  Second, the government’s decision to 20 

cancel those two plants predated Hydro One’s reorganization into a private corporation.  21 

Thus, it also predated the entry of Hydro One and the Province into the Governance 22 

                                                 
10 Jenks-Gehrke, CUB Ex. 100, pages 12 (line 4) - 13 (line 12). 
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Agreement, which as discussed, would prohibit the Province from unilaterally cancelling or 1 

controlling any project of Hydro One’s.  In short, this example in no way relates to today’s 2 

Hydro One, a commercial, investor-owned utility over which the government can express or 3 

exert no operational control.   4 

Q. Does the Province of Ontario own the same number of shares today as it 5 

did when the Application was filed? 6 

A. No, it owns fewer.  On January 2, 2018, the Province announced the sale of 7 

14,391,012 common shares of Hydro One Limited, representing approximately 2.4% of the 8 

outstanding common shares, to OFN Power Holdings LP, a limited partnership wholly-owned 9 

by Ontario First Nations Sovereign Wealth LP, which is in turn owned by 129 First Nations in 10 

Ontario at a purchase price of $18 per share for a total purchase price of $259,038,216. This 11 

transaction fulfills the Province’s commitment in its agreement-in-principle with the Chiefs-12 

in-Assembly on behalf of the First Nations in Ontario, which was previously announced on 13 

July 12, 2016. 14 

Immediately prior to the closing of the transaction, the Province owned 296,803,660 15 

common shares of Hydro One Limited, representing approximately 49.9% of the common 16 

shares of Hydro One Limited. After completing the transaction, the Province owns 17 

282,412,648 common shares of Hydro One Limited, representing approximately 47.4% of the 18 

common shares of Hydro One Limited. 19 

Based on facts known today and assuming the Proposed Transaction is completed, the 20 

Province’s level of ownership of Hydro One will decline to approximately 42%.   21 

Q. Mr. Muldoon contends that the Province of Ontario’s decision not to 22 

reinvest the proceeds gained from the sale of Hydro One shares of stock back into 23 
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Hydro One’s utility for ratepayers’ benefit demonstrates that the Province will pressure 1 

Hydro One to extract funds from Avista for the benefit of government projects and will 2 

jeopardize Avista’s access to sufficient capital.11  Is this a fair assumption?  3 

A. No.  The stated purpose of the Province’s decision to sell the majority of its 4 

ownership in Hydro One was to fund an important infrastructure program in Ontario, as well 5 

as to lower provincial debt.  The Province also wanted to encourage public ownership to drive 6 

efficiencies and productivity in Ontario’s utility sector.   7 

As part of its decision to make Hydro One a publicly traded company in which it 8 

would no longer have a majority ownership interest, the Province and Hydro One also entered 9 

into the Governance Agreement that limits the Province’s role in Hydro One to that of a 10 

shareholder with no authority to dictate the management and operations of Hydro One.  The 11 

Province’s decision to transform Hydro One into a publicly traded company, to reduce its role 12 

in Hydro One to that of a shareholder, and to use the proceeds from the sale of more than half 13 

of its ownership in Hydro One do not in any way relate to how today’s Hydro One board will 14 

function as the owner of Avista.   15 

Q. Is Hydro One willing to revise its merger commitments to ensure that 16 

Avista will have sufficient access to capital?   17 

A. Revised Oregon Merger Commitment Nos. 32 through 36 commit Hydro One 18 

to providing equity capital injections as needed for Avista to maintain its investment level 19 

credit rating, and other important commitments related to Avista’s credit rating and dividend 20 

distribution (see Ex. 801):   21 

                                                 
11 Muldoon, Commission Staff Ex. 100, pages 4 (line 13) - 5 (line 2). 
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  1 

 2 

32. Capital Structure Support: Hydro One will provide equity te rm1313e1-t Avista 's capital s tn1emre 
that is design.id to allow iniections as needed for maintaining the financia l integrity of Avista 
access to debt finaacing under reasonable teans and on a sm;ta inabl.i basissuch that Avista 
mainta ins an investment-grade credit rating. 

33. Utility-Level Debt and Preferred Stock: Avista will mainta in separate debt and preferred stock, 
if any, to support its utility operations. 

34. Continued Credit Ratings: :!fach of Hydro Gae aad Avista will continue to be rated by 

Moody's and at least one Q!heLnationa lly recognized statistieal '·Rating l\~eney."credit rating 
agency Hydro One and A·;ista will use reasenaele eest effet"tscon!jnqe to eet-ain anel 1naintain a 
r;e13Mate ereelit rating fer Avis t-a ft·embe rated by at least one Rating ,\geney v,ithin the ninety 
(99) days fellewing tbe elesing ef the Prnf)eseel Transaetien. If Hyelrn One anel Avista are 
½maele te eetain er mainta.in the r;e13arate rating fer Avis t-a. tbey will 1Bake a §lingnationally 
recognized credit rating agency Avista will provide notice and if requested consult with ff½e 
Commission en13laining the ea-sir; fer their failure te eet-a.in er n1a.intain sueh se13arateStaff and 
Hydro One agrees Avista will do so in the event that Moody's or another nationally recognized credit 
rating .f&ageocy downgrades Avista's credit rating for any reason If Avista·s credit rating drops 
below investment grade for Moody's or another nationa lly recognized credit rating agency Avista will 
file and Hydro One agrees Avista will file a plan with the Commission detailing a range of options to 
mainta in or restore Avista's credit rating or to expla in actions cons istent with Avista's customers' 
best interest. Upon Commission request Avista will present, and parties to Hydro One agrees 
Avista will present this pi·oc.i.iding will ha• ·e an opport1.mityplan to the Commission with 

appropriate provisions in place to 13artiei13ate anel fJfSjlese additiena.l eenunitn1ents . ~ 
confidentia l information. 
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 1 

Q. Mr. Muldoon contends that there is a risk that the Province of Ontario 2 

will pressure Hydro One to raise Avista’s rates or not provide Avista the capital support 3 

it needs because the Ontario government will want high dividends to fund its 4 

infrastructure investment program and to keep electricity rates low for Hydro One 5 

customers.12  Is this possible?   6 

A. No, the simple fact is that the Province cannot do this.  In addition, Hydro One 7 

is not looking to extract funds from Avista in order to fund government priorities rather than 8 

ensure that Avista remains a properly run utility.  Furthermore, it must be emphasized that 9 

Hydro One’s and Avista’s merger commitments (which have been further strengthened in the 10 

Revised Oregon Merger Commitments presented as Ex. 801 to my testimony) ensure that (i) 11 

                                                 
12 Muldoon, Commission Staff Ex. 100, page 8 (lines 10-16). 

;35 Restrictions on Upward Dividends and Distributions: 

a. # Except as noted in (bl below if either (i) Avista's corporate credit/issuer rating as determined 

by at least one im;h,istr;nationally recognized rating agency, insh,iGl ing, gyt ,~ot limitoGI that 

jss1Jes ratings wuh respect to, S&P, Moody's, Fitel'l, or Morningstar Avista is investment 
grade= or (ii) the ratio of Avista's EBITDA to Avista's interest expense is greater than or equal 
to 3.0, then distributions from Avista to Olympus Equity LLC shall not be limited so long as 
Avista's equity ratio is equal to or greater than 44 percent on the date of such Avista distribution 
after giving effect to such Avista distribution, except to the extent the Commission establishes a 
lower equity ratio for ratemaking purposes. Both the EBITDA and equity ratio shall be 
calculated on the same basis that such ca lculations would be made for ratemaking purposes for 
regulated utility operations. 

b. If Avista's equity ratio is lower than 46 percent Avista must notify the Commission of its 
intention to declare a special dividend (defined as a one-time dividend that is paid in addition to 

Avista's established or expected quarterly dividend} at least 30 days before the intended date of 
s1Jch dividend Any s1Jch dividends from Avista to Olympus Eqll ity I I C are aHowed only with 
prior Commission approval. 

e-,c_ Under any other circumstances, distributions from Avista to Olympus Equity LLC are allowed 
only with prior Commission approval. 

;36 Pension Funding: Avista will maintain its pension funding policy in accordance with sound 
actuarial practice, and applicable legal requ irements Hydro One will not seek to change Avista's 
pension funding policy 
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Avista’s post-merger Board of Directors and existing executive leadership will manage Avista 1 

-- not Hydro One’s Board (see Revised Oregon Merger Commitment Nos. 2 and 3), and (ii) 2 

the Hydro One Board will not be able to extract funds from Avista that would jeopardize 3 

Avista’s credit rating, debt-to-equity ratio, or safety and reliability standards (see Revised 4 

Oregon Merger Commitment Nos. 15, 24, 32, 34, 35, 44).  Also, Avista’s customers will be 5 

protected from such concerns because the Commission’s jurisdiction, and that of the other 6 

state commissions that regulate Avista, will remain unchanged by the transaction, as affirmed 7 

in Revised Oregon Merger Commitment Nos. 18 and 19:   8 

 9 

18 State Regulatory Authority and Jurisdiction: Oly1n13lis Holeling Coffl. l:JYdro One and its 
subsidiaries, including Avista, as applicable and as appropriate, will comply with all applicable laws, 
including those pertaining to transfers of property, affiliated interests, and securities and the 
assumption of obligations and liabilities As required by and eonsistent witb applicable laws venqe 
for resolution of proceedings related to these matters will be at the appropriate state utility 
coromissioo(s} Hydro One and its subsidiaries including Avista will make their employees and 
officers available to testify before the Commission at the Commission's request to provide 
information relevant to the mailers with in its jurisdiction 

Hydro One and Avista agree that the Commission would have jurisdiction in any future proceedings 
regarding any uorecovered liabilities to the State of Oregon that may result from North American 
Free Trade Agreement {"NAFTA"l Chapter Eleven mediations arbitrations or any other litigation 
brought by Hydro One's shareholders under NAFTA. Only the Commission and/or the Oregon 
Attorney General may initiate such proceeding before the Commission for purposes of this 
paragraph. 

Hydro One its affiliates and its subsidiaries all agree to submit to the iurisd iction of the Commission 
for: 11 l all matters related to the Merger and the enforcement of the conditions set forth herein to the 
extent relevant to operations of Avista in Oregon· and 12) matters relating to affiliate transactions 
between Avista and Hydro One or tts affiliates to the extent relevant to operations of Avista in 
Oregon. Hydro One will also cause each of its affiliates that supplies goods or services to Avista to 
submit to the jurisdiction of the Commission for matters relating to the provision or costs of such 
goods or services to Avista. The Commission's authority over Avista will be unchanged by the 
Merger 

Avista will and Hydro One agrees that Avista and other Hydro One affiliates as applicable will 
comply with the statutes regulations and orders applicable to Avista and its affiliates regarding 
affiliate transactions Hydro One will permit the Commission to examine the accounting records of 
Hydro One and its affiliates that are the basis for charges to Avista's operations in Oregon to 
determine the reasonableness of allocation factors used by Hydro One to assign those costs and 
amounts subject to allocation and direct charges. 

-19. Compliance with Existing Commission Orders: Olympus Holding Corp. and its subsidiaries, 
including Avista, acknowledge that all existing orders issued by the Commission with respect to 
Avista or its predecessor, Washington Water Power Co., will remain in effect, and are not modified or 
otherwise affected by the Proposed Transaction. 
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Finally, as noted in our Application, Hydro One’s first stated purpose for the proposed 1 

purchase of Avista is growth; therefore, it would not be logical for Hydro One to endure the 2 

regulatory processes of five different jurisdictions and to pay a premium for Avista to then 3 

deplete the company of its value.  4 

Q. Mr. Muldoon suggests that the Province of Ontario’s Trillium Trust is 5 

another example of why the Commission should be concerned that Avista will not have 6 

access to capital if acquired by Hydro One.13  Please explain the Trillium Trust and 7 

whether it demonstrates that Avista will have difficulty obtaining access to capital if 8 

acquired by Hydro One.   9 

 A. The Ontario Trillium Trust was established by the Province of Ontario to 10 

support its efforts to invest in transit and transportation infrastructure.  Net proceeds from the 11 

sale of qualifying provincial assets will be allocated to the Ontario Trillium Trust which, in 12 

turn, will be used to fund infrastructure projects. The shares of Hydro One Limited held by 13 

the Province of Ontario are considered qualifying provincial assets.  The Ontario Trillium 14 

Trust, however, is not otherwise associated with Hydro One and has no impact on its 15 

governance or access to capital. 16 

 Q. Should the Commission be concerned that Avista’s safety, reliability, and 17 

service quality levels will drop as a result of the merger because of the Province’s 18 

ownership of Hydro One stock, as suggested by CUB?14 19 

 A. No, not at all.  As provided in Revised Oregon Merger Commitment No. 15 20 

(Ex. 801), the Applicants have committed that Avista will maintain its safety and reliability 21 

standards and policies and service quality measures in a manner that is substantially 22 
                                                 
13 Muldoon, Commission Staff Ex. 200, pages 46 (line 13) - 47 (line 7). 
14 Jenks-Gehrke, CUB Ex. 100, pages 11 (line 8) - 12 (line 3). 
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comparable to, or better than, those currently maintained by Avista:   1 

 2 

Additionally, Avista and Hydro One commit to providing a Service Quality Measures 3 

Program that is Attachment A to Ex. 801 of my testimony.   4 

 Revised Oregon Merger Commitment No. 15 requires that Avista continue to make 5 

necessary capital investments in order to maintain safety, reliability, and service quality 6 

levels.  There is no reason for concern that Avista will be required to pay dividends to Hydro 7 

One, rather than making the investments necessary to maintain and to enhance its electric and 8 

gas distribution businesses.  Again, any insinuation that the Province of Ontario would 9 

somehow exert pressure on Hydro One to seek increased dividends from Avista is wholly 10 

unfounded in light of Hydro One’s Governance Agreement, operating history, and Revised 11 

Oregon Merger Commitment No. 15. 12 

 Q. Mr. Muldoon recommends that Hydro One and Avista adopt a 13 

commitment restricting the venue of disputes regarding Avista to Washington and 14 

Oregon so as to preclude Hydro One-favoritism in Ontario.15  Are Hydro One and 15 

Avista willing to do this?      16 

A. While Hydro One does not accept the premise for Mr. Muldoon’s request, 17 

Hydro One and Avista propose Revised Oregon Merger Commitment Nos. 18 (quoted above) 18 

and 29 to make crystal clear that Hydro One will submit to the jurisdiction of all of the state 19 

regulatory authorities that regulate Avista and the state courts in these jurisdictions for any 20 

                                                 
15 Muldoon, Commission Staff Ex. 200, page 58 (lines 8-13). 

15. Safety a1nd Reliability Standards and Service Quality Measures: Avista will and Hydro One 
agrees Avista will maintain Avista's safety and reliability standards and policies and service quality 
measures in a manner that is substantially comparable to, or better than, those currently maintained. 

Additionally Avista and Hydro One commit to providinqr a Service 0 11ality Measures Program !see 
Attachment A). 
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dispute involving Avista.  Here are the proposed revisions for Revised Oregon Merger 1 

Commitment No. 29: 2 

    3 

Q. Please summarize the concerns raised by CUB witnesses Jenks and 4 

Gehrke regarding the acquisition of Avista by Hydro One as it relates to foreign 5 

ownership.16 6 

A. CUB witnesses Jenks and Gehrke note that the Province of Ontario has been 7 

looking for ways to reduce the provincial debt load following the last recession.  They 8 

contend that the Ontario government could decide at some future time either to sell all its 9 

shares in Hydro One or to sell Avista, rather than raising taxes or cutting government 10 

spending.  On that basis, CUB is concerned that Hydro One may be a short-term investor in 11 

Avista, and that once the decision is made to sell Avista, Hydro One will stop making the 12 

necessary investments in Avista, causing degradation in reliability and service quality for 13 

Oregon customers. 14 

Q. Is there a risk, as suggested by the CUB witnesses, that Avista could be 15 

privatized or sold by Hydro One after the merger because the Province of Ontario, as 16 

Hydro One’s largest shareholder, will seek divestiture of Avista?17   17 

A. As explained in my prior answers in this rebuttal testimony, the Governance 18 

Agreement prevents the Province of Ontario from requiring the divestiture of Avista.  That 19 

                                                 
16 Jenks-Gehrke, CUB Ex. 100, pages 9 (line 10) - 10 (line 8). 
17 Jenks-Gehrke, CUB Ex. 100, page 7 (lines 1-12). 

~29. Submittal to State Cou rt Jurisdiction for Enforcement of Commission Orders : Hydro One 
Olympus Holding Corp., en its e,,.n and its s·1,1bsiEliaries' behalf iad1,1Eling A•·ist'a 's, willAvista 
will ioint ly file with the Commission prior to closing the Proposed Transaction an affidavit affirming 
that ttthey will submit to the j urisdiction of the relevant state courts for enforcement of the 
Commission's orders adopting ~ he commitments made by and binding upon them and their 
affiliates where noted and subsequent orders affecting Avista. 
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decision rests solely with the Hydro One Board.  Furthermore, the Commission would have 1 

jurisdiction to review any proposed divestiture of Avista by Hydro One.  Moreover, Hydro 2 

One has no intention of divesting Avista after the significant effort that it will go through to 3 

acquire Avista.  As explained in more detail in the Oregon Rebuttal Testimony of Christopher 4 

Lopez (Ex. 900), Hydro One is a strategic buyer of Avista, as compared with a financial buyer 5 

(such as a pension fund) that would seek to flip Avista in five to ten years.  Hydro One 6 

anticipates significant value from the business line and geographic diversification that Avista 7 

brings to Hydro One.  That value will not be realized if Avista is divested in the short-term. 8 

IV. NAFTA 9 

Q. CUB Witnesses Jenks and Gehrke contend that NAFTA will allow Avista 10 

to avoid the jurisdiction and orders of the Commission because Avista’s parent is a 11 

Canadian corporation.18  Is this true?   12 

A. No, it is not true.  I understand that in recent cases, intervenors in merger 13 

approval proceedings at state utility commissions have raised the issue that NAFTA could 14 

impair the jurisdiction of a state utility commission when a Canadian company acquires a 15 

U.S. utility.     16 

General concerns about the potential for NAFTA to interfere with the power of United 17 

States regulators have also been raised since NAFTA went into effect 24 years ago.  But those 18 

fears are not supported by law and have not been realized in practice.  Specifically, fears that 19 

NAFTA would be used by foreign investors to interfere with the normal operations of 20 

regulatory bodies in the United States, such as the Commission, have proven to be completely 21 

unfounded. 22 

                                                 
18 Jenks-Gehrke, CUB Ex. 100, pages 14 (line 17) - 15 (line 3). 
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 NAFTA Chapter 11 cannot affect the scope of the Commission’s authority over 1 

Avista.  NAFTA Chapter 11 only provides for monetary awards or restitution of expropriated 2 

property and, therefore, cannot be used to alter or to nullify a Commission decision or 3 

regulation.19  In its review of the Fortis/CH Energy Group merger, the New York Public 4 

Service Commission stated the following: 5 

[A] state regulatory agency acting lawfully within its statutory authority is not 6 
liable to a claim of damages under NAFTA unless an entity covered by the 7 
treaty can demonstrate that it made its investment in the state pursuant to 8 
express commitments made by the agency which were subsequently broken.20 9 

 10 
 I can affirm that the Commission has made no “express commitments” to induce 11 

Hydro One’s acquisition of Avista stock.  As a result, Hydro One enjoys no special procedural 12 

or substantive advantages as “an entity covered by [NAFTA]” over any domestic entity to 13 

challenge the lawful actions of the Commission.  14 

Furthermore, Hydro One and Avista are willing to add a provision to Revised Oregon 15 

Merger Commitment No. 18 (quoted above) confirming that Hydro One and Avista agree that 16 

the Commission would have jurisdiction in any future proceedings regarding any unrecovered 17 

liabilities to the State of Oregon that may result from NAFTA Chapter Eleven mediations, 18 

arbitrations, or any other litigation brought by Hydro One’s shareholders under NAFTA.  The 19 

language in Commitment No. 18 makes clear that both Hydro One and Avista recognize that 20 

NAFTA does not curtail the authority of the Commission to promulgate and to enforce 21 

relevant rules and regulations, that Hydro One and Avista explicitly recognize that the 22 

                                                 
19 See NAFTA Art. 1135(1)(a), (b).  
20 Joint Petition for Approval of the Acquisition of CH Energy Group, Inc. by Fortis Inc. and 
Related Transactions, New York Public Service Commission Case 12-M-0192 (“Fortis”), 
Order Authorizing Acquisition at 33 (Jun. 26, 2013) (“Fortis Final Order”) (attached hereto as 
Exhibit 804); and Recommended Decision of Administrative Law Judges at 46 (May 3, 2013) 
(“Fortis Recommended Decision”) (attached hereto as Exhibit 805).  
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Commission’s authority over Avista’s operations will remain unchanged by the merger, that 1 

the parties will comply with all applicable laws and regulations, and that they recognize the 2 

Commission’s jurisdiction over the matters of concern to CUB.  Taken together, the 3 

established law and precedent regarding NAFTA, particularly when coupled with the express 4 

commitments undertaken by the parties in this merger, leaves no reasonable doubt whether 5 

the Commission’s authority will be encumbered by NAFTA and this merger.   6 

Q. To your knowledge, has NAFTA ever been an issue in an acquisition of a 7 

U.S. investor-owned utility by a Canadian energy company? 8 

A. No, it has not.  Over the past ten years, U.S. companies have purchased 9 

numerous Canadian energy assets and, likewise, Canadian companies have made almost 170 10 

acquisitions of U.S. energy assets.21  NAFTA has not been an issue in any of these cases.   11 

V. HYDRO ONE’S CAPABILITIES 12 

Q. Mr. Muldoon contends that because Hydro One became a privately owned 13 

utility just over two years ago, Hydro One’s leadership is not yet prepared to acquire 14 

another substantial utility.22  Do you agree with this assessment?   15 

A. No.  Hydro One is well prepared to acquire Avista.  Part of the plan to make 16 

Hydro One a publicly traded company was to drive efficiencies in the utility and utility sector.  17 

Hydro One’s executive leadership was thus strengthened to ensure that Hydro One had a team 18 

with deep experience in mergers and acquisitions. Hydro One has attracted highly qualified 19 

and skilled directors and senior executives to enable that transformational vision.   20 

I joined Hydro One in September 2015.  Early in my career, I held a number of key 21 

                                                 
21 Based on data compiled by Hydro One’s consultant, Concentric Energy Advisors, from 
SNL. 
22 Muldoon, Commission Staff Ex. 100, page 9 (lines 8-10) and page 23 (lines 14-16). 
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management positions of increasing responsibility at General Mills, Inc., until I joined 1 

ConAgra as President of their Canadian operations and spearheaded ConAgra’s expansion 2 

into Canada. Prior to joining Hydro One, I worked at Viterra as its President and CEO. During 3 

my time there, I led its transformation from a relatively small regional co-operative with a 4 

$200 million market capitalization into a publicly-held, $7.5 billion dollar corporation with 5 

nearly 7,000 employees and operations around the world. This transformation included the 6 

consolidation of Canada’s agriculture sector, the acquisition of Agricore United, and the 7 

acquisition of ABB (Australia’s leading agricultural corporation). In recognition of these 8 

accomplishments, I was named “Chief Executive of the Year in 2009” by Canadian Business 9 

Magazine.  10 

Hydro One’s Chief Operating Officer Greg Kiraly joined Hydro One in September 11 

2016.  Mr. Kiraly has spent more than 30 years in the utility sector and has an extensive 12 

background in energy transmission and distribution. Prior to joining Hydro One, Mr. Kiraly 13 

served as senior vice president of Electric Transmission and Distribution at Pacific Gas and 14 

Electric Company (PG&E) in San Francisco, which delivers energy to more than 16 million 15 

customers in northern and central California. Since joining PG&E in 2008, Mr. Kiraly led 16 

efforts that achieved the lowest employee injury rates ever, seven straight years of record 17 

electric reliability, and over $500 million in productivity improvements and efficiency 18 

savings. Before PG&E, Mr. Kiraly held executive-level positions in energy delivery at 19 

Commonwealth Edison (Exelon) in Chicago and leadership positions in both gas and electric 20 

distribution at Public Service Electric and Gas Company in Newark, New Jersey. Mr. Kiraly 21 

holds a bachelor’s degree in industrial engineering from New Jersey Institute of Technology 22 

and a master’s of business administration in finance from Seton Hall University. He is also a 23 
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graduate of Harvard University’s Advanced Management Program.  1 

On January 28, 2018, Hydro One announced that Paul Dobson was joining Hydro One 2 

as its Chief Financial Officer (CFO), effective March 1, 2018.  Mr. Dobson was most recently 3 

CFO for Direct Energy Ltd. (Direct Energy) in Houston, Texas, where he was responsible for 4 

the overall financial leadership of a $15 billion revenue business with three million customers 5 

in Canada and the U.S. Prior to this CFO role, Mr. Dobson was the COO of Direct Energy 6 

with responsibility for Operations, IT, Procurement, and business transformation. Since 2003, 7 

Mr. Dobson has held leadership positions in finance, operations, and customer service across 8 

the Centrica Group, the parent company of Direct Energy. Prior to his time at Direct Energy, 9 

Mr. Dobson worked for CIBC for 10 years in both finance and business development. 10 

Throughout his career, Mr. Dobson has gained considerable experience pursuing mergers and 11 

acquisitions and integrating acquired companies across North America and in the United 12 

Kingdom.   13 

Hydro One’s Executive Vice-President, Customer Care and Corporate Affairs, Ferio 14 

Pugliese, joined Hydro One in September 2016.  Prior to joining Hydro One, Mr. Pugliese 15 

held progressively senior leadership roles at WestJet, and in 2013 led the launch and 16 

successful operation of the company’s regional airline as President of WestJet Encore. 17 

WestJet Encore was recognized for having the continent’s top on-time performance for 18 

regional airlines in 2015.  Prior to WestJet, Mr. Pugliese held senior roles in Human 19 

Resources and Operations at Catalyst Paper Corporation, western North America’s largest 20 

producer of mechanical printing paper, and at Casino Rama Resort, a complete entertainment 21 

destination and Ontario’s only First Nations commercial casino. Mr. Pugliese is highly 22 

recognized as a market leader in customer service and brings expertise in building and leading 23 
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a winning culture focused on serving its customers and communities. Mr. Pugliese was 1 

recognized by Caldwell Partners as one of Canada’s Top 40 under 40 in 2007. He holds a 2 

Master of Arts degree in Adult Education from Central Michigan University, an Honors 3 

Bachelor of Arts degree in Social Science and an Honors Bachelor of Commerce degree from 4 

the University of Windsor.     5 

Hydro One’s Executive Vice-President and Chief Legal Officer James Scarlett joined 6 

Hydro One in September 2016.  Prior to joining Hydro One, Mr. Scarlett was a Senior Partner 7 

at Torys LLP. He joined Torys in March 2000 and held a number of leadership roles at the 8 

firm, including head of Torys’ Capital Markets Group, Mining Group and International 9 

Business Development strategy. Mr. Scarlett was also a member of the firm’s Executive 10 

Committee from 2009-2015. Mr. Scarlett’s legal career prior to joining Hydro One focused 11 

heavily on mergers and acquisitions.  He has been involved with over 15 mergers and 12 

acquisitions worth approximately C$18 billion.  Mr. Scarlett has extensive finance 13 

experience, having been involved in several nine-figure public offerings.  He also has 14 

significant experience in public company governance, securities regulatory, and general 15 

corporate law.  Prior to joining Torys, Mr. Scarlett was a partner at another major Canadian 16 

law firm.  While at that firm, Mr. Scarlett held leadership roles as head of its Corporate Group 17 

and Securities Group, as well as a member of its Board.  Mr. Scarlett was also seconded to the 18 

Ontario Securities Commission in 1987 and was appointed as the first Director of Capital 19 

Markets in 1988, a position he held until his return to private law practice in 1990.  Mr. 20 

Scarlett earned his law degree (J.D.) from the University of Toronto in 1981 and his Bachelor 21 

of Commerce Degree from the University of McGill in 1975. In 2015, Mr. Scarlett earned his 22 

ICD.D (Institute of Corporate Directors) designation.  A more detailed summary of Mr. 23 
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Scarlett’s pre-Hydro One experience is attached as Ex. 806 to my testimony. 1 

On February 21, 2018, Hydro One announced that Patrick Meneley would replace 2 

Paul Barry as its Executive Vice President (EVP) and Chief Corporate Development Officer 3 

effective March 1, 2018.  Mr. Meneley’s experience with mergers and acquisitions is deep 4 

and wide.  Mr. Meneley was most recently EVP, Wholesale Banking at TD Bank Group and 5 

Vice Chair and Head of Global Corporate and Investment Banking for TD Securities.  In that 6 

capacity, he spent 15 years leading TD’s North American corporate and investment banking 7 

business, which included a large M&A advisory and execution practice.  At Hydro One, Mr. 8 

Meneley will be responsible for leading strategy, innovation, and mergers and acquisitions. 9 

Effective November 14, 2016, Mr. Lopez was appointed as Senior Vice President of 10 

Finance, bringing to Hydro One almost 17 years of progressive experience in the utilities 11 

industry in Canada and Australia. Prior to joining Hydro One, Mr. Lopez was the Vice 12 

President, Corporate Planning and Mergers & Acquisitions at TransAlta Corporation from 13 

2011 to 2015.  In this role, Mr. Lopez was accountable for identifying and executing on 14 

growth opportunities in the United States, Canada, and Australia.  During this time, the 15 

company reviewed transactions with a cumulative asset value in excess of C$10 billion and 16 

successfully completed a number of transactions, including the launch of TransAlta 17 

Renewables Inc., a TSX listed company, with approximately C$2 billion in assets.  From 18 

2007 to 2011, Mr. Lopez was Director of Operations Finance at TransAlta in Calgary.  He 19 

held senior financial roles up to and including Country Financial Controller for TransAlta in 20 

Australia, from 1999 to 2007.  Mr. Lopez worked as a Senior Financial Accountant with Rio 21 

Tinto Iron Ore in Australia from 1997 to 1999.  22 

Hydro One’s executive leadership team has deep experience leading corporations and 23 
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with mergers and acquisitions at those corporations. As the largest distributor in Ontario, 1 

Hydro One has been an active consolidator of local distribution companies. In the late 1990s 2 

and early 2000s, when significant changes were made to the electricity sector in Ontario, 3 

Hydro One acquired 88 individual local distribution companies, which were subsequently 4 

integrated into Hydro One’s distribution business (with the exception of Hydro One Brampton 5 

Networks Inc., which was operated as a stand-alone entity).  6 

More recently, Hydro One acquired Haldimand Hydro in June 2015 and Norfolk 7 

Power in August 2014, as well as Woodstock Hydro in October 2015, adding approximately 8 

55,000 customers to its distribution network. A fourth Hydro One acquisition, of Orillia 9 

Power Distribution, is currently pending. Through these recent acquisitions, Hydro One will 10 

have increased its distribution customer base by approximately 5%.   11 

Furthermore, in October 2016, the Company acquired Great Lakes Power 12 

Transmission LP (subsequently renamed Hydro One Sault Ste. Marie LP (“HOSSM”)), an 13 

electricity transmission company operating along the eastern shore of Lake Superior, north 14 

and east of Sault Ste. Marie, Ontario.  HOSSM continues to operate 560 km of high and 15 

medium voltage transmission lines, stations, and related infrastructure.   16 

Finally, Mr. Muldoon’s concern that Avista will be run by a Hydro One leadership 17 

team that is not prepared to integrate Avista into the Hydro One corporate structure disregards 18 

one of the most important aspects of this transaction: our commitment that Avista will remain 19 

as a stand-alone utility that will continue to be operated by Avista’s existing management and 20 

employees and governed by the Avista Board of Directors, with many from the five states in 21 

which Avista operates.  See Revised Oregon Merger Commitment Nos. 2, 3, 4, 9, 10, 15. 22 

Q. Commission Witness Mr. Muldoon expresses concern that Hydro One is 23 
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not prepared to own Avista because Hydro One is only an electric transmission and 1 

distribution utility.23  Is Hydro One prepared to own a gas utility?  2 

A. Yes.  As Hydro One was looking for potential U.S. partners, one of its goals 3 

was to diversify its business lines into related businesses.  Hydro One’s diversification 4 

strategy includes entering the natural gas utility business. Hydro One is well prepared to own 5 

a gas utility.   6 

First, it cannot be stressed enough that a significant feature of our merger agreement 7 

with Avista is our commitment that Avista will remain as a stand-alone utility that will 8 

continue to be operated by Avista’s existing management and employees and governed by the 9 

Avista Board of Directors.  See Revised Oregon Merger Commitment Nos. 2, 3, 4, 9, 10, 15. 10 

Moreover, while Hydro One expects Avista’s managers and employees to continue to 11 

operate Avista’s natural gas utility at the high standards it has always met, it is worth noting 12 

that Hydro One’s Chief Operating Officer, Greg Kiraly, has significant experience in energy 13 

transmission and distribution, in both electricity and gas. He has served in various executive 14 

leadership roles across three of the largest investor-owned utilities in the United States, 15 

namely Pacific Gas and Electric (PG&E), Commonwealth Edison (ComEd), and Public 16 

Service Electric & Gas Company (PSE&G).   He spent the first ten years of his career in 17 

engineering and leadership roles, responsible for managing gas distribution operations and 18 

assets. 19 

In 1986, Mr. Kiraly was hired as an engineer at PSE&G in New Jersey in its gas 20 

distribution department.  He held various progressive engineering roles designing and 21 

building gas distribution assets for several years.  The specific assets managed included the 22 
                                                 
23 Muldoon, Commission Staff Ex. 100, page 8 (lines 16-18); see also, Jenks-Gehrke, CUB 
Ex. 100, unredacted pages 24 (line 9) - 25 (line 2). 
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gas distribution network of mains, services, metering and regulating equipment, and 1 

associated equipment.  He was promoted to district/area manager, where for the next few 2 

years he was responsible for the design, engineering, construction, maintenance, and 3 

operation of a gas distribution network in northern New Jersey serving several hundred 4 

thousand customers.  He managed hundreds of managerial and craft employees, along with 5 

construction contractors.  He also held a business development role for a couple of years 6 

marketing natural gas air-conditioning and other natural gas related services.  Thereafter, he 7 

held roles in PSE&G’s electric distribution business.  Mr. Kiraly spent the last two years at 8 

PSE&G as its corporate safety manager, providing safety policy, direction, and program 9 

management for the entire company, including its gas business. 10 

Mr. Kiraly joined PG&E, the primary subsidiary of Pacific Gas & Electric 11 

Corporation and California’s largest electric and gas utility, in 2008. While at PG&E, Mr. 12 

Kiraly was the Vice-President, Energy Delivery from 2008-2010, where he provided 13 

leadership oversight of electric and gas maintenance and construction in San Francisco and 14 

the adjacent suburbs, and Electric Transmission, Substation, and Project Services throughout 15 

PG&E’s entire territory.  From 2008 to 2009, Mr. Kiraly was responsible for both gas and 16 

electric distribution operations for the city of San Francisco and the surrounding suburbs.  17 

This included managing gas distribution operations, maintenance, and construction at multiple 18 

service centers and responsibility for thousands of employees and contractors, along with a 19 

budget in excess of $1 billion.  The specific assets managed included the gas distribution 20 

network of mains, services, metering and regulating stations, and associated equipment. 21 

Q. CUB’s witnesses argue the privatization of Hydro One led to rising 22 
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electricity costs in Ontario.24  Is this true? 1 

A. No, the privatization of Hydro One has not increased electricity costs in 2 

Ontario.  To the contrary, Hydro One has made significant productivity savings since 3 

becoming a private company.  As a result of improved management and efficiency programs, 4 

we have delivered $114.4 million in productivity savings since our IPO.  Rising electricity 5 

costs in Ontario are primarily related to generation costs, e.g., global adjustment, which have 6 

nothing to do with Hydro One and whether it is a public or private entity.  7 

Q. Is CUB’s contention true that Hydro One lacks experience to act as a good 8 

corporate citizen since it only recently became a private company?25  9 

A. No, Hydro One has a track record of good corporate citizenship.  Prior to 2015, 10 

Hydro One maintained a strong giving culture, both as a corporation and among its 11 

employees.26  Since becoming a private company in 2015, Hydro One has maintained a strong 12 

commitment to charitable giving and customer service.27  Both prior to and after 2015, Hydro 13 

One has filed annual public reports documenting the company’s charitable and giving 14 

contributions. 15 

VI. APPLICATION OF MERGER COMMITMENTS TO HYDRO ONE 16 

Q. NWIGU Witness Mr. Mullins faults Hydro One for not including Hydro 17 

One Limited in most of the commitments that were proposed in the Application.28  Why 18 

did Hydro One and Avista decide not to include Hydro One in every commitment?   19 

A. Hydro One and Avista drafted the commitments in the Application to apply to 20 

                                                 
24 Jenks-Gehrke, CUB Ex. 100, page 7 (lines 1-12). 
25 Id. at page 9 (lines 1-13). 
26 Schmidt, Hydro One Ex. 200, pages 30 (line 4) - 31 (line 16). 
27 Id. 
28 Mullins, NWIGU Ex. 100, page 2 (lines 6-10) and page 18 (lines 13-14). 
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the companies in the Hydro One/Avista ownership structure that would be responsible for 1 

implementing the commitment or complying with the commitment -- Avista, Hydro One, 2 

and/or any of the subsidiaries between Hydro One and Avista.  As noted in my responses 3 

above, a significant feature of our merger agreement with Avista is our commitment that 4 

Avista will remain as a stand-alone utility that will continue to be operated by Avista’s 5 

existing management and employees and governed by the Avista Board of Directors, many of 6 

whom will be from the five states in which Avista operates.  See Revised Oregon Merger 7 

Commitment Nos. 2, 3, 4, 9, 10, 15.  Hydro One’s respect for Avista’s management and track 8 

record as a well-run utility influenced the companies’ approach to drafting the merger 9 

commitments.  For example, Avista, not Hydro One, has the authority to make Avista’s 10 

ongoing filings with the Commission.  This approach, however, should not be interpreted as 11 

Hydro One being unwilling to support Avista or its other subsidiaries in complying with or 12 

implementing the commitments.   13 

In order to provide Commission Staff and the other intervenors comfort that Hydro 14 

One fully stands behind each of the commitments, Hydro One and Avista propose in Exhibit 15 

801 to my testimony to amend the following commitments to make Hydro One’s support 16 

clear:  Revised Oregon Merger Commitment Nos. 1 (Reservation of Certain Authority to the 17 

Avista Board of Directors), 9 (Avista’s Headquarters), 15 (Safety and Reliability Standards 18 

and Service Quality Measures), 16 (Treatment of Net Cost Savings and Transaction Costs), 18 19 

(State Regulatory Authority and Jurisdiction), 20 (Separate Books and Records), 21 (Access 20 

to and Maintenance of Books and Records), 24 (Avista Capital Structure), 29 (Submittal to 21 

State Court Jurisdiction for Enforcement of Commission Orders), 30 (Annual Report on 22 

Commitments), 34 (Continued Credit Ratings), 36 (Pension Funding), 41 (Non-Consolidation 23 
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Opinion), 43 (Restriction on Pledge of Utility Assets), 44 (Hold Harmless; Notice to Lenders; 1 

Restriction on Acquisitions and Dispositions), 46 (No Amendment of Ring-Fencing 2 

Provisions).       3 

Q. Mr. Muldoon contends that Commitment No. 32 is in need of revision to 4 

become a clear, binding Commitment on Hydro One, Avista, and all affiliates.29  Is this 5 

accurate?  6 

A. Original Oregon Merger Commitment No. 32 (now Commitment No. 31 in Ex. 7 

801 to my testimony, the Revised Oregon Merger Commitments) was not amended to address 8 

this issue raised by Mr. Muldoon.  Rather, Hydro One and Avista carefully reviewed all of the 9 

original commitments and amended them where applicable to establish that Hydro One 10 

supports Avista and its other subsidiaries in complying with or implementing the 11 

commitments.  12 

Q. Is NWIGU Witness Mr. Mullins correct that there is a risk that the 13 

Commission will not be able to enforce the merger commitments because Hydro One is 14 

located in Canada and there are a number of Hydro One subsidiaries between Avista 15 

and Hydro One?30   16 

A. No, there is no risk.  NWIGU, through its expert Mr. Mullins, asserts that 17 

“even if the commitments were financially binding on Hydro One, the ability to enforce them 18 

across the Canadian border and through the complex series of Hydro One Subsidiaries is 19 

suspect.”31  This contention is unfounded, as there are a myriad of examples of U.S. court 20 

judgments being enforced in Canada against Canadian companies.  Hydro One is not trying to 21 

                                                 
29 Muldoon, Commission Staff Ex. 200, page 64 (lines 16-22). 
30 Mullins, NWIGU Ex. 100, page 2 (lines 6-10). 
31 Id. 
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avoid its responsibilities with respect to the merger commitments.  To give additional comfort 1 

to the parties, Hydro One and Avista propose the following Revised Oregon Merger 2 

Commitments to make clear that Hydro One and its subsidiaries submit to the jurisdiction of 3 

the Commission and state courts for all matters involving Avista: 4 

 5 

 6 

   Finally, over the past 10 years there have been approximately 16 purchases of United 7 

States utility companies by Canadian companies.  I am not aware of any issues regarding the 8 

enforceability of the commitments made in those mergers by any of the accompanying 9 

18 State Regulatory Authority and Jurisd'iction: Oly1n13lis Helding CeffJ.Hydro One and its 
subsidiaries, including Avista, as applicable and as appropriate, will comply with all applicable laws, 
including those pertaining to transfers of property, affiliated interests, and s•ecurities and the 
assumption of obligations and liabilities As required by and consistent with applicable laws venue 
for resolution of proceedings related to these matters will be at the appropriate state utility 
coromissioo(s) Hydro One and its subsidiaries including Avista will make their employees and 
officers available to testify before the Commission at the Commission's request to provide 
information relevant to the matters with in its jurisdiction 

Hydro One and Avista agree that the Commission would have jurisdiction in any ~uture proceedings 
regarding aoy unreeovered liabilities to the State of Oregon that may result fronn North American 
Free Trade Agreement ("NAFTA"l Chapter Eleven mediations arbitrations or any other litigation 
brought by Hydro One's shareholders under NAFTA. Only the Commission and/or the Oregon 
Attorney General may initiate such proceeding before the Commission for purposes of this 
paragraph 

Hydro One its affiliates and its subsidiaries all agree to submit to the iurisd iction of the Commission 
for: (1) all matters related to the Merger and tihe enforcement of the conditions set forth herein to the 
extent relevant to operations of Avista in Oregon· and (2\ maUers relating to affiliate transactions 
between Avista and Hydro One or its affiliates to the extent relevant to operations of Avista in 
Oregon. Hydro One will also cause each of its affiliates that supplies goods or services to Avista to 
submit to the jurisdiction of the Commission for matters relating to the provision or costs of such 
goods or services to Avista. The Commission's authority over Avista will be unchanged by the 
Merger 

Avista will and Hydro One agrees that Avista and other Hydro One affiliates as applicable will 
comply with the statutes regulations and orders applicable to Avista and its affiliates regarding 
affiliate transactions Hydro One will permit the Commission to examine the accounting records of 
Hydro One and its affiliates that are the basis for charges to Avista's operations in Oregon to 
determine the reasonableness of allocation factors used by Hydro One to assign those costs and 
amounts subject to allocation and direct charges. 

29. Submittal to State Court Jurisdiction for Enforcement of Commission Orders: Hydro One 
Olympus Holding Corp., en its ewn and its s8bsiEliari.is ' behal f ineh,1Eling A>'ista 's, will4vista 
will iointly file with the Commission prior to closing the Proposed Transaction an affi:davit affirming 
that itthey will submit to the j urisdiction of the relevant state courts for enforcement of the 
Commission's orders adopting ~ he commitments made by and binding upon them and their 
affiliates where noted and subsequent orders affecting Avista. 
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commissions.  1 

VII. AVISTA’S POST-MERGER BOARD OF DIRECTORS 2 

Q. Staff Witness Muldoon contends that Hydro One and the Province will be 3 

able to exercise inappropriate control over Avista because Hydro One will choose five of 4 

Avista’s Board of Directors, post-merger.  In addition, Staff Witness Anderson states 5 

that ownership of Avista by Hydro One will allow a foreign government to wield 6 

substantial influence over the direction of a U.S. company because Hydro One, a 7 

corporation in which the Province of Ontario owns a purported 50% ownership stake, 8 

will be able to appoint the majority of Avista’s Board of Directors.32  Is there any 9 

validity to these contentions? 10 

A. No.  First, as mentioned above, the Province now owns 47.4% of Hydro One’s 11 

stock, not 50%, and will own less than 43% if this merger is approved.  Second, as described 12 

in my previous responses, the Province may not participate in the management of Hydro One 13 

in any way due to the commitments it made as part of the Governance Agreement.  The 14 

Province functions solely as a shareholder of Hydro One.  Although the Province is permitted 15 

under the Governance Agreement to nominate 40% of Hydro One’s Board members, those 16 

Board members must be independent of the Province and Hydro One.  As a result, the 17 

Province will not be able to exercise any control over Avista.  Hydro One’s management and 18 

Board, and not the Province, will be responsible for selecting five of Avista’s nine Board 19 

members.  Further, in Revised Oregon Merger Commitment No. 3, Hydro One has proposed 20 

making a majority of its designated members from the Pacific Northwest to ensure continued 21 

local management, and has agreed to have Avista’s CEO assume the role of Chairman of 22 
                                                 
32 Muldoon, Commission Staff Ex. 100, page 30 (lines 3-7); see also, Anderson, Commission 
Staff Ex. 500, pages 4 (line 20) - 6 (line 5). 
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Avista’s Board. This is reflective of Hydro One’s intention to work collaboratively with 1 

Avista to find strong local board candidates who will be thoroughly vetted by both companies 2 

through the use of a board skills matrix.  Hydro One and Avista propose Revised Oregon 3 

Merger Commitment Nos. 3, 39, and 40 to further demonstrate the long-term independence of 4 

Avista’s post-merger board: 5 

 6 

 7 

3. Board of Directors: After the closing of the Proposed Transaction, Avista's board will consist of 
nine (9) members, determined as follows: (i) two (2) directors designated by Hydro One who are 
executiv,es of Hydro One or any of its subsidiaries; (ii) three (3) directors who are net effieers, 

e1HfJle::i·ees ef elit·ee!ofs (odtef thaft as an i1telepemlen! difeetof of Avista Of Olytnpus EEJ½lity 
L L C) ef HyElre One er any ef its affiliatesmeet the standards for "independent directors• under 
section 303A.02 of the New York Stock Exchange Listed Company Manual (the "Independent 
Directors"\ and who are residents of the Pacifi c Northwest region, to be designated by Hydro One 
(collectively, the directors designated in clauses (i) and (ii) hereof, the "Hydro One Designees"), 
subject to the provisions of Clause 2 of Exhibit A to the Merger Agreement; (iii) three (3) directors 
who as of immediately prior to the closing of the Proposed Transaction I are members of the Board of 
Directors of Avista, including the Chairman of Avista's Board of Directors (if such person is different 
from the Chief Executive Officer of Avista); and (iv) Avista's Chief Executive Officer (collectively, the 
directors designated in clauses (iii) and (iv) hereof, the "Avista Designees"). The initial Chairman of 
Avista's post-closing Board of Directors shall be the Chief Executive Officer of Avista as of the time 
immediately prior to closing for a one year term. If any Avista Designee resigns, retires or otherwise 

ceases to serve as a director of Avista for any reason, the remaining Avista Designees shall have the 
sole right to nominate a replacement director to fill such vacancy, and such person shall thereafter 
become an Avista Designee. 

The term "Pacific Northwest region• means the Pacific Northwest states in which Avista serves retail 
electric or natural gas customers, currently Alaska, Idaho, Montana, Oregon and Washington; 
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         1 

Q. As suggested by Commission Witness Ms. Anderson, are Hydro One and 2 

Avista willing to change the composition of Avista’s post-merger Board of Directors to 3 

ensure that a majority of the members are independent of Hydro One, similar to the 4 

board structure adopted in the Sempra - Oncor merger before the Texas Public Utility 5 

Commission?33   6 

A. As provided in the proposed amendments to Commitment Nos. 3, 39, and 40 7 

(outlined in the previous answer), three of the five members of the Avista Board of Directors 8 

who will be selected by Hydro One must be independent of Hydro One and Avista.  We 9 

believe these commitments will ensure that Avista is managed with the benefit of outside 10 

perspectives that are not associated with Hydro One. It is also important to keep in mind that 11 

                                                 
33 Anderson, Commission Staff Ex. 500, page 6 (lines 8-18). 

~9. Independent Directors: At least -three (3) of the nine members of the board of directors of 
Avista will ee-atHTieet the standards for "independent Eliseefof who is ftot a 1tte1tteef. stoekholeler, 

Elir~etor (l)i.e~pt as an indl)p~nEll)nf Elir~etor of .''1Yir;ta or Olyi11p:1s Elpity LLC). ofl¼eH. or 
~1¼¼f)loy~~ of Hydro 0111) or itr; affiliatl)s.directors" under section 303A.02 of the New York Stock 
Exchange Listed Company Manual (the "Independent Directors"}. At least one of the members of the 
board of directors of Olympus Equity LLC will ee an inclepeftelent Elifeetor who is ftot a me1neer, 
stoelatoleler, Elireetof (eneepf fl-S aft imlepeneleftt Elireetof of Oly1npus Eqttity LLC Of Avista) , 
offieef. or e1nplo,yee of Hyclrn One Of its affiliafes.meet the standards for "independent 
directors" under section 303A 02 of the New York Stock Exchange I isted Company Manual (the 
"Independent Djrector"} The same individual may serve as an iftelepeftelent Elireeto,fodependent 
Director of both Avista and Olympus Equity LLC. The organizational documents for Avista will not 
permit Avista, without the consent of a two-thirds majority of all its directors, including the affirmative 
vote of the iftelepeftcleftt Elifeeto1-Jndependent Director (or if at that time Avista has more than one 
iftelepefteleftf Elireetoflndependent Director, the affirmative vote of at least one of Avista's 
iftelepefteleftf Elifeetorslndependent Directors), to consent to the institution of bankruptcy 
proceedings or the inclusion of Avista in bankruptcy proceedings. lo add jtjon to an affirmative vote of 
this independent director the vote of the Golden Share shall also be required for Avista to enter into 
a voluntary bankruptcy. 

40 Golden Share Io enter ioto vohmtary banknmtcy shall further require the affirmative vote of a 
"Golden Share" of Avista stock. The Golden Share shall mean the sole ($1 Par) share of Preferred 
Stock of Avista as authorized by the Commission. This share of Preferred Stock must be in the 
custody of an independent third-party where the third-party has no financial stake affiliation 
relationship interest or tie to Avista or any of its affiliates or any lender to Avista or any of its 
affiliates This requirement does not preclude the third-party from holding an index fund or mutual 
fund with negligible interests in Avista or any of its affiliates. In matters of voluntary bankruptcy this 
share will override all other outstanding shares of all types or classes of stock 
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in addition to the independence of the three directors, all directors and the CEO must abide by 1 

their fiduciary duties and responsibilities to Avista.   2 

Q. Commission Witness Ms. Anderson expressed concern that Hydro One’s 3 

five designees on the Avista post-merger board will be able to effectively shut out the 4 

participation of Avista’s four designees due to the quorum and meeting notice 5 

requirements applicable to the Avista post-merger Board of Directors.34  Is this true? 6 

A. No.  Pursuant to the corporate by-laws of Avista that will be in place post-7 

merger, all directors will receive notice of meetings of the Board of Directors and would be 8 

expected to attend; there will be no mechanism under the by-laws to exclude Avista’s four 9 

designees from notice of meetings of the Board of Directors in order to “shut out” their 10 

participation.  As is the case in most corporations, there is a quorum requirement with respect 11 

to meetings of the Board of Directors that is intended to ensure a minimum level of 12 

participation prior to action being taken by the Board of Directors.  The quorum requirement 13 

only serves as a limit with respect to the minimum number of directors required for the Board 14 

to hold a meeting and to take action, and would not serve to exclude the attendance or 15 

participation of additional directors. 16 

Q. Are Hydro One and Avista willing to provide the post-merger Articles of 17 

Incorporation and By-laws for Avista? 18 

A. Yes.  Avista’s Amended and Restated Articles of Incorporation and By-laws 19 

are currently being reviewed and amended.  However, they are approaching completion, after 20 

which, Hydro One and Avista are willing to share these amended documents with 21 

Commission Staff, the other intervenors, and the Commission. 22 

                                                 
34 Anderson, Commission Staff Ex. 500, pages 4 (line 20) - 6 (line 5). 
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VIII. MERGER COMMITMENT NOS. 2 - 15 1 

Q.   NWIGU Witness Mr. Mullins and other intervenors raise concerns with 2 

Commitment No. 1’s provision that Commitment Nos. 2 - 15 can be amended with a 3 

two-thirds vote of the post-merger Avista Board.35  Why did Hydro One and Avista 4 

provide that merger Commitment Nos. 2 - 15 could be amended with a two-thirds vote 5 

of the Avista post-merger Board of Directors?   6 

A. Commitment Nos. 2 - 15 were taken directly from Hydro One’s and Avista’s 7 

merger agreement.  These commitments are sometimes referred to by the management of 8 

Hydro One and Avista as a “delegation of authority.”  In reality, these provisions simply 9 

memorialize that the subjects of these commitments are reserved for Avista’s Board of 10 

Directors going forward, not Hydro One’s Board and management.  As a result, the merger 11 

agreement provided that provisions in the “delegation of authority” could be amended by a 12 

two-thirds vote of the Avista post-merger Board of Directors.  Hydro One and Avista, when 13 

they were negotiating the merger agreement, recognized that circumstances change and there 14 

may be a point in time in the future that commitments in the “delegation of authority” should 15 

change to reflect the changed circumstances.  As a result, the companies felt that the Avista 16 

post-merger Board of Directors should have the ability to adapt, but only with a two-thirds 17 

vote.     18 

Q. Is Hydro One willing to make amendment of Commitment Nos. 2 - 15 19 

subject to Commission approval to address the concerns of NWIGU Witness Mullins 20 

and Commission Witness Ms. Anderson?36   21 

                                                 
35 Mullins, NWIGU Ex. 100, pages 18 (line 19) - 19 (line 11); see also, Anderson, 
Commission Staff Ex. 500, pages 6 (line 19) - 9 (line 13). 
36 Mullins, NWIGU Ex. 100, pages 18 (line 20) - 19 (line 11); see also, Anderson, 
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A. In Revised Oregon Merger Commitment No. 1, Hydro One and Avista propose 1 

to require Commission approval of any change to Commitment Nos. 1, 2, 3, 7, 8, 10, or 15.  2 

In addition, Revised Oregon Merger Commitment No. 1 requires that a two-thirds vote of the 3 

Avista post-merger Board of Directors to amend Commitment Nos. 2 - 15 to include the 4 

affirmative vote of at least one Avista designee, one Hydro One designee (exclusive of the 5 

independent directors), and two of the independent directors:      6 

  7 

IX. MOST-FAVORED NATIONS COMMITMENT 8 

Q. Why did Hydro One and Avista decide not to include a most-favored 9 

nations (“MFN”) commitment in the Application?  10 

A. Because Avista’s operations in each of its service territories differ in 11 

significant ways (Washington -- electric and gas customers; Idaho -- electric and gas 12 

customers; Oregon -- only gas customers; Montana -- approximately 30 electric customers 13 

who are Avista employees; and Alaska -- just electric customers fully served by AELP), 14 

developing a workable MFN commitment is challenging.  Hydro One and Avista want to 15 

ensure that when the MFN commitment is drafted and applied, it does not result in apples to 16 

oranges comparisons across jurisdictions.  As a result, Hydro One and Avista did not include 17 

an MFN commitment in the Application merger commitments.  Hydro One and Avista, 18 

however, had no intention of treating Avista’s customers in its five jurisdictions differently.     19 

                                                                                                                                                         
Commission Staff Ex. 500, pages 8 (lines 14-19) - 9 (lines 1-2). 

1. Consistent with and subject to the terms of Exhibits A and B to the Merger Agreement (referred to as 
"Delegation of Authority") contained in Appendix 5 of the Joint Application, decision-making authority 
over commitments 2-15 below is reserved to the Board of Directors of Avista Corporation ("Avista") 
and ftftY!:)Ot to Hydro One. Any change to the policies stated in commitments 2-15 requires a two
thirds (2/3) vote of the Avista Boar<Y. including the affirmative vote of at least one (1) Avista 
Desiqnee one (1} Hydro One Desiqnee (exclusive of Independent Directors} and two (2) 
Independent Directors as defined in Commitment 3 Any change at any time to commitments l 2 3 
7 8 10 or 15 as well as any change to Commitments 16-55 also requires Commission approval. 
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Q. Are Hydro One and Avista willing to add an MFN commitment now as 1 

recommended by NWIGU Witness Mr. Mullins?37  If so, please provide the text of that 2 

commitment.  3 

A. Hydro One and Avista have developed Revised Oregon Merger Commitment 4 

No. 59 to ensure that Avista’s customers in each of the five jurisdictions receive comparable 5 

benefits and commitments while also recognizing that some benefits and commitments may 6 

be jurisdiction-specific because of the differences in Avista’s operations in each of its 7 

jurisdictions: 8 

 9 

 10 

 11 

                                                 
37 Mullins, NWIGU Ex. 100, page 21 (lines 18-24). 

Most f?YO[td N?tion CNEWJ 

59 Most f;,yored N;,tioo·· 

The Applicants agree that upon the joint request of the Non-Applicant Parties the Commission shall 
have an opportunity and the authority to consider and adopt in Oregon any commitments (including 
conditions) to which the Applicants agree in other iurisdictions even if such commitments are agreed 

to after the Commission ent,ers its order io th is docket To facilitate the Commission's consideration 
and adoption of the commitments from other jurisdictions the Parties urge the Commission to issue 
an order accepting this Stipulation as soon as practical but to reserve in such order the explicit right 
to re-open to add commitments accepted in another state iurisd iction. 

The Applicants further agree that upon the request of any Non-applicant Party prior to Commission's 
action on this Stim1lation if Applicants agree with any commitments in other j11Cisdictions within five 
days of such a request Applicants will meet and confer with the Non-applicant Parties to discuss 
whether such commitments should be added to the existing list of commitments already agreed to by 

the Parties in lb is Stipu latioo 
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 1 

 2 

Proc,ss for Consideration· 

• Within five calendar days after Applicants file a stimilation with new or amended 
commitments wilh a commission in another state iurisdiction APPiicants wm send a coov 
of the stipulation and commitments to the Non-Applicant Parties 

• Within five calendar days after a commission in another state jurisdiction issues an order 
that accepts a stipulation to which Applicants are a party and imposes new or modified 
commitments that order toaether with au commitments of aov tvoe aareed to bx 
Applicants in such other state will be filed with the Commission and served on au parties 
to this docket by the most expeditious means practical 

• Within ten calendar days after the last such filing from the other states /"f inal f iling•) the 
Non-Aoolicant Parties shan me with the Commission anv resooose thev wish to make 
including their position as to whether any of the covenants commitments and conditions 
from the other jurisdictions /without modification of the language thereof except such 
non-substantive changes as are necessary to make the commitment or condition 
applicable to Oregon\ should be adopted in Oregon. 

• Within five calendar days after any such response filing the Applicants may file a reply 
with the Commission. If the 5th calendar day falls on Saturday Sunday or a holiday the 
next business day will be considered as the 5th day 

• The Parties aacee to suooort io their filinos the issuance bx the Commission of ao order 
regarding the adoption of such commitments as soon as practical thereafter recognizing 
that the Transaction cannot dose unti l final state orders have been issued approving the 
Jransaclico 

Limitations on Adjustment· 

• The commitment relating to maintenance of Avista1s headquarters is not subject to this 
provision. 

• Only commitments relating to gas service may form the basis for adiustments relating to 
gas s,ervice 

• Only commitments relating to electric service may form the basis for adj11stments relating 
to electric service. 
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 1 

X. ACCESS TO BOOKS AND RECORDS 2 

Q. Commission Witnesses Muldoon and Gardner raise concerns with the 3 

lack of commitments to ensure that Commission Staff have access to the books and 4 

records of Hydro One and its affiliates.38  Will Hydro One and Avista provide revised 5 

commitments to address this concern?   6 

A. Yes. In order to provide comfort to Commission Staff and intervenors, Hydro 7 

One and Avista propose Revised Oregon Merger Commitment No. 21 to clarify Commission 8 

Staff’s access to Hydro One’s books and records:   9 

 10 

Q. To address the concerns of Commission Witnesses Mr. Muldoon and Ms. 11 

Gardner, will Avista keep separate books and records that will be available to 12 

Commission Staff for review?39   13 

                                                 
38 Muldoon, Commission Staff Ex. 100, page 27 (lines 5-11); see also, Gardner, Commission 
Staff Ex. 300, page 3 (lines 10-13), page 5 (lines 5-13), page 7 (lines 19-28). 
39 Muldoon, Commission Staff Ex. 100, page 27 (lines 5-11); see also, Gardner, Commission 

• Any commitments relating to support of communities in Montana are not subject to this 
provision. 

• As Avista does not operate as a utility in Alaska any commitments made in Alaska are 
not subject to this provision 

• For ourooses of financial comrnttroePls or commitments having a financial imoact 
commitments should be proportionate to Avista's corresponding business function in 
Oregon in relation to its corresponding total company business fimctioo Accordingly 
commitments should be allocated among Avista's WA ID and OR jurisdictions based on 

the followino· 1 l Rote Credit is anocated based on base revenues· 2\ an other financial 
commitments are allocated using the Company's jurisdictional "four factor" allocation 
methodology m11tinely employed for purposes of allocating common costs as 
discussed in Mr Ehrhar's testimony in this proceeding 

21 Access to and Maintenance of Books and Records· Hydro One and tts affiliates agree that the 
Commission may have access to an the accounting records of Hydro One and its affiliates that are 
the bases for charges to Avista to determine the reasonableness of the costs and the allocation 
factors used by Hydro One and its affiliates or its subdivisions to assign costs to Avista and amounts 
subject to allocation or direct charges Hydro One and its .affiliates agree that they will not raise lack 
of iurisdiction as a means of denying such access and agree to cooperate fully with such 
Commission investigations 
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A. Yes.  Hydro One and Avista propose Revised Oregon Merger Commitment 1 

No. 20 as follows to address the concerns raised by Commission Staff: 2 

 3 

 4 

 5 

                                                                                                                                                         
Staff Ex. 300, page 3 (lines 14-17). 

21. 

22. 

Separate Books and Records: =Avista will maintain SCf-lA!'Afeits books and records" 

Aeeess te aacl MaiateaaaEce ef Eeelis aad Re~e1·ds· OlyB}f-l'.15 HelEling GeFf->. and 
its st1esiEliAri es. iRelt1eliRg AvistA, v,iill f-)fOVi de reA-SeftAel e Aeeess te .'\vist-a 's eeeks 
Aftd reeet'Eb; Aeees:; fe HftA1teiA.l infeflnAti en AREi filiftgs; (jnch,sive of audit ~trails 
with resf->eet te the eleet11nems supporting Any eests thAf fttAy ee AlleeAele te AvisfA: Aftd 
Aeees:; fe AvisfA ' :; eeArel fttift½ltes, Atieli t ref-)e1i:;, Aftel i ftfe11nflfieft f-ll'9Yieleel te eredit 
rA!iRg AgeReies f-lCliAiliing fe Avis!A. 

Olyr+1pus Holcling Gori;i. ancl its £1di=Jsidiaries, im:lldcling A"ista, ,.,ill FRaintain t l=le 
neeessaF)<rccords\ separate from Hydro One's books and records so as to pro¥icle 01:i 
a1:Jdit trn il for all eorporate, affiliate, or s1:JesidiaF)1 transaetions. with A¥ista, or tl=iat 
result in eosts tl=lat r+1ay 190 alloeaele to A"ista 

20. The Pref->eseel TfAftSAefieft will ftet res½1lt iii reelt1eed Aeeess fe the fteeesSAfY s.w:h 
accounting information and financial books and records thAt felAfe te frAnsAetiens with .'\visffl , el' 

t,ha t !'esult iii easts that ftifl;' ee alleeaele ta A vista. A>,i•,ta will f-)fe•, iEie Ge1umissi en Staff 
and ether parties ta regulaiery pr8GeeElings reasenallle QGGeS, ta kept at Avista's headquarters 
in Spokane Washington. Avista's financial books and records (ia~+.1Eliag thes~ ef OlyrnpHs 
HelEliag CeFf->. er aay affil iate er subsiEli acy r.10alpaaies) r•EtuireEI ta ··•ri fy er t ?iABHHO 

transaeti efts with AvisfR. er dtat !'esult iH eesfs t,hat ffifl;' ee alleeaele ta ."e;i staand state and 
federal regulatory filings and documents will continue to be available to the Commission upon 
regL1est at Avista·s headquarters in Sookane Washington. 

~lathing in the Proposed Transaetion 'Nill limit or affeet the Commission's rights with 
respect le inspection ef A.~1ista's accmmls, books, papers and doc1JR1ents in 
eoRiplianee with all applieable laws. l'>loll:iing in 11:le Proposecl Transaetion will liFRit or 
affeet the Commission's rights ,,..,itl=i respeet to inspeetion of Olympl:ls Holding Corp.'s 
aeeOl:JAtS, 13ool~s. 13a130FS aAd d881:JA'IOAIS f)l:JFSl:JaAt to all a13plieal3Ie laws; pro~•ided, 
tl=lal £1dGl=l Figl=lt lo inspeelion sl=la ll be liRlited to OlyR1pld5 Holding Gorp.'£ OGGOldnls, 
books, papeFs and doeYRients 11:lat ~ertaiR solely to transaetions atfaetiRg A>rista's 
F8g1:Jlated 1:Jti lity Of)OFatiOAS. 

OlyRlpldS Holding Corp. and its SYbSidiaries, inelldding A~1isla, will PFO•Jide 11:le 
CoR1R1ission witl=l aeeess to written infoFR1ation pro¥iclecl by aRd lo eredit rating 
ageReies tl=lat pertains to /\,11fata. Olymp~1s HolfJ iRg Gorp. aRd eael=l of its s~1i;isidiaries 
will also pFo, 1ide the GomFAissieA with aeeess to wFitteA iAformatieA pre>,1ided 13y aAd 
to erndil rating ageneies t l=lal pertains lo OlyRlplds Holding Gm=p.'s sybsidiaries to 11:le 
exteRt SYel=l inforRiation RlO'f atfeet A1<ista. 
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 1 
XI. RATE CREDIT AND NET BENEFITS 2 

Q. Do the benefits outweigh the risks associated with this transaction as 3 

identified in Commission Staff’s and intervenors’ testimonies?40   4 

A.   Yes, they do.  As discussed throughout our testimony, the risks of this 5 

transaction are de minimis due to the strong financial position of Hydro One and the robust 6 

ring fencing, financial, and other commitments we have made.  The benefits described above, 7 

together with the rate credit and low-income and efficiency program funding offered in the 8 

Revised Oregon Merger Commitments, provide significant benefits to customers. 9 

XII. CONCLUSION 10 

Q. Are there other issues you believe the Commission should address?   11 

A. No.  We have carefully considered all the testimony from all the parties.  We 12 

                                                 
40 Muldoon, Commission Staff Ex. 100, pages 30 (line 21) - 31 (line 7); see also, Mullins, 
NWIGU Ex. 100, pages 12 (line 13) - 22 (line 12). 

alloeable to A..-ista. Avista will pro¼·iele Coma1issioa Staff aael otber paflies to regulatoq 
proel)l)dings !'l)asoaaell) aee.iss to such accounting information and financial books and records 
kept at Avista's headquarters in Spokane Washington. Avista's financial books and records 
(i11elueliag tbose of Olyn1pus Holeli11g Cerp. or a11y a.ffiliate or subsieliary eo1npa11ies) 
requireel to veri fy or ena1tti11e trnftsaetiofts with Avista. or that result i11 eosts that ma:,· be 
alloeable to A..-istAand state and federal reg11 latory filings and documents will contin11e to be 
available to the Commission 11000 req11est at Avista 's headquarters in Spokane Washington. 

Nothing i1~ the Pro19oseEl TFOnsaetio,~ will lin,it or affeet the Con,n,ission's rigl=lls witl=l 
rosl')oet to incl')oetion of A"icta'c aeemintc, l:looks, J'liil l')orc and doe1,1montc in 
eoml')lianeo with all iilJ'lJ'llieal:llo laws. lc>lotl=l ing in tl=lo Prol')ocod Trancaetion will limit or 
affeet tl=le Con,n,ission's rigl=lts witl=I res19eet to ins19eetion of Olyn,191:Js HolEling Cor19.'s 
aeeo1:Jnts, 19ool~s. 19a19ers anEl El oe1:JA101~ts 191:Jrs1:Jant to all a19191ieal91e laws; 19roviEleEl, 
tl=lat c1,1eh rigl=lt to insl')oetion sl=lall l:lo limited to Olyml')uc Holding Cow's aeeo1,1nts, 
l:lookc, J')al')orc and doe1,1monts tl=lat J')Ortain solely to transaetions affoeting A"icta'c 

reg1:J lateEl 1:Jtility 019erations. 

Olyml')UG Holding Corl'). and its c1,11:lcidiarioc, inel1,1ding .'\>ficta, 11rill J'lFO"ido tho 
Commission witl=I aeeosc to written information J'lFO"idod l:ly and to erodit rating 
agoneioc tl=lat J')ortains to A"icta Olyml')UG Holding Corl'). and oaeh of its cul:ls idiarioc 
will also 19roviEle tl=le Con,n,issio,~ with aeeess to •;,•ritten inforn,atio,~ woviEleEl 19y rn~El 
to erodit rating agoneios tl=lat J')ortains to Olyml')UG Holding Corl').'£ c1,11:lcidiarioc to tho 
extant c1,1el=l information may affoet A><icta. 
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have proposed adjustments to our commitments to address certain concerns.  We believe that 1 

approval of the Proposed Transaction will provide Avista’s Oregon ratepayers with significant 2 

benefits and will also meet the public interest standard.  3 

 Q. Does this complete your testimony? 4 

 A. Yes it does.  5 
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PROPOSED REVISED OREGON MASTER LIST OF COMMITMENTS 
 
Introductory Note:  With this transaction Avista - unlike most merger targets - will retain control over its 
own operations through a governance structure that preserves the authority and independence of Avista’s 
board and management. Accordingly, Avista itself will be directly fulfilling the vast bulk of merger 
commitments.  In the revisions proposed below, we have tried to clarify this arrangement, to indicate 
Hydro One’s acceptance of the conditions, and to respond to various issues that were raised in the pre-
filed testimony of OPUC Staff and Intervenors. 
 
Reservation of Certain Authority to the Avista Board of Directors [See Direct Testimony of 
Morris/Schmidt/Christie/Pugliese] 

1. Consistent with and subject to the terms of Exhibits A and B to the Merger Agreement (referred to as 
“Delegation of Authority”) contained in Appendix 5 of the Joint Application, decision-making authority 
over commitments 2-15 below is reserved to the Board of Directors of Avista Corporation (“Avista”) 
and anynot to Hydro One.  Any change to the policies stated in commitments 2-15 requires a two-
thirds (2/3) vote of the Avista Board: including the affirmative vote of at least one (1) Avista 
Designee, one (1) Hydro One Designee (exclusive of Independent Directors) and two (2) 
Independent Directors as defined in Commitment 3.  Any change at any time to commitments 1, 2, 3, 
7, 8, 10 or 15 as well as any change to Commitments 16-55 also requires Commission approval.  

Governance 

2. Executive Management:  Avista will seek to retain all current executive management of Avista, 
subject to voluntary retirements that may occur. This commitment will not limit Avista’s ability to 
determine its organizational structure and select and retain personnel best able to meet Avista’s 
needs over time. The Avista board retains the ability to dismiss executive management of Avista and 
other Avista personnel for standard corporate reasons (subject to the approval of  Hydro One Limited 
(“Hydro One”) for any hiring, dismissal or replacement of the CEO); 

3. Board of Directors:  After the closing of the Proposed Transaction, Avista’s board will consist of 
nine (9) members, determined as follows: (i) two (2) directors designated by Hydro One who are 
executives of Hydro One or any of its subsidiaries; (ii) three (3) directors who are not officers, 
employees or directors (other than as an independent director of Avista or Olympus Equity 
LLC) of Hydro One or any of its affiliatesmeet the standards for “independent directors”  under 
section 303A.02 of the New York Stock Exchange Listed Company Manual (the “Independent 
Directors”) and who are residents of the Pacific Northwest region, to be designated by Hydro One 
(collectively, the directors designated in clauses (i) and (ii) hereof, the “Hydro One Designees”), 
subject to the provisions of Clause 2 of Exhibit A to the Merger Agreement; (iii) three (3) directors 
who as of immediately prior to the closing of the Proposed Transaction1 are members of the Board of 
Directors of Avista, including the Chairman of Avista’s Board of Directors (if such person is different 
from the Chief Executive Officer of Avista); and (iv) Avista’s Chief Executive Officer (collectively, the 
directors designated in clauses (iii) and (iv) hereof, the “Avista Designees”). The initial Chairman of 
Avista’s post-closing Board of Directors shall be the Chief Executive Officer of Avista as of the time 
immediately prior to closing for a one year term.  If any Avista Designee resigns, retires or otherwise 
ceases to serve as a director of Avista for any reason, the remaining Avista Designees shall have the 

1 “Proposed Transaction” means the transaction proposed in the Joint Application of Avista and Hydro 
One filed on September 14, 2017. 
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sole right to nominate a replacement director to fill such vacancy, and such person shall thereafter 
become an Avista Designee. 

The term “Pacific Northwest region” means the Pacific Northwest states in which Avista serves retail 
electric or natural gas customers, currently Alaska, Idaho, Montana, Oregon and Washington; 

Business Operations 

4. Avista’s Brand and Plan for the Operation of the Business:  Avista will maintain Avista’s brand 
and Avista will establish the plan for the operation of the business and its Subsidiaries; 

5. Capital Investment for Economic Development:  Avista will maintain its existing levels of capital 
allocations for capital investment in strategic and economic development items, including property 
acquisitions in the university district, support of local entrepreneurs and seed-stage investments; 

6. Continued Innovation: Avista will continue development and funding of its and its subsidiaries’ 
innovation activities; 

7. Union Relationships: Avista will honor its labor contracts and has the authority to negotiate, enter 
into, modify, amend, terminate or agree to changes in any collective bargaining agreement or any of 
Avista’s other material contracts with any labor organizations, union employees or their 
representatives; 

8. Compensation and Benefits:  Avista will maintain compensation and benefits related practices 
consistent with the requirements of the Merger Agreement; 

Local Presence/Community Involvement 

9. Avista’s Headquarters:  Avista will, and Hydro One agrees Avista will, maintain (a) its headquarters 
in Spokane, Washington; (b) Avista’s office locations in each of its other service territories, and (c) no 
less of a significant presence in the immediate location of each of such office locations than what 
Avista and its subsidiaries maintained immediately prior to completion of the Proposed Transaction; 

10. Local Staffing:  Avista will maintain Avista Utilities’ staffing and presence in the communities in 
which Avista operates at levels sufficient to maintain the provision of safe and reliable service and 
cost-effective operations and consistent with pre-acquisition levels; 

11. Community Contributions:  Avista will maintain a $4,000,000 annual budget for charitable 
contributions (funded by both Avista and the Avista Foundation).  Additionally, a $2,000,000 annual 
contribution will be made to Avista’s charitable foundation;2 

12. Community Involvement:  Avista will maintain at least Avista’s existing levels of community 
involvement and support initiatives in its service territories; 

13. Economic Development:  Avista will maintain at least Avista’s existing levels of economic 
development, including the ability of Avista to spend operations and maintenance funds3 to support 
regional economic development and related strategic opportunities in a manner consistent with 
Avista’s past practices; 

14. Membership Organizations:  Avista will maintain the dues paid by it to various industry trade 
groups and membership organizations; and 

2 Note that Commitment 53 contains an additional commitment relating to charitable contributions; 
pursuant to that commitment Hydro One will cause Avista to make a one-time contribution of $7,000,000 
to Avista’s charitable foundation at or promptly following closing of the Proposed Transaction. 
3 Operations and maintenance funds dedicated to economic development and non-utility strategic 
opportunities will be recorded below-the-line to a nonoperatingnon-operating account. 
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15. Safety and Reliability Standards and Service Quality Measures:  Avista will, and Hydro One 
agrees Avista will, maintain Avista’s safety and reliability standards and policies and service quality 
measures in a manner that is substantially comparable to, or better than, those currently maintained.  

Additionally, Avista and Hydro One commit to providing a Service Quality Measures Program (see 
Attachment A).      

Rate Commitments [See Direct Testimony of Thies/Ehrbar/Lopez] 
16. Treatment of Net Cost Savings and Transaction Costs:  Any net cost savings that Avista may 

achieve as a result of the Proposed Transaction will be reflected in subsequent rate proceedings, as 
such savings materialize. To the extent the savings are reflected in base retail rates they will offset 
the Rate Credit to customers, up to the offsetable portion of the Rate Credit. 

17. Treatment of Transaction Costs:  Avista will not recover the following costs in 
rates: (i) legal and financial advisory fees associated with the Proposed Transaction; 
(ii) the acquisition premium; (iii) any senior executive compensation tied to a change 
of control of Avista; and (iv) any other costs directly related to the Proposed 
Transaction.  
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Avista will not, and Hydro One agrees that Avista will not, seek recovery in Avista rates of: (1) any 
acquisition premium or "goodwill" associated with the Merger; or (2) any transaction costs incurred in 
connection with the Merger. The categories of transaction costs incurred in connection with 
consummation of the Merger that will not be recovered from utility customers are: (1) consultant, 
investment banker, legal, and regulatory support fees, (2) change in control or retention payments, 
executive severance payments, and the accelerated portion of supplemental executive retirement 
plan payments, (3) costs associated with the shareholder meetings and a proxy statement related to 
the Merger approval by Avista shareholders, and (4) costs associated with the imposition of 
conditions or approval of settlement terms in other state jurisdictions.  

Avista will file, and Hydro One agrees Avista will file, a Report of Action within one hundred and 
twenty (120) days after closing of the Merger.  The Report of Action will contain: (1) the closing date 
of the Merger; (2) the actual total sale price; and (3) the actual accounting entries records in Hydro 
One’s and Avista’s books to reflect the Merger.  The Merger-related accounting entries in Hydro 
One’s and Avista’s books will include: all Transaction Cost accounting entries for Hydro One and 
Avista; all Merger-related fair value, goodwill, and/or acquisition premium accounting entries for 
Hydro One and Avista; all Merger-related tax accounting entries for Hydro One and Avista; all 
Merger-related debt-equity financing accounting entries for Hydro One and Avista; and all set-up cost 
accounting entries for Hydro One and Avista.  

Avista will track and account for Merger-related savings, and transition costs to enable those 
savings, in its next two base rate cases in which the test year in question includes transition costs. 
Avista will amortize the transition costs over five years, will not seek recovery in rate proceedings 
over those five years of any amortized transition costs or corporate costs allocated from Hydro One 
to Avista in excess of Merger-related savings. "Transition costs" as used in this commitment are 
incremental non-recurring costs to facilitate the integration of the companies. "Merger-related 
savings" as used in this commitment refers to the tangible financial benefits achieved as a result of 
the Merger for the five years after Merger Close that would not have been possible if the individual 
companies were to continue to operate separately. 

Taxes and assessments paid by Avista to the federal government, to states, and to political 
subdivisions thereof shall be no greater than they would be had Avista not been acquired by Hydro 
One, based on consistent methodologies before and after the transaction. 

18.17. Rate Credits:  Avista and Hydro One are proposing to flow through to Avista’s retail customers in 
Washington, Idaho and Oregon a Rate Credit of $31.54.4 million over a 105-year period, 
beginning at the time the merger closes.4  The Rate Credit consists of two components, and 
reflects an increased level of savings in years 6-10 as illustrated in the table, as shown below.  
: 

4 The AEL&P operations in the City and Borough of Juneau, Alaska, operate substantially independent of 
Avista Utilities, and these costs, from which the merger-related cost savings are derived, are currently not 
being charged to AEL&P.  Therefore, there are no financial cost savings to flow through to AEL&P 
customers.  For Avista’s retail operations in Montana, Avista has approximately 30 retail customers and 
total retail revenue of approximately $74,000.  Due to the very limited retail operations by Avista in 
Montana, for administrative efficiency the past practice by the Montana Public Service Commission has 
been to review the final rates recently filed and approved in the State of Idaho, and approve those for 
Avista’s Montana customers, when a request is made by Avista.  The date of the last approved retail 
rates in Montana for Avista was April 27, 2011.  Since that time electric retail rates have increased in the 
State of Idaho, but Avista has not proposed similar increases for its Montana customers.  Because 
Avista’s current retail rates for its Montana customers are already below its cost of service, and for the 
sake of administrative efficiency, Avista and Hydro One are not proposing to flow through financial benefit 
to Avista’s Montana customers related to the Proposed Transaction. (If a proportionate benefit to 
Montana customers were to be calculated based on the level of retail revenue, the total annual Rate 
Credit for all customers combined would be approximately $190.) 
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The Total Rate Credit to customers for the first five years following the closing would be $2.65 
million per year, and the credit would increase to $3.65 million884,630 per year for the last 
five years of the 10-year period. . A portion of the annual total Rate Credit would be offsetable, as 
indicated in the table aboveamount of $147,5855.  During the 105-year period the financial benefits 
will be flowed through to customers either through the separate Rate Credit described above or 
through a reduction to the underlying cost of service as these benefits are reflected in the test period 
numbers used for ratemaking.  At the time of the close, the $2.65 million884,630 benefit will be 
provided to customers through a separate Rate Credit, as long as the reduction in costs has not 
already been reflected in base retail rates for Avista’s customers. 

 To the extent Avista demonstrates in a future rate proceeding that cost savings, or benefits, 
directly related to the Proposed Transaction are already being flowed through to customers through 
base retail rates, the separate Rate Credit to customers would be reduced by an amount up to the 
offsetable Rate Credit amount.  The portion of the total Rate Credit that is not offsetable effectively 
represents acceptance by Hydro One of a lower rate of return during the 105-year period. 

The $31.54.4 million represents the “floor” of benefits that will be flowed through to Avista’s 
customers, either through the Rate Credit or through benefits otherwise included in base retail rates.  
To the extent the identifiable benefits exceed the annual offsetable Rate Credit amounts, these 
additional benefits will be flowed through to customers in base retail rates in general rate cases as 
they occur.  The increase in total Rate Credits for years 6-10 will provide time for Avista and 
Hydro One to identify and capture over time an increased level of benefits, directly related 
to the Proposed Transaction, that can be flowed through to customers.  Avista and Hydro One 
believe additional efficiencies (benefits) will be realized over time from the sharing of best practices, 
technology and innovation between the two companies.  It will take time, however, to identify and 
capture these benefits.  The level of annual net cost savings (and/or net benefits) will be tracked and 
reported on an annual basis, and compared against the offsetable level of savings. 

Regulatory Commitments [See Direct Testimony of Thies/Ehrbar/Lopez] 

19.18. State Regulatory Authority and Jurisdiction:  Olympus Holding Corp.Hydro One and its 
subsidiaries, including Avista, as applicable and as appropriate, will comply with all applicable laws, 
including those pertaining to transfers of property, affiliated interests, and securities and the 
assumption of obligations and liabilities. As required by and consistent with applicable laws, venue 
for resolution of proceedings related to these matters will be at the appropriate state utility 
commission(s).  Hydro One and its subsidiaries, including Avista, will make their employees and 
officers available to testify before the Commission at the Commission’s request to provide 
information relevant to the matters within its jurisdiction. 

5 The offsetable portion of the Rate Credit was calculated using a pro rata share of the jurisdictional total 
of the rate credit i.e. Oregon’s share of the offsetable Rate Credit was 8.68%, therefor Oregon’s share of 
the $1.7 million offsetable portion is $147,585. 

Oregon 
Annual Credit 

Years 1-5
Oregon Total 

Credit

Total Credit $884,630 $4.4 Million

Offsetable Credit $147,585 $737,925

Rate Credit Proposal
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Hydro One and Avista agree that the Commission would have jurisdiction in any future proceedings 
regarding any unrecovered liabilities to the State of Oregon that may result from North American 
Free Trade Agreement ("NAFTA") Chapter Eleven mediations, arbitrations, or any other litigation 
brought by Hydro One's shareholders under NAFTA. Only the Commission and/or the Oregon 
Attorney General may initiate such proceeding before the Commission for purposes of this 
paragraph. 

Hydro One, its affiliates, and its subsidiaries all agree to submit to the jurisdiction of the Commission 
for: (1) all matters related to the Merger and the enforcement of the conditions set forth herein to the 
extent relevant to operations of Avista in Oregon; and (2) matters relating to affiliate transactions 
between Avista and Hydro One or its affiliates to the extent relevant to operations of Avista in 
Oregon.  Hydro One will also cause each of its affiliates that supplies goods or services to Avista to 
submit to the jurisdiction of the Commission for matters relating to the provision or costs of such 
goods or services to Avista. The Commission's authority over Avista will be unchanged by the 
Merger. 

Avista will, and Hydro One agrees that Avista and other Hydro One affiliates as applicable will, 
comply with the statutes, regulations, and orders applicable to Avista and its affiliates regarding 
affiliate transactions.  Hydro One will permit the Commission to examine the accounting records of 
Hydro One and its affiliates that are the basis for charges to Avista's operations in Oregon to 
determine the reasonableness of allocation factors used by Hydro One to assign those costs and 
amounts subject to allocation and direct charges. 

20.19. Compliance with Existing Commission Orders:  Olympus Holding Corp. and its subsidiaries, 
including Avista, acknowledge that all existing orders issued by the Commission with respect to 
Avista or its predecessor, Washington Water Power Co., will remain in effect, and are not modified or 
otherwise affected by the Proposed Transaction.  

21. Separate Books and Records:   Avista will maintain separateits books and records.  

22. Access to and Maintenance of Books and Records:  Olympus Holding Corp. and 
its subsidiaries, including Avista, will provide reasonable access to Avista’s books 
and records; access to financial information and filings;  (inclusive of audit rightstrails 
with respect to the documents supporting any costs that may be allocable to Avista; and 
access to Avista’s board minutes, audit reports, and information provided to credit 
rating agencies pertaining to Avista. 

 Olympus Holding Corp. and its subsidiaries, including Avista, will maintain the 
necessaryrecords) separate from Hydro One’s books and records so as to provide an 
audit trail for all corporate, affiliate, or subsidiary transactions, with Avista, or that 
result in costs that may be allocable to Avista. 

23.20.  The Proposed Transaction will not result in reduced access to the necessary such 
accounting information and financial books and records that relate to transactions with Avista, or 
that result in costs that may be allocable to Avista.  Avista will provide Commission Staff 
and other parties to regulatory proceedings reasonable access to kept at Avista’s headquarters 
in Spokane, Washington. Avista's financial books and records (including those of Olympus 
Holding Corp. or any affiliate or subsidiary companies) required to verify or examine 
transactions with Avista, or that result in costs that may be allocable to Avistaand state and 
federal regulatory filings and documents will continue to be available to the Commission, upon 
request, at Avista's headquarters in Spokane, Washington.  

 Nothing in the Proposed Transaction will limit or affect the Commission’s rights with 
respect to inspection of Avista’s accounts, books, papers and documents in 
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compliance with all applicable laws. Nothing in the Proposed Transaction will limit or 
affect the Commission’s rights with respect to inspection of Olympus Holding Corp.’s 
accounts, books, papers and documents pursuant to all applicable laws; provided, 
that such right to inspection shall be limited to Olympus Holding Corp.’s accounts, 
books, papers and documents that pertain solely to transactions affecting Avista’s 
regulated utility operations. 

 Olympus Holding Corp. and its subsidiaries, including Avista, will provide the 
Commission with access to written information provided by and to credit rating 
agencies that pertains to Avista. Olympus Holding Corp. and each of its subsidiaries 
will also provide the Commission with access to written information provided by and 
to credit rating agencies that pertains to Olympus Holding Corp.’s subsidiaries to the 
extent such information may affect Avista. 

21. Access to and Maintenance of Books and Records:  Hydro One and its affiliates agree that the 
Commission may have access to all the accounting records of Hydro One and its affiliates that are 
the bases for charges to Avista, to determine the reasonableness of the costs and the allocation 
factors used by Hydro One and its affiliates, or its subdivisions to assign costs to Avista and amounts 
subject to allocation or direct charges.  Hydro One and its affiliates agree that they will not raise lack 
of jurisdiction as a means of denying such access, and agree to cooperate fully with such 
Commission investigations. 

24.22. Cost Allocations Related to Corporate Structure and Affiliate Interests:  Avista agrees to 
provide cost allocation methodologies used to allocate to Avista any costs related to 
Olympus Holding Corp. or its other subsidiaries, and commits that there will be no cross-
subsidization by Avista customers of unregulated activities. 

TheAvista’s Master Services Agreement (MSA), itemizing and explaining corporate cost- 
allocation methodology provided pursuantmethods used to this commitmentset rates will 
be a generic methodology that does not require Commission approval prior to it 
being proposed for specific applicationfully described and supported in atestimony and 
work papers in Avista’s first general rate case or other proceeding affecting rates.  

Avista will bear the burden of proof in submitted after this application is approved by the 
Commission.  Thereafter, the MSA will be filed along with any general rate case that any 
corporate and affiliate cost allocation methodology is reasonable for ratemaking 
purposes. Neither Avista nor Olympus Holding Corp. or its subsidiaries will contest 
the Commission’s authority to disallow, for retail ratemaking purposes in a general 
rate case, unreasonable, or misallocated costs from or to Avista or Olympus Holding 
Corp or its other subsidiaries. 

With respect to the ratemaking treatment of affiliate transactions affecting Avista, 
Avista and Olympus Holding Corp. and its subsidiaries, as applicable, will comply 
with the Commission’s then-existing practice; provided, however, that nothing in this 
commitment limits Avista from also proposing a different ratemaking treatment for 
the Commission’s consideration, or limit the positions any other party may take with 
respect to ratemaking treatment. 
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Avista will notify filed with the Commission of any change in corporate structure that affects 
Avista’s corporate and affiliate cost allocation methodologies.  Avista will propose revisions 
to such cost allocation methodologies to accommodate such .  This filing will capture, highlight 
and explain all changes.  Avista will not take the position that compliance with this provision 
constitutes approval by  since the MSA was last provided to the Commission of a particular 
methodology for corporate and affiliate cost allocation..  The entirety of the MSA and its 
components are subject to review and approval by the Commission in subsequent proceedings 
before the Commission to confirm that cost drivers, accounting methods, assumptions, and practices 
result in fair, just and reasonable utility rates.  

23. Ratemaking Cost of Debt and Equity:   

Avista will maintain separate debt and, if outstanding, preferred stock ratings.  Avista will maintain its 
own corporate credit ratings from Moody’s and at least one other nationally recognized credit rating 
agency, so long as those rating agencies are in existence, as well as ratings for each publicly-issued 
long-term debt and publicly-issued preferred stock (if any) issuance. 

Avista will not advocate for a higher cost of debt or equity capital as compared to what Avista’s cost 
of debt or equity capital would have been absent Hydro One’s ownership. 

For future ratemaking purposes: 

a. Determination of Avista’s debt costs will be no higher than such costs would have been 
assuming Avista’s credit ratings by at least one industry recognized rating agency, including, 
but not limited to, S&P, or Moody’s, Fitch or Morningstar,as such ratings were in effect on 
the day before the Proposed Transaction closes and applying those credit ratings to then-current 
debt, unless Avista proves that a lower credit rating is caused by circumstances or 
developments not the result of financial risks or other characteristics of the Proposed 
Transaction; 

 
b. Avista bears the burden to prove prudent in a future general rate case any pre-payment 

premium or increased cost of debt associated with existing Avista debt retired, repaid, or 
replaced as a part of the Proposed Transaction; and 

 
c. Determination of the allowed return on equity in future general rate cases will include selection 

and use of one or more proxy group(s) of companies engaged in businesses substantially similar 
to Avista, without any limitation related to Avista’s ownership structure.  

24. Avista Capital Structure:  At all times following the closing of the Proposed Transaction, 
Avista will have a Avista common equity ratio of not must be maintained at a level no less than 44 
percent, (as calculated for ratemaking purposes) except to the extent of total Avista actual 
capital structure determined on a preceding or projected thirteen month average. Should Avista's 
equity component of its capital structure fall below 44 percent in violation of this condition, Avista 
shall:  

a. Within 5 business days: (A) notify the Commission establishes a lower; and (B) provide an 
explanation for why Avista common equity ratio fell below 44 percent.  

b. Within 30 days of providing notice, Avista shall provide a plan and timeline ("Compliance Plan") 
for Avista for ratemaking purposesrestoring Avista's common equity ratio to 44 percent or 
above that is subject to Commission review, modification, rejection, or approval.  

c. Subsequent to the filing of the Compliance Plan, Avista shall file progress reports every 90 
calendar days detailing its efforts to restore its equity component to 44 percent or above, as 
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described above, in addition to detailing how Avista has met each requirement in the 
Compliance Plan.  

d. Avista agrees to make its officers available to appear before the Commission regarding the 
violation and/or the Compliance Plan. 

If Hydro One and Avista find it reasonably likely that Avista common equity could fall below 44 
percent or projected thirteen month average, Avista shall provide a report to Staff with its projections 
indicating that common equity could fall below 44 percent, and take the steps listed above.  

If Avista's common equity component of its capital structure is at or below 46 percent, on a preceding 
or projected thirteen month average, and the above steps have not been triggered, Avista will 
provide quarterly projections of the common equity component of its capital structure to Staff, along 
with supporting work papers. 

25. FERC Reporting Requirements:  Avista will continue to meet all the applicable FERC reporting 
requirements with respect to annual and quarterly reports (e.g., FERC Forms 1, 2, 3q) after closing 
of the Proposed Transaction.  

26. Participation in National and Regional Forums:  Avista will continue to participate, where 
appropriate, in national and regional forums regarding transmission issues, pricing policies, siting 
requirements, and interconnection and integration policies, when necessary to protect the interest of 
its customers.  

27. Treatment of Confidential Information:  Nothing in these commitments will be interpreted as a 
waiver of Hydro One’s, its subsidiaries’, or Avista’s rights to request confidential treatment of 
information that is the subject of any of these commitments.  

28. Commission Enforcement of Commitments:  Hydro One and its subsidiaries, including Avista, 
understand that the Commission has authority to enforce these commitments in accordance with 
their terms. If there is a violation of the terms of these commitments, then the offending party may, at 
the discretion of the Commission, have a period of thirty (30) calendar days to cure such violation.  

The scope of this commitment includes the authority of the Commission to compel the attendance of 
witnesses from Olympus Holding Corp. and its subsidiaries with pertinent information on matters 
affecting Avista. Olympus Holding Corp. and its subsidiaries waive their rights to interpose any legal 
objection they might otherwise have to the Commission's jurisdiction to require the appearance of 
any such witnesses. 

29. Submittal to State Court Jurisdiction for Enforcement of Commission Orders:  Hydro One, 
Olympus Holding Corp., on its own and its subsidiaries’ behalf, including Avista’s, willAvista 
will jointly file with the Commission prior to closing the Proposed Transaction an affidavit affirming 
that itthey will submit to the jurisdiction of the relevant state courts for enforcement of the 
Commission's orders adopting thesethe commitments made by and binding upon them and their 
affiliates where noted, and subsequent orders affecting Avista.  

30. Annual Report on Commitments:  By May 1, 2019 and each May 1 thereafter through May 1, 
2023, Avista will file, and Hydro One agrees Avista will file, a report with the Commission 
regardingon the implementationstatus of Avista’s compliance with each of the commitments as 
of December 31 of the preceding yearconditions listed herein. The report will, at a minimum, 
provide a description of the performance of each of the commitments. This report will require an 
officer attestation of compliance with the conditions. If any commitment is not being met, relative to 
the specific terms of the commitment, the report must provideshall include proposed corrective 
measures relative to the specific condition, subject to Commission revision and target dates for 
completion of such measures.appropriate remedy as determined by the Commission. Avista will 
make publicly available at the Commission non-confidential portions of the report.  
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Annual affiliated interest reports will contain a complete copy of the corporate organizational and 
contact information submitted by Hydro One to the Ontario Energy Board in its most recent filing with 
that entity. 

If the Commission, Staff, or any party believes that Avista or Hydro One has violated any of the 
commitments listed herein, or any conditions included in the Commission's final order approving the 
application, the Commission shall give Hydro One and Avista written notice of the alleged violation.  

a. If the violation is for failure to file any notice or report required by the Conditions, and if Hydro 
One or Avista, or both provide the notice or report to the Commission within ten business days of 
the receipt of the written notice, then the Commission shall take no action. Hydro One or Avista 
may request, for cause, permission for extension of the ten-day period. For any other violation of 
the Conditions, the Commission must give Hydro One and Avista written notice of the violation. If 
such failure is corrected within five business days of the written notice, then the Commission 
shall take no action. Hydro One or Avista may request, for cause, permission for extension of the 
five-day period. 

b. If Hydro One or Avista, or both, fail to file a notice or written report within the time permitted in (a) 
above, or if Hydro One or Avista, or both, fail to cure, within the time permitted above, a violation 
that does not relate to the filing of a notice or report, then the Commission may open an 
investigation, with an opportunity for Hydro One or Avista, or both, to request a hearing, to 
determine the number and seriousness of the violations. If the Commission determines after the 
investigation and hearing (if requested) that Hydro One or Avista, or both, violated one or more 
of the Conditions, then the Commission shall issue an Order stating the level of penalty it will 
seek. Hydro One or Avista, or both, as appropriate, may appeal such an order under ORS 
756.580. If the Commission's order is upheld on appeal, and the order imposes penalties under 
a statute that further requires the Commission to file a complaint in court, then the Commission 
may file a complaint in the appropriate court seeking the penalties specified in the order, and 
Hydro One or Avista, or both, shall file a responsive pleading agreeing to pay the penalties. The 
Commission shall seek a penalty on only one of Hydro One or Avista for the same violation. 

c. The Commission shall not be bound by the process provided in paragraph (b) in the event the 
Commission determines Avista has violated any of the material conditions more than two times 
within a rolling 24-month period. 

d. Avista or Hydro One, or both, shall have the opportunity to demonstrate to the Commission that 
the process provided in paragraph (b) should not apply on a case-by-case basis. 

31. Commitments Binding:  Hydro One, Olympus Holding Corp. and its subsidiaries, including Avista, 
acknowledge that the commitments being made by them are binding only upon them and their 
affiliates where noted, and their successors in interest. Hydro One and Avista are not requesting in 
this proceeding a determination of the prudence, just and reasonable character, rate or ratemaking 
treatment, or public interest of the investments, expenditures or actions referenced in the 
commitments, and the parties in appropriate proceedings may take such positions regarding the 
prudence, just and reasonable character, rate or ratemaking treatment, or public interest of the 
investments, expenditures or actions as they deem appropriate.  

Financial Integrity Commitments [See Direct Testimony of Thies/Lopez] 

32. Capital Structure Support:  Hydro One will provide equity to support Avista’s capital structure 
that is designed to allow injections as needed for maintaining the financial integrity of Avista 
access to debt financing under reasonable terms and on a sustainable basissuch that Avista 
maintains an investment-grade credit rating.  

33. Utility-Level Debt and Preferred Stock:  Avista will maintain separate debt and preferred stock, if 
any, to support its utility operations.  
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34. Continued Credit Ratings:  Each of Hydro One and Avista will continue to be rated by Moody’s 
and at least one other nationally recognized statistical “Rating Agency.”credit rating agency.  
Hydro One and Avista will use reasonable best effortscontinue to obtain and maintain a 
separate credit rating for Avista frombe rated by at least one Rating Agency within the ninety 
(90) days following the closing of the Proposed Transaction. If Hydro One and Avista are 
unable to obtain or maintain the separate rating for Avista, they will make a filingnationally 
recognized credit rating agency.  Avista will provide notice and, if requested, consult with the 
Commission explaining the basis for their failure to obtain or maintain such separateStaff, and 
Hydro One agrees Avista will do so, in the event that Moody's or another nationally recognized credit 
rating foragency downgrades Avista's credit rating for any reason.  If Avista's credit rating drops 
below investment grade for Moody's or another nationally recognized credit rating agency, Avista will 
file, and Hydro One agrees Avista will file, a plan with the Commission detailing a range of options to 
maintain or restore Avista's credit rating, or to explain actions consistent with Avista's customers' 
best interest. Upon Commission request, Avista will present, and parties to Hydro One agrees 
Avista will present, this proceeding will have an opportunityplan to the Commission, with 
appropriate provisions in place to participate and propose additional commitments. protect 
confidential information. 

35. Restrictions on Upward Dividends and Distributions: 

a. IfExcept as noted in (b) below, if either (i) Avista’s corporate credit/issuer rating as determined 
by at least one industrynationally recognized rating agency, including, but not limited that 
issues ratings with respect to,  S&P, Moody’s, Fitch, or Morningstar Avista  is investment 
grade,  or (ii) the ratio of Avista’s EBITDA to Avista’s interest expense is greater than or equal 
to 3.0, then distributions from Avista to Olympus Equity LLC shall not be limited so long as 
Avista’s equity ratio is equal to or greater than 44 percent on the date of such Avista distribution 
after giving effect to such Avista distribution, except to the extent the Commission establishes a 
lower equity ratio for ratemaking purposes.  Both the EBITDA and equity ratio shall be 
calculated on the same basis that such calculations would be made for ratemaking purposes for 
regulated utility operations.  
 

b. If Avista’s equity ratio is lower than 46 percent, Avista must notify the Commission of its 
intention to declare a special dividend (defined as a one-time dividend that is paid in addition to 
Avista’s established or expected quarterly dividend) at least 30 days before the intended date of 
such dividend. Any such dividends from Avista to Olympus Equity LLC are allowed only with 
prior Commission approval. 

 
b.c. Under any other circumstances, distributions from Avista to Olympus Equity LLC are allowed 

only with prior Commission approval. 

36. Pension Funding:  Avista will maintain its pension funding policy in accordance with sound actuarial 
practice. and applicable legal requirements.  Hydro One will not seek to change Avista’s pension 
funding policy.  

37. SEC Reporting Requirements:  Following the closing of the Proposed Transaction, Avista will file 
required reports with the SEC. 

38. Compliance with the Sarbanes-Oxley Act:  Following the closing of the Proposed Transaction, 
Avista will comply with applicable requirements of the Sarbanes-Oxley Act. 

Ring-Fencing Commitments [See Direct Testimony of Thies/Lopez] 
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39. Independent Directors:  At least onethree (3) of the nine members of the board of directors of 
Avista will be an meet the standards for “independent director who is not a member, stockholder, 
director (except as an independent director of Avista or Olympus Equity LLC), officer, or 
employee of Hydro One or its affiliates.directors” under section 303A.02 of the New York Stock 
Exchange Listed Company Manual (the “Independent Directors”). At least one of the members of the 
board of directors of Olympus Equity LLC will be an independent director who is not a member, 
stockholder, director (except as an independent director of Olympus Equity LLC or Avista), 
officer, or employee of Hydro One or its affiliates.meet the standards for “independent 
directors” under section 303A.02 of the New York Stock Exchange Listed Company Manual (the 
“Independent Director”).  The same individual may serve as an independent directorIndependent 
Director of both Avista and Olympus Equity LLC. The organizational documents for Avista will not 
permit Avista, without the consent of a two-thirds majority of all its directors, including the affirmative 
vote of the independent directorIndependent Director (or if at that time Avista has more than one 
independent directorIndependent Director, the affirmative vote of at least one of Avista’s 
independent directorsIndependent Directors), to consent to the institution of bankruptcy 
proceedings or the inclusion of Avista in bankruptcy proceedings. In addition to an affirmative vote of 
this independent director, the vote of the Golden Share shall also be required for Avista to enter into 
a voluntary bankruptcy.  

40. Golden Share. To enter into voluntary bankruptcy shall further require the affirmative vote of a 
“Golden Share” of Avista stock.  The Golden Share shall mean the sole ($1 Par) share of Preferred 
Stock of Avista as authorized by the Commission. This share of Preferred Stock must be in the 
custody of an independent third-party, where the third-party has no financial stake, affiliation, 
relationship, interest, or tie to Avista or any of its affiliates, or any lender to Avista, or any of its 
affiliates.  This requirement does not preclude the third-party from holding an index fund or mutual 
fund with negligible interests in Avista or any of its affiliates.  In matters of voluntary bankruptcy, this 
share will override all other outstanding shares of all types or classes of stock. 

40.41. Non-Consolidation Opinion: 

a. Within ninety (90) days of the Proposed Transaction closing, Avista and Olympus Holding Corp. 
will file, and Hydro One agrees they will file, a non-consolidation opinion with the Commission 
which concludes, subject to customary assumptions and exceptions, that the ring-fencing 
provisions are sufficient that a bankruptcy court would not order the substantive consolidation of 
the assets and liabilities of Avista with those of Olympus Holding Corp. or its affiliates or 
subsidiaries (other than Avista and its subsidiaries). 

b. Olympus Holding Corp. must file an affidavit with the Commission stating that neither Olympus 
Holding Corp. nor any of its subsidiaries, will seek to include Avista in a bankruptcy without the 
consent of a two-thirds majority of Avista’s board of directors including the affirmative vote of 
Avista’s independent director, or, if at that time Avista has more than one independent director, 
the affirmative vote of at least one of Avista’s independent directors. 

c. If the ring-fencing provisions in these commitments are not sufficient to obtain a non-
consolidation opinion, Olympus Holding Corp. and Avista agree to promptly undertake, and 
Hydro One agrees to cause them to undertake, the following actions: 

(i) Notify the Commission of this inability to obtain a non-consolidation opinion. 

(ii) Propose and implement, upon Commission approval, such additional ring-fencing 
provisions around Avista as are sufficient to obtain a non-consolidation opinion subject to 
customary assumptions and exceptions. 

(iii) Obtain a non-consolidation opinion. 
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41.42. Olympus Equity LLC:  Olympus Holding Corp. indirect subsidiaries will include Olympus Equity 
LLC between Avista and Olympus LLC 2. See the post-acquisition organizational chart in Appendix 1 
of the Joint Application. Following closing of the Proposed Transaction, all of the common stock of 
Avista will be owned by Olympus Equity LLC, a new Delaware limited liability company, and a 
wholly-owned subsidiary of Olympus LLC 2. Olympus Equity LLC will be a bankruptcy-remote 
special purpose entity, and will not have debt. 

42.43. Restriction on Pledge of Utility Assets:  Avista will agree to, and Hydro One will cause Avista 
to agree to, prohibitions against loans or pledges of utility assets to Hydro One, Olympus Holding 
Corp., or any of their subsidiaries or affiliates, without Commission approval.  

43.44. Hold Harmless; Notice to Lenders; Restriction on Acquisitions and Dispositions: 

a. Hydro One, its affiliates, and subsidiaries including Avista will generally hold Avista customers 
harmless from any business and financial risk exposures associated with Olympus Holding 
Corp., Hydro One, and Hydro One’s other affiliates. 

b. Pursuant to this commitment, Avista and Olympus Holding Corp. will file, and Hydro One 
agrees Avista will file, with the Commission, prior to closing of the Proposed Transaction, a form 
of notice to prospective lenders describing the ring-fencing provisions included in these 
commitments stating that these provisions provide no recourse to Avista assets as collateral or 
security for debt issued by Hydro One or any of its subsidiaries, other than Avista. 

c. In furtherance of this commitment: 

i. Avista commitsHydro One, its affiliates, and subsidiaries including Avista commit that 
Avista’s regulated utility customers will be held harmless from the liabilities of any 
unregulated activity of Avista or Hydro One and its affiliates. In any proceeding before the 
Commission involving rates of Avista, the fair rate of return for Avista will be determined 
without regard to any adverse consequences that are demonstrated to be attributable to 
unregulated activities.  Measures providing for separate financial and accounting treatment 
will be established for each unregulated activity.  

ii. Olympus Holding Corp.Hydro One, its affiliates, and subsidiaries including Avista will 
notify the Commission subsequent to  Olympus Holding Corp.’sHydro One’s, its 
affiliates’, or subsidiaries’ including Avista’s board approval and as soon as practicable 
following any public announcement of: (1) any acquisition by Olympus Holding Corp. 
Hydro One, its affiliates, and subsidiaries including Avista of a regulated or unregulated 
business that is equivalent to five (5) percent or more of theHydro One's capitalization of 
Avista; or (2) the change in effective control or acquisition of any material part of Avista, 
as required by any other firm, whether by merger, combination, transferORS 
757.511, except that the notice of a change to the upstream ownership of stockAvista or 
assets.Olympus Holding Corp. among wholly owned subsidiaries of Hydro One may be 
provided in either an updated organizational chart included in the annual report filing 
described in Commitment [31] or in a separate notice filing.. Notice pursuant to this 
provision is not and will not be deemed an admission or expansion of the Commission’s 
authority or jurisdiction over any transaction or in any matter or proceeding whatsoever. 

Within sixty (60) days following the notice required by this subsection (c)(ii)(2), Avista and 
Olympus Holding Corp. or its subsidiariesaffiliates, as appropriate, will seek Commission 
approval of any sale or transfer of any material part of Avista., or of any transaction or 
series of transactions, regardless of size, that would result in a person or entity, other than 
a wholly owned subsidiary of Hydro One, directly or indirectly, acquiring a controlling 
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interest in Avista or Olympus Holding Corp. The term “material part of Avista” means any 
sale or transfer of stock, or other change in ownership, representing ten percent (10%) or 
more of the equity ownership of Avista. 

iii. Neither Avista nor Olympus Holding Corp.Hydro One will assert in any future 
proceedings that, by virtue of the Proposed Transaction and the resulting corporate 
structure, the Commission is without jurisdiction over any transaction that results in a 
change of control of Avista. 

d. If and when any subsidiary of Avista becomes a subsidiary of Hydro One or one of its 
subsidiaries other than Avista, Avista and Hydro One will so advise the Commission within thirty 
(30) days and will submit to the Commission a written document setting forth Avista’s proposed 
corporate and affiliate cost allocation methodologies. 

44.45. Olympus LLC 2 and Olympus Equity LLC Sub-entities:  Olympus LLC 2 will not operate or 
own any business and will limit its activities to investing in and attending to its shareholdings in 
Olympus Equity LLC, which, in turn, will not operate or own any business and will limit its activities to 
investing in and attending to its shareholdings in Avista. 

45.46. No Amendment of Ring-Fencing Provisions:  Hydro One, Olympus Holding Corp. and Avista 
commit that no material amendments, revisions or modifications will be made to the ring-fencing 
provisions as specified in these regulatory commitments without prior Commission approval pursuant 
to a limited re-opener for the sole purpose of addressing the ring-fencing provisions. 

Environmental, Renewable Energy, and Energy Efficiency Commitments [See Direct Testimony 
of Christie/Pugliese] 
46.47. Renewable Portfolio Standard Requirements:  Hydro One acknowledges Avista’s obligations 

under applicable renewable portfolio standards, and Avista will continue to comply with such 
obligations.  [Not Applicable To Oregon] 

47.48. Renewable Energy Resources:  Avista will acquire all renewable energy resources required by 
law and such other renewable energy resources as may from time to time be deemed advisable in 
accordance with Avista’s integrated resource planning process and applicable regulations.  [Not 
Applicable To Oregon] 

48.49. Greenhouse Gas and Carbon Initiatives:  Hydro One acknowledges Avista’s Greenhouse Gas 
and Carbon Initiatives contained in its current Integrated Resource Plan, and Avista will continue to 
work with interested parties on such initiatives.  

49.50. Greenhouse Gas Inventory Report:  Avista will report greenhouse gas emissions as required.  
50.51. Efficiency Goals and Objectives:  Hydro One acknowledges Avista’s energy efficiency goals 

and objectives set forth in Avista’s 2017 Integrated Resource Plan and other plans, and Avista will 
continue its ongoing collaborative efforts to expand and enhance them. 

51.52. Optional Renewable Power Program:  Avista will continue to offer renewable power programs 
in consultation with stakeholders. [Not Applicable To Oregon] 

Community and Low-Income Assistance Commitments [See Direct Testimony of 
Morris/Schmidt/Christie/Pugliese] 

52.53. Community Contributions:  Hydro One will cause Avista to make a one-time $7,000,000 
contribution to Avista’s charitable foundation at or promptly following closing.6 

6 Note that Commitment 11 contains additional provisions relating to Avista’s charitable contributions. 
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53.54. Low-Income Energy Efficiency Funding:  Avista will continue to work with its advisory groups 
on the appropriate level of funding for low income energy efficiency programs. 

54.55. Addressing Other Low-Income Customer Issues:  Avista will continue to work with low-income 
agencies to address other issues of low-income customers, including funding for bill payment 
assistance. 

56. Low-Income Rate Assistance Program:  Hydro One and Avista commit to continue Avista’s LIRAP 
program.  Hydro One will arrange additional funding of $[__] over a 10-year period7, for LIRAP in 
Oregon.  The Community Action Agencies will administer the funds consistent with Avista tariff 
schedule 493.8 Throughout this Commitment List, any commitment that states Hydro One will 
arrange funding is not contingent on Hydro One’s ability to arrange funding, particularly from outside 
sources, but is a firm commitment to provide the dollar amount specified over the time period and for 
the purposes specified. To the extent Avista has retained earnings that are available for payment of 
dividends to Olympus Equity LLC consistent with the ring fencing provisions of this Commitment List, 
such retained earnings may be used. Funds available from other Hydro One affiliates may be used 
without limitation. 

57. Funding for Oregon Energy Fund (OEF):  Hydro One will arrange funding of $[__] over 10 years to 
be given to the Oregon Energy Fund, for the purpose of funding programs that benefit Avista 
customers in Oregon, consistent with the OEF’s mission.9 The funds will be paid into a separate 
account to be managed and disbursed by Avista at the direction of Oregon Energy Fund 
(OEF).  Eligible costs will include reasonable administration costs required for disbursement.   

58. Low Income Weatherization:  Hydro One will arrange additional funding of $[__] over 10 years to 
fund low income weatherization for Avista customers in Oregon. The Community Action Agencies 
and Avista will work together to design the program, and it will be administered through the Avista 
Oregon Low Income Energy Efficiency Program (“AIOLEE”) program.10 For both existing funding 
and the new Hydro One funding, 20 percent of the funds may be used for “direct” project 
coordination costs and 10 percent for “indirect” general overhead costs of administering the 
weatherization program.  

 

Most Favored Nation [NEW] 

59. Most Favored Nation:11   

The Applicants agree that upon the joint request of the Non-Applicant Parties, the Commission shall 
have an opportunity and the authority to consider and adopt in Oregon any commitments (including 
conditions) to which the Applicants agree in other jurisdictions, even if such commitments are agreed 
to after the Commission enters its order in this docket. To facilitate the Commission’s consideration 
and adoption of the commitments from other jurisdictions, the Parties urge the Commission to issue 
an order accepting this Stipulation as soon as practical, but to reserve in such order the explicit right 
to re-open to add commitments accepted in another state jurisdiction.   

7 For Commitments 56, 57, and 58, Hydro One and Avista propose to commit a total of $1,626,995 over 
10 years to LIRAP, OEF, and low income weatherization.  Hydro One and Avista look forward to working 
with the parties to determine how to allocate the funds between these three commitments.   
8 The current annual funding levels for LIRAP are approximately $230,000. 
9 At present Avista does not currently provide funding to the Oregon Energy Fund. 
10 The current annual funding levels for AIOLEE are approximately $200,000. 
11 This MFN provision is drafted for purposes of inclusion in a Settlement Stipulation that would be 
presented for Commission approval.  
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The Applicants further agree that upon the request of any Non-applicant Party prior to Commission’s 
action on this Stipulation, if Applicants agree with any commitments in other jurisdictions, within five 
days of such a request, Applicants will meet and confer with the Non-applicant Parties to discuss 
whether such commitments should be added to the existing list of commitments already agreed to by 
the Parties in this Stipulation.      
  
Process for Consideration: 

• Within five calendar days after Applicants file a stipulation with new or amended 
commitments with a commission in another state jurisdiction, Applicants will send a copy 
of the stipulation and commitments to the Non-Applicant Parties. 

• Within five calendar days after a commission in another state jurisdiction issues an order 
that accepts a stipulation to which Applicants are a party and imposes new or modified 
commitments, that order, together with all commitments of any type agreed to by 
Applicants in such other state, will be filed with the Commission and served on all parties 
to this docket by the most expeditious means practical. 

• Within ten calendar days after the last such filing from the other states (“Final Filing”), the 
Non-Applicant Parties shall file with the Commission any response they wish to make, 
including their position as to whether any of the covenants, commitments and conditions 
from the other jurisdictions (without modification of the language thereof except such 
non-substantive changes as are necessary to make the commitment or condition 
applicable to Oregon) should be adopted in Oregon. 

• Within five calendar days after any such response filing, the Applicants may file a reply 
with the Commission. If the 5th calendar day falls on Saturday, Sunday, or a holiday, the 
next business day will be considered as the 5th day. 

• The Parties agree to support in their filings the issuance by the Commission of an order 
regarding the adoption of such commitments as soon as practical thereafter, recognizing 
that the Transaction cannot close until final state orders have been issued approving the 
Transaction. 

Limitations on Adjustment: 

• The commitment relating to maintenance of Avista’s headquarters is not subject to this 
provision.  

• Only commitments relating to gas service may form the basis for adjustments relating to 
gas service.  

• Only commitments relating to electric service may form the basis for adjustments relating 
to electric service.  

• Any commitments relating to support of communities in Montana are not subject to this 
provision.  

• As Avista does not operate as a utility in Alaska, any commitments made in Alaska are 
not subject to this provision.  

• For purposes of financial commitments or commitments having a financial impact, 
commitments should be proportionate to Avista’s corresponding business function in 

HYDRO ONE/801 
Schmidt/Page 16 of 21



Oregon in relation to its corresponding total company business function.  Accordingly, 
commitments should be allocated among Avista’s WA, ID and OR jurisdictions based on 
the following: 1) Rate Credit is allocated based on base revenues; 2) all other financial 
commitments are allocated using the Company’s jurisdictional “four factor” allocation 
methodology, routinely employed for purposes of allocating common costs, as 
discussed in Mr. Ehrbar’s testimony in this proceeding. 

Miscellaneous 

60. Contract Labor Issues:  Avista agrees to resolve all issues in this proceeding that pertain to the 
LiUNA-District Council-District Council on terms set forth in Attachment B. 

61. On Bill Repayment:  Hydro One will arrange funding of the approximately $100,000 (system basis) 
initial investment in software upgrades and $5,000 in administrative costs to implement an on-bill 
repayment program. Under no circumstance, will the rate payer population be responsible for any 
default related to the OBRP12. 

 

12 OBRP is a pass-through billing service for energy efficiency loans, where Avista would collect loan 
payments on customers’ bills then transmit the sum monthly to the third-party lender. Only non-profit 
lenders would be eligible, offering low rates for energy efficiency loans. The lender has no ability to shut 
off power (due to non-payment) and all lending activity is managed separate from the utility, where the 
lender:  
 

• Provides all capital, bears full risk 
• Manages delinquent files and collections off-bill 
• Handles loans/balances separate from utility financial systems 
• Meets consumer lending regulatory requirements. 
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AVISTA/HYDRO ONE 
Attachment A  

(UM 1897 Avista / Hydro One Merger) 
March 14, 2018 

 

Avista Oregon Service Quality Measures Program 

Customer Service Measures  
 

1. The level of Customer satisfaction with telephone service, as provided by the Company’s Contact 
Center, will be at least 90 percent, where:  

a. The measure of Customer satisfaction is based on Customers who respond to Avista’s 
quarterly survey of Customer satisfaction, known as the Voice of the Customer, as conducted 
by its independent survey contractor; 

b. The measure of satisfaction is based on Customers participating in the survey who report the 
level of their satisfaction as either “satisfied” or “very satisfied”; and 

c. The measure of satisfaction is based on the statistically-significant survey results for both 
electric and natural gas service for Avista’s entire service territory for the calendar year, and 
will also separately be reported for Oregon customers only. 
 

2. The level of Customer satisfaction with the Company’s field services will be at least 90 percent, 
where: 

a. The measure of Customer satisfaction is based on Customers who respond to Avista’s 
quarterly survey of Customer satisfaction, known as the Voice of the Customer, as conducted 
by its independent survey contractor; 

b. The measure of satisfaction is based on Customers participating in the survey who report the 
level of their satisfaction as either “satisfied” or “very satisfied”; and 

c. The measure of satisfaction is based on the statistically-significant survey results for both 
electric and natural gas service for Avista’s entire service territory for the calendar year, and 
will also separately be reported for Oregon customers only. 

 

3. The number of complaints filed with the Public Utility Commission of Oregon by Avista’s natural gas 
customers will not exceed the rate of 0.4 complaints per 1,000 customers for the calendar year. 

 
4. The percentage of customer calls answered by a live representative within 60 seconds will be at 

least 80 percent for the calendar year, where: 
a. The measure of response time is based on results from the Company’s Contact  Center, and 

is initiated when the customer requests to speak to a customer service representative; and 
b. Response time is based on the combined results for both electric and natural gas customers 

for Avista’s entire service territory. 
 

5. The Company’s average response time to a natural gas system emergency in Oregon will not 
exceed 55 minutes for the calendar year, where: 
a. Response time is measured from the time of the customer call to the arrival of a field service 

technician; and 
b. “Natural gas system emergency” is defined as an event when there is a natural gas explosion 

or fire, fire in the vicinity of natural gas facilities, police or fire are standing by, leaks identified 
in the field as “Grade 1”, high or low gas pressure problems identified by alarms or customer 
calls, natural gas system emergency alarms, carbon monoxide calls, natural gas odor calls, 
runaway furnace calls, or delayed ignition calls. 
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Customer Service Guarantees 
 

1. The Company will keep mutually agreed upon appointments for natural gas service, scheduled in 
the time windows of either 8:00 a.m. – 12:00 p.m. or 12:00 p.m. – 5:00 p.m., except for the following 
instances: 

a. When the Customer or Applicant cancels the appointment; 
b. The Customer or Applicant fails to keep the appointment; or 
c. The Company reschedules the appointment with at least 24 hours notice. 

 
2. The Company will provide a cost estimate to the Customer or Applicant for new natural gas supply 

within 10 business days upon receipt of all the necessary information from the Customer or 
Applicant. 

 

3. The Company will respond to most billing inquiries at the time of the initial contact, and for those 
inquires that require further investigation, the company will investigate and respond to the Customer 
within 10 business days. 

 
4. The Company will investigate Customer-reported problems with a meter, or conduct a meter test, 

and report the results to the Customer within 20 business days from the date of the report or 
request. 
 

CUSTOMER SERVICE GUARANTEE CREDITS 
 
For failure to meet a Customer Service Guarantee for service provided to an electric Customer, the 
Company will apply a $50 credit to the Customer’s account. For failure to meet a Customer Service 
Guarantee for service provided to an Applicant, the Company will mail a check for $50 to the Applicant. 
Avista will timely provide the qualifying customer credit or applicant check without any requirement on the 
part of the customer or applicant to either apply for, or request the applicable credit or check.  
 
Tracking of the Company’s performance on the Customer Service Guarantees, including the application of 
customer credits, will begin on January 1, 2019. 
 
ANNUAL REPORT 
 
The Company will include the results of its Service Quality Measures Program in an annual report to be filed 
with the Public Utility Commission of Oregon on or before April 30th of each year.  
 
  

HYDRO ONE/801 
Schmidt/Page 19 of 21



 

  Attachment A - Page 3 of 3 

CUSTOMER REPORT CARD 
 
Within 90 days of filing its Annual Service Quality Measures Report, the Company will send a Service 
Quality Measures Program Report Card to its Customers, which will include the following: 

a. Results for each of the Company’s Customer Service Measures, compared with the respective 
performance benchmarks; 

b. Results for each of the Customer Service Guarantees, compared with the respective benchmarks, 
and including the number of events for each measure where a credit was provided, and the total 
dollar amount of the credits paid for each measure; and 

c. Performance highlights for the year. 
d. The company will issue its first Report Card to customers on or before July 31, 2020. 
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AVISTA/HYDRO ONE

Attachment B  

1) On a prospective basis, and for a period of 10 years ending March 7, 2028, Avista will require the use 

of LiUNA-District Council members for the type of work that is ordinarily and customarily performed by 

LiUNA-District Council on natural gas replacement and all natural gas work.  This will not apply to work 

performed under contracts already in effect as of March 7, 2018.  This agreement will not apply to (a) 

atmospheric corrosion; (b) locating; and (c) leak survey.  This agreement will also not apply to work 

performed where signatory contractors are not available (unavailability is typically due to locations 

being in remote areas), or choose not to bid on projects; provided that work performed in such areas 

will be paid at equivalent wages and benefits.  

2) On a prospective basis, and for a period of 10 years ending March 7, 2028, Avista will require the use 

of LiUNA-District Council members for all flagging work, unless otherwise performed by Avista 

employees represented by IBEW Local 77. This will not apply to work performed under contracts 

already in effect as of March 7, 2018.  

3) LiUNA-District Council will provide for signatory contractors laborers that are qualified pursuant to 

applicable OSHA 1910 regulations and all other applicable training. In addition LiUNA-District Council

will provide LiUNA-District Council members knowledgeable in the DOT Title 49 Code of Federal 

Regulations, Part 192, and all applicable state pipeline safety regulations.  Contractors shall be required 

to provide proof of compliance with this requirement to Avista.

4) On a prospective basis, Avista will require contractors to utilize NWLETT for required training, if 
applicable courses are offered by NWLETT and are reasonably accessible in the locality where the 
work is to be performed.  

5) Avista will meet and confer with LiUNA-District Council to discuss possible involvement in all future 
hydroelectric projects that are within the sphere of LiUNA-District Council’s expertise.  

6) Avista will encourage contractors to utilize union labor, including, without limitation and as applicable, 
members of the Laborers’, Pipefitters and Steamfitters, and IBEW, on Avista projects as part of its 
bidding solicitation process on all other construction work, including but not limited to capital work on 
hydro facilities, and will evaluate the use of such members in the staffing plans of bidding contractors 
as an element of Avista’s bid evaluation process.  

7) Avista will continue to prioritize the hiring of qualified contractor personnel through the bidding process, 
by requiring  analysis of not only the price proposals submitted by contractors, but a variety of other 
factors, including minimum staffing requirements as applicable, training programs, documented 
qualification programs, safety track records, OSHA 300 reportables, and other safety records as 
appropriate.  Review of these components is intended to verify that the contractor is able to supply a 
sufficient workforce to meet Avista’s needs, and that their personnel are appropriately trained, qualified 
and able to safely and reliably perform work for Avista.  

8) Work covered by these commitments does not include work that is customarily performed by Avista 
employees represented by IBEW Local 77 but that is contracted out pursuant to IBEW Local 77’s 
collective bargaining agreement with Avista.  It also does not include any work that is performed by 
Avista employees, regardless of the type of work involved. 

9) Avista will meet and confer with LiUNA-District Council at least six months prior to March 7, 2028 to 

discuss extending or modifying the terms set forth herein.
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Avista Corp. 
1411 East Mission P.O. Box 3727 
Spokane. Washington 99220-0500 
Telephone 509-489-0500 

;Jv,sr•· 
Toll Free 800-727-9170 

March 27, 2018 

Washington Utilities and Transportation Commission 
1300 S. Evergreen Park Drive S. W. 
P.O. Box 47250 
Olympia, Washington 98504-7250 
Attention: Mr. Steven King, Executive Director and Secretary 

Corp. 

RE: Settlement Stipulation and Motion of Hydro One and A vista Corporation for Order 
Approving Settlement Stipulation and Agreement in Docket U-170970 

A vista Corporation hereby submits ah original and ten (10) copies of the Settlement Stipulation 
in the above referenced docket. Also enclosed are an original and ten (I 0) copies of the Motion 
for an Order Approving the Settlement Stipulation and Agreement. 

A service Jist is attached, with the parties on the service list receiving a complete copy of this 
filing by overnight mail. 

If you have any questions, please do not hesitate to contact David Meyer on behalf of A vista 
Corporation at 509-495-4316 or david.meyer@avistacorp.com or Liz Thomas on behalf of 
Hydro One Limited, at 206-370-7631 or liz.thomas(@.klgates.com. 

RESPECTFULLY SUBMITTED this 27th day of March, 2018. 

K&L GA TES, LLP 

_/. ~~ 
BY:~ Elizath Thomas, WSBA No. 11544 

Kari Vander Stoep, WSBA No. 35923 
Pa1tner 
K&L Gates LLP 
On Behalf of Hydro One Limited 
Olympus Equity LLC 
925 Fourth Avenue, Suite2900 
Seattle, WA 98104-1 158 
Liz.thomas@klgates.com 

501161071 V1 

A VfST A CORPORATION 

By: £-rZyt.WSBA No. 8717 

Chief Counsel for Regulatory and 
Governmental Affairs 
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A vista Corporation 
1411 E. Mission Ave., MSC-27 
Spokane, WA 99220-3727 
David.meyer@avistacorp.com 



BEFORE THE 
WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION 

 

In the Matter of the Joint Application of )  
HYDRO ONE LIMITED (acting through ) DOCKET NO. U-170970  
its indirect subsidiary, Olympus Equity         )            
LLC      )  
      )  
and      )  
AVISTA CORPORATION   ) MOTION FOR AN ORDER 
      ) APPROVING SETTLEMENT 
For an Order Authorizing Proposed  ) STIPULATION AND AGREEMENT 
Transaction      )   
   …………………………………….……....) 
       
 
 Come now, Hydro One Limited (“Hydro One”), acting through Olympus Equity LLC an 

indirect, wholly-owned subsidiary, and Avista Corporation (“Avista”) (sometimes hereafter 

jointly referred to as “Joint Applicants” or the “Companies”), and respectfully move the 

Commission for an Order approving the Settlement Stipulation and Agreement (hereafter 

“Settlement”) filed herewith.  The Settlement is entered into by and among all parties in this 

case: Hydro One, Avista, the Staff of the Washington Utilities and Transportation Commission 

(“Staff”), the Public Counsel Unit of the Washington Office of Attorney General (“Public 

Counsel”), Northwest Industrial Gas Users (“NWIGU”), Industrial Customers of Northwest 

Utilities (“ICNU”), The Energy Project, Northwest Energy Coalition (“NWEC”), Renewable 

Northwest (“RNW”), Natural Resources Defense Council (“NRDC”),  Sierra Club, and 

Washington and Northern Idaho District Council of Laborers (“WNIDCL”), jointly referred to 

herein as “Parties” and individually as a “Party.” 

This Motion is based on the following:   
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 1. Representatives of all Parties appeared at Settlement Conferences held on February 

6, 2018, and February 23, 2018, which were held for the purpose of narrowing or resolving the 

contested issues in this proceeding.  Subsequent discussions led to a Settlement of all known 

issues. 

 2. On March 16, 2018, Commission Staff, on behalf of the Parties, filed with the 

Commission a letter advising that a settlement-in-principle had been reached in this proceeding.   

 3. On March 27, 2018, the Parties filed with the Commission the Settlement (attached 

to this Joint Motion).  This Settlement, if approved, would resolve all issues in these 

proceedings.      

4. The Parties will file testimony in support of the Settlement on or before April 10, 

2018, and the Parties request that the Settlement be approved as a fair resolution of all issues, as 

being in the public interest, and without change or modification.   

5. The Parties request that the remaining procedural schedule be suspended in this 

docket, except for the hearing date of May 22, 2018, at which time testimony would be heard in 

support of the Settlement, as well as the previously scheduled dates for receipt of testimony 

from the public. 

6. In the event that the Commission should reject the Settlement, or materially modify 

it in ways unacceptable to the Parties, the Parties request that a prehearing conference 

immediately be convened to establish a schedule for the litigation of unresolved matters in these 

dockets. 
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WHEREFORE> the Parties respectfully request an Order approving the Settlement, in 

the form attached. 

T "J 
Entered into this 'J. / day of March, 2018, 

Avista: 

By:~ fl 
Davi~ ' 
VP, Chief Counsel for Regulatory 
and Govermnental Affairs 

Hydro One: 

By ~ c-rb»,p, 
Eliz6bethhomas 
Partner, K&L Gates LLP 
Attorney for Hydro One 

Joint Motion for Order Approving Settlement Stipulation and Agreement - 3 
501161064v1 · 



 

  

BEFORE THE 

WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION 

In the Matter of the Joint Application of 
HYDRO ONE LIMITED (acting through 
its indirect subsidiary, Olympus Equity 
LLC)  

and 

AVISTA CORPORATION 

For an Order Authorizing Proposed 
Transaction 

Docket No. U-170970 
  

SETTLEMENT STIPULATION AND 
AGREEMENT 

 
 

I. PARTIES 

1. This Settlement Stipulation and Agreement is entered into by and among the 

following parties in this case: Hydro One Limited (“Hydro One”), acting through Olympus Equity 

LLC an indirect, wholly-owned subsidiary, and Avista Corporation (“Avista”) (sometimes 

hereafter jointly referred to as “Joint Applicants” or the “Companies”), the Staff of the Washington 

Utilities and Transportation Commission (“Staff”), the Public Counsel Unit of the Washington 

Office of Attorney General (“Public Counsel”), Northwest Industrial Gas Users (“NWIGU”), 

Industrial Customers of Northwest Utilities (“ICNU”), The Energy Project, Northwest Energy 

Coalition (“NWEC”), Renewable Northwest (“RNW”), Natural Resources Defense Council 

(“NRDC”),  Sierra Club, and Washington and Northern Idaho District Council of Laborers 

(“WNIDCL”), jointly referred to herein as “Parties” and individually as a “Party.”  

2. Accordingly, this represents a “full settlement” under WAC 480-07-730(1).  The 

Parties, representing all who have intervened or appeared in these dockets, agree that this 
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Settlement Stipulation (hereinafter “Settlement” and/or “Stipulation”) is in the public interest and 

should be accepted by the Commission as a full resolution of the issues in these dockets. 

3. The Parties understand this Settlement is subject to review and disposition by the 

Washington Utilities and Transportation Commission (“Commission”).  

 
II. RECITALS 

4. On September 14, 2017, the Joint Applicants filed with the Commission a Joint 

Application For An Order authorizing Proposed Transaction whereby Olympus Equity LLC would 

acquire all of the outstanding common stock of Avista, and Avista would thereafter become a 

direct, wholly-owned subsidiary of Olympus Equity LLC and an indirect, wholly-owned 

subsidiary of Hydro One (the combination of these transactions is hereafter “Proposed 

Transaction”).1   

5. The Commission convened a prehearing conference in this proceeding at Olympia, 

Washington on October 20, 2017, before Administrative Law Judge Dennis J. Moss. At the 

prehearing conference, the Commission granted the petitions to intervene by ICNU, NWIGU, The 

Energy Project, NWEC, RNW, NRDC, and the Sierra Club.  The Commission, in Order 03, 

subsequently granted intervention status to WNIDCL.  

6. In accordance with the procedural schedule adopted at the prehearing conference 

(Order 02), all Parties attended the scheduled settlement conference held in Olympia, Washington, 

on February 6, 2018.  An additional settlement conference was held in Olympia on February 23, 

1  On July 19, 2017, Avista, a Washington corporation, Hydro One, a Province of Ontario corporation, Olympus 
Holding Corp. (also referred to hereafter as “US Parent”), a Delaware corporation, and Olympus Corp. (“Merger 
Sub”), a Washington corporation and an indirect, wholly-owned subsidiary of US Parent, entered into an 
Agreement and Plan of Merger.  Following all approvals, at the effective time on the closing date, Merger Sub will 
be merged with and into Avista, and the separate existence of Merger Sub shall thereupon cease, and Avista will 
be the surviving corporation and will become a direct, wholly-owned subsidiary of Olympus Equity LLC and an 
indirect, wholly-owned subsidiary of Hydro One. 
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2018.  Based on these discussions and related correspondence, the Parties have reached an 

agreement on proposed commitments (attached as Appendix A to this Settlement Stipulation) that 

provide a basis upon which the Parties recommend Commission approval of the Proposed 

Transaction in Washington. 

 

III. TERMS OF THE SETTLEMENT STIPULATION 

7. Appendix A to this Stipulation contains the complete list of commitments that the 

Joint Applicants agree to make upon consummation of the Proposed Transaction (hereinafter 

referred to as “Commitments”). By virtue of executing this Stipulation, the Joint Applicants agree 

to perform all of the Commitments set forth in Appendix A according to the provisions of each 

Commitment as set forth therein. 

8. The effective date of the Commitments set forth in Appendix A to this Stipulation 

shall be the date of the closing of the Proposed Transaction, provided that the date of the 

Commission’s final order in this matter is the effective date for Commitments requiring Hydro 

One or its subsidiaries, including Avista, to take action before the closing of the Proposed 

Transaction. 

9. In the process of obtaining approval of the Proposed Transaction in other states, the 

Commitments may be expanded or modified as a result of regulatory decisions or settlements. The 

Parties agree that the Commission shall have an opportunity and the authority to consider and 

adopt in Washington any commitments or conditions with which the Joint Applicants agree in 

other jurisdictions, even if such commitments and conditions are agreed to after the Commission 

enters its order in this docket. To facilitate the Commission's consideration and adoption of the 

commitments and conditions from other jurisdictions, the Parties recommend that the Commission 

issue an order approving this Stipulation as soon as practical, but reserve in such order the explicit 
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right to re-open the Commitments set forth in Appendix A in order to reflect commitments and 

conditions accepted in another state jurisdiction. Commitment 81 (Most Favored Nation) in 

Appendix A sets forth the process and limitations for addressing changes to commitments agreed 

to in other jurisdictions.  

10. The Parties agree that with the Commitments set forth in Appendix A, the Proposed 

Transaction meets the net benefit and public interest standards under RCW 80.01.040(3), RCW 

80.12.020 and WAC 480-143-170 required for approval in Washington.  RCW 80.12.020 provides 

that Commission approval must be predicated on a finding that the Proposed Transaction would 

provide a “net benefit” to customers: 

 Order required to sell, merge, etc.—Exemption. 

(1) No public service company shall sell, lease, assign or otherwise dispose of the 
whole or any part of its franchises, properties or facilities whatsoever, which are 
necessary or useful in the performance of its duties to the public, and no public 
service company shall, by any means whatsoever, directly or indirectly, merge or 
consolidate any of its franchises, properties or facilities with any other public 
service company, without having secured from the commission an order 
authorizing it to do so. The commission shall not approve any transaction under 
this section that would result in a person, directly or indirectly, acquiring a 
controlling interest in a gas or electrical company without a finding that the 
transaction would provide a net benefit to the customers of the company. 

Moreover, RCW 80.01.040(3) directs the Commission to “[r]egulate in the public interest,” and 

WAC 480-143-170 reiterates that requirement: 

Application in the Public Interest – If, upon the examination of any application 
and accompanying exhibits, or upon a hearing concerning the same, the 
commission finds the proposed transaction is not consistent with the public interest, 
it shall deny the application. 
 
11. As described in the Commitments to this stipulation and in the Joint Testimony to 

follow, the evidence demonstrates that the Proposed Transaction is in the public interest and should 

be approved by the Commission.  Furthermore, the Proposed Transaction will provide “net 
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benefits” for Avista’s customers in Washington, as reflected in the proposed Commitments 

(attached as Appendix A to this Settlement Stipulation). 

12. The Parties agree that, due to tax-related changes made by the Tax Cuts and Jobs 

Act, H.R. 1 of the 115th Congress, which shall be more fully described in testimony supporting 

this Stipulation, the Post-Closing Corporate Structure set forth on page 2 of Appendix 1 to the 

Joint Application should be simplified to eliminate Olympus 1 LLC and Olympus 2 LLC.  

Accordingly, the Post-Closing Corporate Structure should be as set forth in Appendix B to this 

Settlement Stipulation.  The Parties recognize, however, that parallel changes must be made in the 

dockets on the Proposed Transaction that are pending in Oregon, Idaho, Montana and Alaska.  If 

one or more of such parallel changes cannot be made, the Parties agree that the Post-Closing 

Corporate Structure set forth on page 2 of Appendix 1 to the Joint Application is also acceptable.  

Additionally, if the Tax Cuts and Jobs Act is repealed or amended such that further changes to the 

Post-Closing Corporate Structure are necessary, the Joint Applicants will propose a revised 

corporate structure, subject to Commission approval. 

13. The Joint Applicants acknowledge that the Commission's approval of the 

Stipulation, the Commitments, or the Joint Application shall not bind the Commission in other 

proceedings with respect to the determination of prudence, just and reasonable character, rate or 

ratemaking treatment, or public interest of services, accounts, costs, investments, any particular 

construction project, expenditures, or actions referenced in the Commitments. 

14. The Parties therefore agree to support this Stipulation as a settlement of all issues 

in this proceeding and to recommend approval of the Proposed Transaction in this proceeding 

subject to the agreed-upon Commitments. The Parties understand that this Stipulation is not 

binding on the Commission in ruling on the Joint Application. 
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15. The Parties agree that this Stipulation represents a compromise in the positions of 

the Parties. As such, conduct, statements, and documents disclosed in the negotiation of this 

Stipulation shall not be admissible as evidence in this or any other proceeding. By executing this 

Stipulation, no Party shall be deemed to have approved, admitted, or consented to the facts, 

principles, methods, or theories employed in arriving at the terms of this Stipulation, nor shall any 

Party be deemed to have agreed that any provision of this Stipulation is appropriate for resolving 

issues in any other proceeding, except those proceedings involving the enforcement or 

implementation of the terms of this Stipulation. 

16. The Parties shall cooperate in submitting this Stipulation promptly to the 

Commission for acceptance, and shall cooperate in developing supporting testimony required by 

WAC 480-07-740(2). The Parties agree to support the Stipulation throughout this proceeding, 

provide one or more witnesses each to sponsor such Stipulation as well as legal representatives to 

support the Stipulation at a Commission hearing (if necessary), and recommend that the 

Commission issue an order adopting the Commitments referenced herein. In the event the 

Commission rejects this Stipulation or accepts this Stipulation upon conditions not contained 

herein, the provisions of WAC 480-07-750(2) shall apply. 

17. Each Party retains the right to provide information to the public about this 

Settlement Stipulation, after this Settlement Stipulation is filed with the Commission. Each Party 

shall provide to each other Party a copy of each public announcement, news release or similar 

communication (hereafter “public communication”) that the issuing Party intends to make 

regarding this Settlement Stipulation, as soon as practicable in advance of publication (hereafter 

“disclosure requirement”).  The disclosure requirement shall not apply to a Party that has provided 
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a copy of a public communication addressing the Settlement Stipulation to other Parties prior to 

filing the Settlement Stipulation. 

18. This Stipulation is entered into by each Patty as of the date entered below. Subject 

to Paragraph 19, the obligations of the Parties under this Stipulation are effective as of the date it 

has been fully executed by all Parties. 

19. The obligations of the Joint Applicants under this Stipulation, with the exception 

of paragraphs 14 through 18, are subject to the Commission's approval of the Joint Application in 

this docket on terms and conditions acceptable to the Joint Applicants, in their sole discretion. 

20. The Parties may execute this Stipulation in countcrpa1ts, which together will 

constitute one agreement. A signed signature page sent by email is as effective as an original 

document. 

DATED: March ~ 018 

SETTLEMENT STIPULATION AND AGREEMENT - 7 
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A. Reservation of Certain Authority to the Avista Board of Directors 

1. Authority Reserved:  Consistent with and subject to the terms of Exhibits A and 
B to the Merger Agreement (referred to as “Delegation of Authority”) contained 
in Appendix 5 of the Joint Application, decision-making authority over 
commitments 2-15 below is reserved to the Board of Directors of Avista 
Corporation (“Avista”) and any change to the policies stated in commitments 2-
15 requires a two-thirds (2/3) vote of the Avista Board, provided that Avista must 
obtain approval for such changes from all regulatory bodies with jurisdiction 
over the Commitments before such changes can go into effect, and provide 
written notice to all parties to Docket U-170970 of such request for approval: 

Governance 

2. Executive Management:  Avista will seek to retain all current executive 
management of Avista, subject to voluntary retirements that may occur. This 
commitment will not limit Avista’s ability to determine its organizational structure 
and select and retain personnel best able to meet Avista’s needs over time. The 
Avista board retains the ability to dismiss executive management of Avista and 
other Avista personnel for standard corporate reasons (subject to the approval of 
Hydro One Limited (“Hydro One”) for any hiring, dismissal or replacement of the 
CEO); 

3. Board of Directors:  After the closing of the Proposed Transaction, Avista’s board 
will consist of nine (9) members, determined as follows: (i) two (2) directors 
designated by Hydro One who are executives of Hydro One or any of its 
subsidiaries; (ii) three (3) directors who meet the standards for “independent 
directors” - under section 303A.02 of the New York Stock Exchange Listed 
Company Manual (the “Independent Directors”) and who are residents of the 
Pacific Northwest region, to be designated by Hydro One (collectively, the 
directors designated in clauses (i) and (ii) hereof, the “Hydro One Designees”), 
subject to the provisions of Clause 2 of Exhibit A to the Merger Agreement; (iii) 
three (3) directors who as of immediately prior to the closing of the Proposed 
Transaction1 are members of the Board of Directors of Avista, including the 
Chairman of Avista’s Board of Directors (if such person is different from the Chief 
Executive Officer of Avista); and (iv) Avista’s Chief Executive Officer 
(collectively, the directors designated in clauses (iii) and (iv) hereof, the “Avista 
Designees”). The initial Chairman of Avista’s post-closing Board of Directors 
shall be the Chief Executive Officer of Avista as of the time immediately prior to 
closing for a one year term.  If any Avista Designee resigns, retires or otherwise 
ceases to serve as a director of Avista for any reason, the remaining Avista 

1 “Proposed Transaction” means the transaction proposed in the Joint Application of Avista and Hydro One filed 
on September 14, 2017. 
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Designees shall have the sole right to nominate a replacement director to fill such 
vacancy, and such person shall thereafter become an Avista Designee. 

The term “Pacific Northwest region” means the Pacific Northwest states in which 
Avista serves retail electric or natural gas customers, currently Alaska, Idaho, 
Montana, Oregon and Washington; 

Business Operations 

4. Avista’s Brand and Plan for the Operation of the Business:  Avista will 
maintain Avista’s brand and Avista will establish the plan for the operation of the 
business and its Subsidiaries; 

5. Capital Investment for Economic Development:  Avista will maintain its 
existing levels of capital allocations for capital investment in strategic and 
economic development items, including property acquisitions in the university 
district, support of local entrepreneurs and seed-stage investments; 

6. Continued Innovation:  Avista will continue development and funding of its and 
its subsidiaries’ innovation activities; 

7. Union Relationships:  Avista will honor its labor contracts and has the authority 
to negotiate, enter into, modify, amend, terminate or agree to changes in any 
collective bargaining agreement or any of Avista’s other material contracts with 
any labor organizations, union employees or their representatives; 

8. Compensation and Benefits:  Avista will maintain compensation and benefits 
related practices consistent with the requirements of the Merger Agreement; 

Local Presence/Community Involvement 

9. Avista’s Headquarters:  Avista will maintain (a) its headquarters in Spokane, 
Washington; (b) Avista’s office locations in each of its other service territories, 
and (c) no less of a significant presence in the immediate location of each of such 
office locations than what Avista and its subsidiaries maintained immediately prior 
to completion of the Proposed Transaction; 

10. Local Staffing:  Avista will maintain Avista Utilities’ staffing and presence in the 
communities in which Avista operates at levels sufficient to maintain the provision 
of safe and reliable service and cost-effective operations and consistent with pre-
acquisition levels; 

11. Community Contributions:  For five years after the close of the Proposed 
Transaction, Avista will maintain a $4,000,000 annual budget for charitable 
contributions (funded by both Avista and the Avista Foundation) and additionally 
a $2,000,000 annual contribution will be made to Avista’s charitable foundation. 
No approval from any regulatory bodies with jurisdiction over the Commitments 
is required for any changes to this commitment from and after the sixth year 
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following closing; however any such changes will continue to require a two-thirds 
(2/3) vote of the Avista Board;2 

12. Community Involvement:  Avista will maintain at least Avista’s existing levels 
of community involvement and support initiatives in its service territories; 
including involvement with tribes and low-income service agencies and support 
initiatives; 

13. Economic Development:  Avista will maintain at least Avista’s existing levels of 
economic development, including the ability of Avista to spend operations and 
maintenance funds3 to support regional economic development and related 
strategic opportunities in a manner consistent with Avista’s past practices; 

14. Membership Organizations:  Avista will maintain the dues paid by it to various 
industry trade groups and membership organizations; and 

15. Safety and Reliability Standards and Service Quality Measures:  Avista will 
maintain Avista’s safety and reliability standards and policies and service quality 
measures in a manner that is substantially comparable to, or better than, those 
currently maintained. 

Avista will not seek to remove or reduce existing penalty provisions associated 
with its safety, reliability, or service quality measures for 10 years after the merger. 

If the 5-year rolling average of SAIFI or SAIDI in Washington exceeds 107.5% of 
the average of their respective scores from 2013 to 2017 (excluding Major Event 
Days (MEDs), consistent with Avista’s service quality program, tariff schedule 
85), Hydro One and Avista commit to increase the rate credit for Washington 
electric customers by $250,000 per year.  This increased rate credit will persist 
until the 5-year rolling average is less than the threshold stated above. 

B. Rate Commitments 

16. Treatment of Net Cost Savings:  Any net cost savings that Avista may achieve 
as a result of the Proposed Transaction will be reflected in subsequent rate 
proceedings, as such savings materialize. To the extent the savings are reflected in 
base retail rates they will offset the Rate Credit to customers, up to the offsetable 
portion of the Rate Credit. 

2 Note that Commitment 64 contains an additional commitment relating to charitable contributions; pursuant to 
that commitment Hydro One will cause Avista to make a one-time contribution of $7,000,000 to Avista’s 
charitable foundation at or promptly following closing of the Proposed Transaction. 
3 Operations and maintenance funds dedicated to economic development and non-utility strategic opportunities 
will be recorded below-the-line to a nonoperating account. 
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17. Pre-Transaction Test Year:  The parties agree to the following provisions for 
ratemaking purposes.   

a. If Avista files for a rate case between the conclusion of Dockets UE-170485 
and UG-170486 and December 31, 2018, Avista will present a normalized test 
year using the most recent 12-month period available.   

b. If Avista files for a rate case between January 1, 2019, and April 30, 2019, 
Avista must use a normalized test year of October 1, 2017 – September 30, 
2018.  

c. If Avista files for a rate case between May 1, 2019, and April 30, 2021, Avista 
must present two normalized test years, (1) October 1, 2017 – September 30, 
2018 for informational purposes, and (2) the most recent 12-month period 
available. 

18. Treatment of Transaction Costs:   

a. Costs associated with the Proposed Transaction will be separately tracked as 
non-utility costs with no charges, either allocated or direct, to be recovered 
from Avista customers.  After the consummation of the Proposed Transaction, 
any remaining transaction costs or other costs of Olympus Holding Corp. or 
Hydro One will not appear on Avista’s utility books, i.e. such costs will be 
recorded as non-utility. Avista shall furnish the Commission with journal 
entries and supporting detail showing the nature and amount of all costs of the 
Proposed Transaction (including but not limited to management time, BOD 
time, in-house and outside counsel time, any consultants engaged, etc.) since 
the Proposed Transaction was first contemplated, as well as the accounts 
charged, within 120 days of a Commission order in this docket. 

b. Avista will exclude from Avista general rate cases, or any other method of cost 
recovery, all costs related to the Proposed Transaction including but not limited 
to: (i) all legal work from in-house counsel and outside counsel; (ii) any 
financial advisory fees associated with the Proposed Transaction; (iii) the 
acquisition premium; (iv) costs related to M&A consulting and advice (v) 
preparation of and materials for presentations relating to the Proposed 
Transaction (vi) any senior executive compensation or any Avista board of 
director time tied to a change of control of Avista; (vii)  any other costs directly 
related to the Proposed Transaction.  

19. Rate Credits:  Avista and Hydro One are proposing to flow through to Avista’s 
retail customers in Washington a Rate Credit of approximately $30.7 million4 over 

4 The exact agreed-upon figure is $30,715,050, which is equal to 5% of the Washington base revenue as of 
02/01/18.  Washington electric base revenue is $492,134,000, and Washington natural gas base revenue 
(including natural gas costs – Schedules 150/155) is $122,167,000.  Five percent of those revenues are 
$24,606,700 (electric) and $6,108,350 (natural gas). 
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a 5-year period, beginning at the time the merger closes. For customers on 
Schedule 25, the credit will be spread by allocating 1/3 of the total Schedule 25 
credit monies to the first two energy blocks and 2/3 of the total credit monies to 
the third block.   

The Total Rate Credit to customers for the five years following the closing will be 
approximately $6.1 million5 per year.  A portion of the annual total Rate Credit 
will be offsetable, in the amount of $1.02 million6.  During the 5-year period the 
financial benefits will be flowed through to customers either through the separate 
Rate Credit described above or through a reduction to the underlying cost of 
service as these benefits are reflected in the test period numbers used for 
ratemaking.  At the time of the close, the $6.1 million benefit will be provided to 
customers through a separate Rate Credit, as long as the reduction in costs (of up 
to $1.02 million annually) has not already been reflected in base retail rates for 
Avista’s customers. 

To the extent Avista demonstrates in a future rate proceeding that cost savings, or 
benefits, directly related to the Proposed Transaction are already being flowed 
through to customers through base retail rates, the separate Rate Credit to 
customers would be reduced by an amount up to the offsetable Rate Credit amount.  
The portion of the total Rate Credit that is not offsetable effectively represents 
acceptance by Hydro One of a lower rate of return during the 5-year period. 

The $30.7 million represents the “floor” of benefits that will be flowed through to 
Avista’s customers, either through the Rate Credit or through benefits otherwise 
included in base retail rates.  To the extent the identifiable benefits exceed the 
annual offsetable Rate Credit amounts, these additional benefits will be flowed 
through to customers in base retail rates in general rate cases as they occur.  Avista 
and Hydro One believe additional efficiencies (benefits) will be realized over time 
from the sharing of best practices, technology and innovation between the two 
companies.  It will take time, however, to identify and capture these benefits.  The 
level of annual net cost savings (and/or net benefits) will be tracked and reported 
on an annual basis, and compared against the offsetable level of savings. 

Any application of offsetable savings will be reviewed by the Commission before 
the offset is applied, and Avista bears the burden of proof to prove that savings 
have materialized and the offset to rate credits should apply. 

5 The exact amount agreed upon is $6,143,010 per year.   The annual Washington electric Rate Credit for each 
of the five years is $4,921,340.  The annual Washington natural gas Rate Credit for each of the five years is 
$1,221,670. 
6 The offsetable portion of the Rate Credit is calculated using a pro rata share of the jurisdictional total of the 
rate credit (i.e. Washington’s share of the offsetable Rate Credit is 60.29%, therefore Washington’s share of the 
$1.7 million offsetable portion is $1.02 million). 
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C. Regulatory Commitments 

20. State Regulatory Authority and Jurisdiction:  Olympus Holding Corp. and its 
subsidiaries, including Avista, as appropriate, will comply with all applicable laws, 
including those pertaining to transfers of property (Chapter 80.12), affiliated 
interests (Chapter 80.16), and securities and the assumption of obligations and 
liabilities (Chapter 80.08). 

21. Compliance with Existing Commission Orders:  Olympus Holding Corp. and 
its subsidiaries, including Avista, acknowledge that all existing orders issued by 
the Commission with respect to Avista or its predecessor, Washington Water 
Power Co., will remain in effect, and are not modified or otherwise affected by the 
Proposed Transaction. 

Olympus Holding Corp. and its subsidiaries, including Avista, will comply with 
all applicable future Commission orders that remain in force. 

22. Separate Books and Records:  Avista will maintain separate books and records 
from its affiliates.  

23. Access to and Maintenance of Books and Records:  Olympus Holding Corp. 
and its subsidiaries, including Avista, will provide reasonable access to Avista’s 
books and records; access to financial information and filings; access rights with 
respect to the documents supporting any costs that may be allocable to Avista; and 
access to Avista’s board minutes, audit reports, and information provided to credit 
rating agencies pertaining to Avista. 

Hydro One, Olympus Holding Corp. and its subsidiaries, including Avista, will 
maintain the necessary books and records so as to provide documents relating to 
all corporate, affiliate, or subsidiary transactions with Avista, or that result in costs 
that may be allocable to Avista. 

The Proposed Transaction will not result in reduced access to the necessary books 
and records that relate to transactions with Avista, or that result in costs that may 
be allocable to Avista.  Avista will provide Commission Staff and other parties to 
regulatory proceedings reasonable access to books and records (including those of 
Olympus Holding Corp. or any affiliate or subsidiary companies) required to verify 
or examine transactions with Avista, or that result in costs that may be allocable to 
Avista.  

Nothing in the Proposed Transaction will limit or affect the Commission’s rights 
with respect to inspection of Avista’s accounts, books, papers and documents in 
compliance with all applicable laws. Nothing in the Proposed Transaction will 
limit or affect the Commission’s rights with respect to inspection of Olympus 
Holding Corp.’s accounts, books, papers and documents pursuant to all applicable 
laws; provided, that such right to inspection shall be limited to Olympus Holding 
Corp.’s accounts, books, papers and documents that pertain solely to transactions 
affecting Avista’s regulated utility operations. 
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Olympus Holding Corp. and its subsidiaries, including Avista, will provide the 
Commission with access to written information provided by and to credit rating 
agencies that pertains to Avista. Olympus Holding Corp. and each of its 
subsidiaries will also provide the Commission with access to written information 
provided by and to credit rating agencies that pertains to Olympus Holding Corp.’s 
subsidiaries to the extent such information may affect Avista. 

Hydro One and its affiliates agree that the Commission may have access to all the 
accounting records of Hydro One and its affiliates that are the bases for charges to 
Avista, to determine the reasonableness of the costs and the allocation factors used 
by Hydro One and its affiliates, or its subdivisions to assign costs to Avista and 
amounts subject to allocation or direct charges.  Hydro One and its affiliates agree 
that they will not raise lack of jurisdiction as a means of denying such access, and 
agree to cooperate fully with such Commission investigations. 

24. Cost Allocations Related to Corporate Structure and Affiliate Interests:  
Avista agrees to provide cost allocation methodologies used to allocate to Avista 
any costs related to Olympus Holding Corp. or its other subsidiaries, and commits 
that there will be no cross-subsidization by Avista customers of unregulated 
activities. 

The cost-allocation methodology provided pursuant to this commitment will be a 
generic methodology that does not require Commission approval prior to it being 
proposed for specific application in a general rate case or other proceeding 
affecting rates.  

Avista will bear the burden of proof in any general rate case that any corporate and 
affiliate cost allocation methodology is reasonable for ratemaking purposes. 
Neither Avista nor Olympus Holding Corp. or its subsidiaries will contest the 
Commission’s authority to disallow, for retail ratemaking purposes in a general 
rate case, unreasonable, or misallocated costs from or to Avista or Olympus 
Holding Corp or its other subsidiaries. 

With respect to the ratemaking treatment of affiliate transactions affecting Avista, 
Hydro One, and Olympus Holding Corp. and its subsidiaries, as applicable, will 
comply with the Commission’s then-existing practice; provided, however, that 
nothing in this commitment limits Avista from also proposing a different 
ratemaking treatment for the Commission’s consideration, or limit the positions 
any other party may take with respect to ratemaking treatment. 

Avista will notify the Commission of any change in corporate structure that affects 
Avista’s corporate and affiliate cost allocation methodologies.  Avista will propose 
revisions to such cost allocation methodologies to accommodate such changes.  
Avista will not take the position that compliance with this provision constitutes 
approval by the Commission of a particular methodology for corporate and 
affiliate cost allocation.  
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25. Ratemaking Cost of Debt and Equity:  Avista will not advocate for a higher cost 
of debt or equity capital as compared to what Avista’s cost of debt or equity capital 
would have been absent Hydro One’s ownership. 

For future ratemaking purposes: 
a. Determination of Avista’s debt costs will be no higher than such costs would 

have been assuming Avista’s credit ratings by at least one industry recognized 
rating agency, including, but not limited to, S&P, Moody’s, Fitch or 
Morningstar, as such ratings in effect on the day before the Proposed 
Transaction closes and applying those credit ratings to then-current debt, 
unless Avista proves that a lower credit rating is caused by circumstances or 
developments not the result of financial risks or other characteristics of the 
Proposed Transaction; 

b. Avista bears the burden to prove prudent in a future general rate case any pre-
payment premium or increased cost of debt associated with existing Avista 
debt retired, repaid, or replaced as a part of the Proposed Transaction; and 

c. Determination of the allowed return on equity in future general rate cases will 
include selection and use of one or more proxy group(s) of companies engaged 
in businesses substantially similar to Avista, without any limitation related to 
Avista’s ownership structure.  

26. Avista Capital Structure:  At all times following the closing of the Proposed 
Transaction, Avista’s actual common equity ratio will be maintained at a level no 
less than 44 percent.  This commitment does not restrict the Commission from 
ordering a hypothetical capital structure.  

27. FERC Reporting Requirements:  Avista will continue to meet all the applicable 
FERC reporting requirements with respect to annual and quarterly reports (e.g., 
FERC Forms 1, 2, 3q) after closing of the Proposed Transaction.  

28. Participation in National and Regional Forums:  Avista will continue to 
participate, where appropriate, in national and regional forums regarding 
transmission issues, pricing policies, siting requirements, and interconnection and 
integration policies, when necessary to protect the interest of its customers.  

29. Treatment of Confidential Information:  Nothing in these commitments will be 
interpreted as a waiver of Hydro One’s, its subsidiaries’, or Avista’s rights to 
request confidential treatment of information that is the subject of any of these 
commitments.  

30. Commission Enforcement of Commitments:  Hydro One and its subsidiaries, 
including Avista, understand that the Commission has authority to enforce these 
commitments in accordance with their terms. If there is a violation of the terms of 
these commitments, then the offending party may, at the discretion of the 
Commission, have a period of thirty (30) calendar days to cure such violation.  
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The scope of this commitment includes the authority of the Commission to compel 
the attendance of witnesses from Olympus Holding Corp. and its affiliates, 
including Hydro One, with pertinent information on matters affecting Avista. 
Olympus Holding Corp. and its subsidiaries waive their rights to interpose any 
legal objection they might otherwise have to the Commission's jurisdiction to 
require the appearance of any such witnesses. 

31. Submittal to State Court Jurisdiction for Enforcement of Commission 
Orders:  Olympus Holding Corp., on its own and its subsidiaries’ behalf, 
including Avista’s, will file with the Commission prior to closing the Proposed 
Transaction an affidavit affirming that it will submit to the jurisdiction of the 
relevant state courts for enforcement of the Commission's orders adopting these 
commitments and subsequent orders affecting Avista.  

32. Annual Report on Commitments:  By May 1, 2019 and each May 1 thereafter 
through May 1, 2029, Avista will file a report with the Commission regarding the 
status of compliance with each of the commitments as of December 31 of the 
preceding year. The report will, at a minimum, provide a description of the 
performance of each of the commitments, will be filed in Docket U-170970 and 
served to all parties to the docket.  If any commitment is not being met, relative to 
the specific terms of the commitment, the report must provide proposed corrective 
measures and target dates for completion of such measures. Avista will make 
publicly available at the Commission non-confidential portions of the report.  

33. Commitments Binding:  Hydro One, Olympus Holding Corp. and its subsidiaries, 
including Avista, acknowledge that the commitments being made by them are 
binding only upon them and their affiliates where noted, and their successors in 
interest. Hydro One and Avista are not requesting in this proceeding a 
determination of the prudence, just and reasonable character, rate or ratemaking 
treatment, or public interest of the investments, expenditures or actions referenced 
in the commitments, and the parties in appropriate proceedings may take such 
positions regarding the prudence, just and reasonable character, rate or ratemaking 
treatment, or public interest of the investments, expenditures or actions as they 
deem appropriate. 

If Hydro One or any other entity in the chain of Avista’s ownership determines 
that Avista or any other entity has failed to comply with an applicable 
Commitment, the entity making such determinations shall take all appropriate 
actions to achieve compliance with the Commitment.  

D. Financial Integrity Commitments  

34. Capital Structure Support:  Hydro One will provide equity to support Avista’s 
capital structure that is designed to allow Avista access to debt financing under 
reasonable terms and on a sustainable basis.  
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35. Utility-Level Debt and Preferred Stock:  Avista will maintain separate debt and 
preferred stock, if any, to support its utility operations.  

36. Continued Credit Ratings:  Each of Hydro One and Avista will continue to be 
rated by at least one nationally recognized statistical “Rating Agency.”  Hydro One 
and Avista will use reasonable best efforts to obtain and maintain a separate credit 
rating for Avista from at least one Rating Agency within the ninety (90) days 
following the closing of the Proposed Transaction. If Hydro One and Avista are 
unable to obtain or maintain the separate rating for Avista, they will make a filing 
with the Commission explaining the basis for their failure to obtain or maintain 
such separate credit rating for Avista, and parties to this proceeding will have an 
opportunity to participate and propose additional commitments. 

37. Credit Ratings Notification:  Hydro One and Avista agree to notify the 
Commission within two business days of any downgrade of Avista’s credit rating 
to a non-investment grade status by S&P, Moody’s, or any other such ratings 
agency that issues such ratings with respect to Avista. 

38. Restrictions on Upward Dividends and Distributions: 

a. If either (i) Avista’s corporate credit/issuer rating as determined by both 
Moody’s and S&P, or their successors, is investment grade, or (ii) the ratio of 
Avista’s EBITDA to Avista’s interest expense is greater than or equal to 3.0, 
then distributions from Avista to Olympus Equity LLC shall not be limited so 
long as Avista’s equity ratio is equal to or greater than 44 percent on the date 
of such Avista distribution after giving effect to such Avista distribution, 
except to the extent the Commission establishes a lower equity ratio for 
ratemaking purposes.  Both the EBITDA and equity ratio shall be calculated 
on the same basis that such calculations would be made for ratemaking 
purposes for regulated utility operations.  

b. Under any other circumstances, distributions from Avista to Olympus Equity 
LLC are allowed only with prior Commission approval. 

c. If Avista does not have an investment-grade rating from both Moody’s and 
S&P, or from one of these entities, or its successor, if only one issues ratings 
with respect to Avista, and the ratio of EBITDA to Avista’s interest expense is 
less than 3.0, no dividend distribution to Olympus Equity LLC or its successors 
will occur. 

39. Pension Funding:  Avista will maintain its pension funding policy in accordance 
with sound actuarial practice.  Hydro One will not seek to change Avista’s pension 
funding policy. 

40. SEC Reporting Requirements:  Following the closing of the Proposed 
Transaction, Avista will file required reports with the SEC. 
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41. Compliance with the Sarbanes-Oxley Act:  Following the closing of the 
Proposed Transaction, Avista will comply with applicable requirements of the 
Sarbanes-Oxley Act. 

E. Ring-Fencing Commitments  

42. Golden Share:  Entering into voluntary bankruptcy shall require the affirmative 
vote of a “Golden Share” of Avista stock.  The Golden Share shall mean the sole 
share of Preferred Stock of Avista as authorized by the Commission. This share of 
Preferred Stock must be in the custody of an independent third-party, where the 
third-party has no financial stake, affiliation, relationship, interest, or tie to Avista 
or any of its affiliates, or any lender to Avista, or any of its affiliates.  This 
requirement does not preclude the third-party from holding an index fund or 
mutual fund with negligible interests in Avista or any of its affiliates.  In matters 
of voluntary bankruptcy, this Golden Share will override all other outstanding 
shares of all types or classes of stock. 

43. Independent Directors:  At least one of the nine members of the board of 
directors of Avista will be an independent director who is not a member, 
stockholder, director (except as an independent director of Avista or Olympus 
Equity LLC), officer, or employee of Hydro One or its affiliates. At least one of 
the members of the board of directors of Olympus Equity LLC will be an 
independent director who is not a member, stockholder, director (except as an 
independent director of Olympus Equity LLC or Avista), officer, or employee of 
Hydro One or its affiliates.  The same individual may serve as an independent 
director of both Avista and Olympus Equity LLC. The organizational documents 
for Avista will not permit Avista, without the consent of a two-thirds majority of 
all its directors, including the affirmative vote of the independent director at Avista 
(or if at that time Avista has more than one independent director, the affirmative 
vote of at least one of Avista’s independent directors), to consent to the institution 
of bankruptcy proceedings or the inclusion of Avista in bankruptcy proceedings.  
In addition to an affirmative vote of this independent director, the vote of the 
Golden Share shall also be required for Avista to enter into a voluntary bankruptcy.  

44. Non-Consolidation Opinion: 

a. Within ninety (90) days of the Proposed Transaction closing, Avista and 
Olympus Holding Corp. will file a non-consolidation opinion with the 
Commission which concludes, subject to customary assumptions and 
exceptions, that the ring-fencing provisions are sufficient that a bankruptcy 
court would not order the substantive consolidation of the assets and liabilities 
of Avista with those of Olympus Holding Corp. or its affiliates or subsidiaries 
(other than Avista and its subsidiaries).  

b. Hydro One and Olympus Holding Corp. must file an affidavit with the 
Commission stating that neither Hydro One, Olympus Holding Corp. nor any 
of their subsidiaries, will seek to include Avista in a bankruptcy without the 
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consent of a two-thirds majority of Avista’s board of directors including the 
affirmative vote of Avista’s independent director, or, if at that time Avista has 
more than one independent director, the affirmative vote of at least one of 
Avista’s independent directors. 

c. If the ring-fencing provisions in these commitments are not sufficient to obtain 
a non-consolidation opinion, Olympus Holding Corp. and Avista agree to 
promptly undertake the following actions: 

i. Notify the Commission of this inability to obtain a non-consolidation 
opinion. 

ii. Propose and implement, upon Commission approval, such additional 
ring-fencing provisions around Avista as are sufficient to obtain a non-
consolidation opinion subject to customary assumptions and 
exceptions. 

iii. Obtain a non-consolidation opinion. 

45. Olympus Equity LLC:  Olympus Holding Corp.’s indirect subsidiaries will 
include Olympus Equity LLC and Avista. See the post-acquisition organizational 
chart in Appendix B to the Settlement Stipulation. Following closing of the 
Proposed Transaction, all of the common stock of Avista will be owned by 
Olympus Equity LLC, a new Delaware limited liability company. Olympus Equity 
LLC will be a bankruptcy-remote special purpose entity, and will not have debt. 

46. Restriction on Pledge of Utility Assets:  Avista agrees to prohibitions against 
loans or pledges of utility assets to Hydro One, Olympus Holding Corp., or any of 
their subsidiaries or affiliates, without Commission approval. In addition, the 
Applicants agree that Avista’s assets will not be pledged by Avista or any of its 
affiliates, including Hydro One and Olympus Holding Corp. and any of their 
subsidiaries or affiliates, for the benefit of any entity other than Avista.  

47. Hold Harmless; Notice to Lenders; Restriction on Acquisitions and 
Dispositions: 

a. Avista will hold Avista customers harmless from any business and financial 
risk exposures associated with Olympus Holding Corp., Hydro One, and Hydro 
One’s other affiliates. 

b. Pursuant to this commitment, Avista and Olympus Holding Corp. will file with 
the Commission, prior to closing of the Proposed Transaction, a form of notice 
to prospective lenders describing the ring-fencing provisions included in these 
commitments stating that these provisions provide no recourse to Avista assets 
as collateral or security for debt issued by Hydro One or any of its subsidiaries, 
other than Avista. 

c. In furtherance of this commitment: 
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i. Avista commits that Avista’s regulated utility customers will be held 
harmless from the liabilities of any unregulated activity of Avista or 
Hydro One and its affiliates. In any proceeding before the Commission 
involving rates of Avista, the fair rate of return for Avista will be 
determined without regard to any adverse consequences that are 
demonstrated to be attributable to unregulated activities.  Measures 
providing for separate financial and accounting treatment will be 
established for each unregulated activity.  

ii. Olympus Holding Corp. and Avista will notify the Commission 
subsequent to  Olympus Holding Corp.’s board approval and as soon 
as practicable following any public announcement of: (1) any 
acquisition by Olympus Holding Corp. of a regulated or unregulated 
business that is equivalent to five (5) percent or more of the 
capitalization of Avista; or (2) any change in control or ownership of 
Avista, except that the notice of a change to the upstream ownership of 
Avista or Olympus Holding Corp. among wholly owned subsidiaries 
of Hydro One may be provided in either an updated organizational 
chart included in the annual report filing described in Commitment 32 
or in a separate notice filing.  Notice pursuant to this provision is not 
and will not be deemed an admission or expansion of the Commission’s 
authority or jurisdiction over any transaction or in any matter or 
proceeding whatsoever. 

Within sixty (60) days following the notice required by this subsection 
(c)(ii)(2), Avista and Olympus Holding Corp. or its affiliates, as 
appropriate, will seek Commission approval of any sale or transfer of 
any material part of Avista, or of any transaction or series of 
transactions, regardless of size, that would result in a person or entity, 
other than a wholly owned subsidiary of Hydro One, directly or 
indirectly, acquiring a controlling interest in Avista or Olympus 
Holding Corp. The term “material part of Avista” means any sale or 
transfer of stock representing ten percent (10%) or more of the equity 
ownership of Avista. 

iii. Neither Avista nor Olympus Holding Corp. will assert in any future 
proceedings that, by virtue of the Proposed Transaction and the 
resulting corporate structure, the Commission is without jurisdiction 
over any transaction that results in a change of control of Avista. 

d. If and when any subsidiary of Avista becomes a subsidiary of Hydro One or 
one of its subsidiaries other than Avista, Avista will so advise the Commission 
within thirty (30) days and will submit to the Commission a written document 
setting forth Avista’s proposed corporate and affiliate cost allocation 
methodologies. 
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48. Olympus Holding Corp. and Olympus Equity LLC Sub-entities:  Olympus 
Holding Corp. will not operate or own any business and will limit its activities to 
investing in and attending to its shareholdings in Olympus Equity LLC, which, in 
turn, will not operate or own any business and will limit its activities to investing 
in and attending to its shareholdings in Avista. 

49. No Amendment of Ring-Fencing Provisions:  Hydro One, Olympus Holding 
Corp. and Avista commit that no material amendments, revisions or modifications 
will be made to the ring-fencing provisions as specified in these regulatory 
commitments without prior Commission approval pursuant to a limited re-opener 
for the sole purpose of addressing the ring-fencing provisions. 

50. No Inter Company Debt:  Avista will notify the Commission before entering into 
any inter-company debt transactions with Olympus Holding Corp., Hydro One, or 
any of their subsidiaries or affiliates.   

51. No Inter Company Lending:  Without prior Commission approval, Avista will 
not lend money to Olympus Holding Corp., Hydro One, or any of their subsidiaries 
or affiliates. 

F. Environmental, Renewable Energy, and Energy Efficiency Commitments  

52. Renewable Portfolio Standard Requirements:  Hydro One acknowledges 
Avista’s obligations under applicable renewable portfolio standards, and Avista 
will continue to comply with such obligations. 

Avista will acquire all renewable energy resources required by law and such other 
renewable energy resources as may from time to time be deemed advisable in 
accordance with Avista’s integrated resource planning (“IRP”) process and 
applicable regulations.   

53. Renewable Energy Resources:   

Avista’s non-fossil fueled generation resources constitute more than 50% of its 
generation portfolio, and Avista exceeds the renewable energy standards currently 
applicable to the company under RCW 19.285.040(2). 

Avista makes the following renewable energy commitments. Both commitments 
are made only to the extent resources are reasonably commercially available and 
are (1) necessary to meet load and (2) consistent with the lowest reasonable cost 
resource portfolio pursuant to Avista’s established IRP and pursuant to the 
Commission’s resource evaluation and acquisition rules and policies. 

a. Avista will commit to initiating a Request for Proposal with the intent of 
acquiring additional eligible renewable energy resources as part of this process 
above and beyond the current renewable energy standards in law. Avista will 
commit to obtain approximately 50 aMW of expected energy from new eligible 
renewable resources by 2022. The aMW obtained under this commitment may 
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be used to satisfy any increase that may be caused by changes to the renewable 
energy standards in law after the date an Order approving this merger has been 
entered. 

b. Avista will commit to obtain at least 90 aMW of expected energy from new 
eligible renewables resources to become operational approximately within a 
year of the timeframe that Colstrip 3 and 4 go offline. 

“Resources” is understood to include Power Purchase Agreements (“PPAs”). 
Nothing in either commitment prohibits Avista from retaining or selling renewable 
energy credits associated with such resources that are surplus to Avista’s needs to 
meet Washington Renewable Portfolio Standards targets. 

Communications with customers shall accurately reflect the environmental 
attributes associated with power delivered to such customers. Hydro One and 
Avista acknowledge that Avista retains the burden of proof to demonstrate the 
prudence of any resource acquisition. 

The utility should work with an independent third-party consultant, with expertise 
in renewable energy resources, to ensure that the utility has up-to-date resource 
cost and performance assumptions, as well as the appropriate learning curves 

54. Greenhouse Gas and Carbon Initiatives:  Hydro One acknowledges Avista’s 
Greenhouse Gas and Carbon Initiatives contained in its current Integrated 
Resource Plan, and Avista will continue to work with interested parties on such 
initiatives.  

55. Cost of Greenhouse Gas Emissions:  Unless it conflicts with any instructions 
contained in the Commission’s acknowledgement letter in response to Avista’s 
current integrated resource plan (IRP), beginning with the next IRP, Avista 
commits to modeling a range of potential costs for greenhouse gas emissions, and 
will work with its IRP Advisory Group to determine the appropriate values to 
model. 

56. Greenhouse Gas Inventory Report:  Avista will report greenhouse gas emissions 
as required.  

57. Efficiency Goals and Objectives:  Hydro One acknowledges Avista’s energy 
efficiency goals and objectives set forth in Avista’s 2017 Integrated Resource Plan 
and other plans, and Avista will continue its ongoing collaborative efforts to 
expand and enhance them. 

58. Optional Renewable Power Program:  Avista will continue to offer renewable 
power programs in consultation with stakeholders. 

59. Energy Imbalance Market (“EIM”):  Avista is currently refreshing its EIM 
analysis and will release it publicly by the end of 2018.  Avista commits to hold 
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workshops with the Commission and interested stakeholders to review the analysis 
and discuss the prudent next steps.  

60. Regulatory Integrated Resource Planning (IRP) Sideboards:  Avista commits 
to calculating a variable generation resource’s contribution to capacity in terms of 
that resource’s contribution to resource adequacy and that resource’s ability to 
reduce the loss of load probability in some or all hours or days utilizing the 
Effective Load Carrying Capability (“ELCC”) methodology or an appropriate 
approximation. 

61. Industrial Customers’ Self Direct Conservation:  Avista shall provide a one-
time self-direct option for a large conservation project.  The project shall have a 
capital cost of at least $15 million but no more than $30 million and must be 
commenced within five years of closing of the merger.  After applying available 
incentive funding through Avista’s Schedule 91, Avista shall finance the 
remaining capital cost of the project.  The customer that pursues the conservation 
project shall repay the financed portion of the project, including a carrying charge 
equal to Avista’s rate of return, through its Schedule 91 charges until full 
amortization.  In the event that the customer defaults or ceases operations prior to 
full amortization of the Avista-financed amount, the remaining balance will be 
recovered through Schedule 25 contributions to Schedule 91 until such time as the 
remaining balance is fully amortized.  No other customers will be impacted 
financially from this commitment and all customers will benefit from the increased 
energy efficiency acquisition. 

62. Transport Electrification:  Avista commits and Hydro One agrees that Avista 
commits, to expanding access to transportation electrification for all customers. As 
part of the long-term electric vehicle supply equipment (EVSE) program that 
Avista is developing following the completion of its pilot under UE-160082, the 
Joint Applicants commit to setting internal goals and objectives for Avista, in 
coordination with the Joint Utility Electric Vehicle Stakeholder Group, that do the 
following: 

• Significantly increase outreach and education to customers about the 
benefits of electric vehicle ownership and use. 

• Ensure engagement with low-income customers and organizations that 
serve low-income customers fully enables participation by these customers 
and addresses historical issues of participation. 

• Significantly increase EVSE program components that serve and benefit 
low-income residential customers, with a goal of 30% of residential 
program funds being dedicated to projects that serve low-income 
customers. 

• Overcome barriers for EVSE siting with small business customers. 
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• Implement incentives that minimize or fully eliminate the cost of EVSE for 
customers. 

63. Professional Home Energy Audit:  Avista commits to provide home energy 
audits to 2,000 homes at $300 per home, over a 10-year period, in Washington.  
Hydro One will arrange total funding of $600,000 for this commitment. With more 
robust data available after the installation of AMI, Hydro One and Avista agree to 
revisit this commitment to determine if the number of homes served could be 
expanded. 

G. Community and Low-Income Assistance Commitments  

64. Community Contributions:  Hydro One will cause Avista to make a one-time 
$7,000,000 contribution to Avista’s charitable foundation at or promptly following 
closing.7 

65. Low-Income Energy Efficiency Funding:  Avista will continue to work with its 
advisory groups on the appropriate level of funding for low income energy 
efficiency programs. 

66. Low-Income Rate Assistance Program (LIRAP):  Hydro One and Avista 
commit to continue Avista’s LIRAP and related pilot programs. 

67. Funding for Low-Income Participation in New Renewables:  Hydro One will 
arrange funding totaling $5,000,000 over a period of up to ten (10) years for the 
purpose of funding one or more renewable generation project(s) to benefit Avista’s 
low-income customers. The types of projects that may be funded include, but are 
not limited to, on site renewable energy installations such as photovoltaic 
equipment, community solar projects, and other renewable energy equipment, in 
which the benefits will be directed to Avista’s low-income customers. The funds 
will be paid into a separate account to be managed and disbursed by Avista at the 
direction of its Energy Assistance Advisory Group (which includes third-party 
advisors such as The Energy Project, Public Counsel, Commission Staff, and low-
income agencies as well as Avista). The Energy Assistance Advisory Group will 
determine the project selection (which includes design and implementation). 
Eligible costs may include project construction, consulting costs, and reasonable 
administration costs required for the coordination of renewable energy projects. 

68. Addressing Other Low-Income Customer Issues:  Avista will continue to work 
with low-income agencies to address other issues of low-income customers, 
including funding for bill payment assistance. 

7 Note that Commitment 11 contains additional provisions relating to Avista’s charitable contributions. 
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69. Replacement of Manufactured Homes:  Hydro One will arrange funding of 
$2,000,000 over a 10-year period in Washington to replace manufactured homes.  

At least half of the funds must be spent in the first five years. The demand side 
management (“DSM”) advisory group and Avista will work together to design the 
program, and Avista will begin implementing the program within six months of 
the date that the Proposed Transaction closes. The program will prioritize 
replacement of homes manufactured before 1976. 

To the extent any funds are not used over the 10-year period, these funds will be 
redirected for additional funding for low-income weatherization programs. 

70. Low Income Weatherization:  Avista commits and Hydro One agrees that Avista 
commits, to continue Avista’s existing weatherization programs, described in 
Schedules 90 and 190. 

Hydro One will arrange funding of $4,000,000 over 10 years to fund low income 
weatherization in Washington. This funding is over and above existing funding for 
low-income weatherization.  

For both existing funding and the new Hydro One funding, 20 percent of the funds 
may be used for “direct” project coordination costs and 10 percent for “indirect” 
general overhead costs of administering the weatherization program.  

71. Security Deposits:  Avista commits and Hydro One agrees that Avista commits 
to eliminate security deposits for new Avista residential customers and to return 
existing security deposits to customers who have a deposit held longer than 6 
months. After two years from Commission approval of the Proposed Transaction, 
any party may request the Commission to modify or remove this commitment if it 
determines that application of this commitment has an unreasonable impact on 
Avista’s uncollectible debt.  

72. AMI Consumer Protection:  Avista commits and Hydro One agrees that Avista 
commits to discussing implementation of prepayment billing and remote 
disconnect at the Commission’s upcoming AMI workshops, and agree not to 
implement prepayment until authorized by the Commission after conclusion of the 
AMI workshop, and related AMI dockets. Avista agrees to track the benefits of 
remote disconnection/reconnection identified in its AMI business case, starting 
with the AMI technology data collected from customers already equipped with an 
AMI meter. In addition, Avista commits that, it will not remotely disconnect 
customers for non-payment when the National Weather Service for that particular 
region has forecasted a daily high temperature of 38 degrees or less or a daily high 
temperature of 100 degrees or more. If, however, the Commission adopts a rule 
prescribing a temperature threshold for remote disconnection that is inconsistent 
with this commitment, the rule will supersede this commitment. 

73. Improve Penetration of Low-Income Programs:  Hydro One and Avista will 
undertake a targeted effort with a goal of improving the penetration rate of low-
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income programs with a focus on underserved, vulnerable, and high energy burden 
households. This commitment will include expanding marketing, outreach, and 
data analysis. 

74. Tribal Communities:  In implementing these conditions, Avista will reach out to 
tribal communities to encourage participation of members of such communities in 
receiving the benefits of this settlement. 

H. Miscellaneous Commitments  

75. Sources of Funds for Hydro One Commitments:  Throughout this list of merger 
commitments, any commitment that states Hydro One will arrange funding is not 
contingent on Hydro One’s ability to arrange funding, particularly from outside 
sources, but is a firm commitment to provide the dollar amount specified over the 
time period specified and for the purposes specified. To the extent Avista has 
retained earnings that are available for payment of dividends to Olympus Equity 
LLC consistent with the ring fencing provisions of this list of merger 
commitments, such retained earnings may be used. Funds available from other 
Hydro One affiliates may be used without limitation. Avista will not seek cost 
recovery for any of the commitments funded or arranged by Hydro One in this list 
of merger commitments.  Hydro One will not seek cost recovery for such funds 
from ratepayers in Ontario. 

76. Colstrip Depreciation:  Hydro One and Avista agree to a depreciation schedule 
for Colstrip Units 3 and 4 that assumes a remaining useful life of those units 
through December 31, 2027. Existing undepreciated balance ($114.2 Million) will 
be recovered as follows: 

• $16.7 Million – unprotected Excess DFIT/Deferral of January – April 2018 
tax credit. 

• $45.3 Million – through an annual depreciation expense of approximately 
$4.533 million (WA Share), which is the current level of annual 
depreciation expense presently being recovered from ratepayers (i.e., no 
increase to rates) 

• $52.2 Million – regulatory asset offset by the amortization of protected 
Excess DFIT, i.e. over 36 years 

See Attachment A to Appendix A (Master List of Commitments in Washington) 
to the Settlement Stipulation, “Colstrip Commitment Summary and Description”, 
which is incorporated herein by reference.   

77. Montana Community Transition Fund:  Hydro One and Avista will arrange 
funding of $3.0 Million towards a Colstrip community transition fund. 
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This commitment is not intended as a “cap” of the amount that Avista/Hydro One 
may ultimately contribute to help the Colstrip community transition from coal-
fired generation. 

78. Colstrip Transmission Planning:  Avista will work with the other Path 8 (MT-
to-NW) owners (Northwestern Energy and BPA) to resolve questions surrounding 
the ability of new generation to use the Colstrip line once Colstrip Units 1 and 2 
retire, and also when Units 3 and 4 retire.  

At least one year prior to any closure of Colstrip Units 3 and 4, Avista will develop 
a transition plan for its Colstrip transmission assets. Avista will hold at least one 
workshop with Commission Staff and stakeholders to determine the transition 
plan’s impacts to Washington ratepayers.  

Avista will work with stakeholders and Commission Staff and file this transition 
plan with the Commission. In developing this transition plan, to the extent 
practicable, Avista should participate in 1) the workshops on this topic that PSE 
and the Commission will be holding in 2018 (per the PSE GRC settlement), and 
2) the BPA/Governor Bullock Transmission Task Force that commenced work on 
December 8, 2017, and will work through the middle of 2018. 

Hydro One agrees Avista will conduct the activities described in the foregoing 
paragraphs. 

79. On Bill Repayment:  Hydro One will arrange funding of the approximately 
$100,000 initial investment in software upgrades and $5,000 in administrative 
costs. The option for repayment of the customer’s share of the cost of a 
replacement manufactured home (funded by third-party financial institutions) will 
be included in the OBRP.8  Under no circumstance, will the ratepayer population 
be responsible for any default related to the OBRP. 

80. Contract Labor:   

a. On a prospective basis, and for a period of 10 years ending March 7, 2028, 
Avista will require the use of WNIDCL members for the type of work that is 
ordinarily and customarily performed by WNIDCL on natural gas replacement 
and all natural gas work.  This will not apply to work performed under contracts 

8 OBRP is a pass-through billing service for energy efficiency loans, where Avista would collect loan payments 
on customers’ bills then transmit the sum monthly to the third-party lender. Only non-profit lenders would be 
eligible, offering low rates for energy efficiency loans. The lender has no ability to shut off power (due to non-
payment) and all lending activity is managed separate from the utility, where the lender:  

• Provides all capital, bears full risk 
• Manages delinquent files and collections off-bill 
• Handles loans/balances separate from utility financial systems 
• Meets consumer lending regulatory requirements. 
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already in effect as of March 7, 2018.  This agreement will not apply to (a) 
atmospheric corrosion; (b) locating; and (c) leak survey.  This agreement will 
also not apply to work performed where signatory contractors are not available 
(unavailability is typically due to locations being in remote areas), or choose 
not to bid on projects; provided that work performed in such areas will be paid 
at equivalent wages and benefits. 

b. On a prospective basis, and for a period of 10 years ending March 7, 2028, 
Avista will require the use of WNIDCL members for all flagging work, unless 
otherwise performed by Avista employees represented by IBEW Local 77. 
This will not apply to work performed under contracts already in effect as of 
March 7, 2018. 

c. WNIDCL will provide for signatory contractors laborers that are qualified 
pursuant to applicable OSHA 1910 regulations and all other applicable 
training. In addition, WNIDCL will provide WNIDCL members 
knowledgeable in the DOT Title 49 Code of Federal Regulations, Part 192, and 
all applicable state pipeline safety regulations.  Contractors shall be required 
to provide proof of compliance with this requirement to Avista. 

d. On a prospective basis, Avista will require contractors to utilize NWLETT for 
required training, if applicable courses are offered by NWLETT and are 
reasonably accessible in the locality where the work is to be performed. 

e. Avista will meet and confer with WNIDCL to discuss possible involvement in 
all future hydroelectric projects that are within the sphere of WNIDCL’s 
expertise. 

f. Avista will encourage contractors to utilize union labor, including, without 
limitation and as applicable, members of the Laborers’, Pipefitters and 
Steamfitters, and IBEW, on Avista projects as part of its bidding solicitation 
process on all other construction work, including but not limited to capital 
work on hydro facilities, and will evaluate the use of such members in the 
staffing plans of bidding contractors as an element of Avista’s bid evaluation 
process. 

g. Avista will continue to prioritize the hiring of qualified contractor personnel 
through the bidding process, by requiring  analysis of not only the price 
proposals submitted by contractors, but a variety of other factors, including 
minimum staffing requirements as applicable, training programs, documented 
qualification programs, safety track records, OSHA 300 reportables, and other 
safety records as appropriate.  Review of these components is intended to 
verify that the contractor is able to supply a sufficient workforce to meet 
Avista’s needs, and that their personnel are appropriately trained, qualified and 
able to safely and reliably perform work for Avista. 
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h. Work covered by these commitments does not include work that is customarily 
performed by Avista employees represented by IBEW Local 77 but that is 
contracted out pursuant to IBEW Local 77’s collective bargaining agreement 
with Avista.  It also does not include any work that is performed by Avista 
employees, regardless of the type of work involved. 

i. Avista will meet and confer with WNIDCL at least six months prior to March 
7, 2028 to discuss extending or modifying the terms set forth herein. 

81. Most Favored Nations:  The Applicants agree that upon the joint request of the 
Non-Applicant Parties, or a request of less than all Non-Applicant Parties which is 
unopposed by any Non-Applicant, the Commission shall have an opportunity and 
the authority to consider and adopt in Washington any commitments to which the 
Applicants agree in other jurisdictions, even if such commitments are agreed to 
after the Commission enters its order in this docket. To facilitate the Commission’s 
consideration and adoption of the commitments from other jurisdictions, the 
Parties recommend that the Commission issue an order accepting this Stipulation 
as soon as practical, but to reserve in such order the explicit right to re-open to add 
commitments accepted in another state jurisdiction.   

The Applicants further agree that upon the request of any Non-Applicant Party 
prior to the Commission’s action on this Stipulation, if Applicants agree with any 
commitments in other jurisdictions, within five days of such a request, Applicants 
will meet and confer with the Non-Applicant Parties to discuss whether such 
commitments should be added to the existing list of commitments already agreed 
to by the Parties in this Stipulation.  

Process for Consideration: 

• Within five calendar days after Applicants file a stipulation with new or amended 
commitments with a commission in another state jurisdiction, Applicants will send 
a copy of the stipulation and commitments to the Non-Applicant Parties. 

• Within five calendar days after a commission in another state jurisdiction issues 
an order that accepts a stipulation to which Applicants are a party and imposes new 
or modified commitments, that order, together with all commitments of any type 
agreed to by Applicants in such other state, will be filed with the Commission and 
served on all parties to this docket by the most expeditious means practical. 

• Within ten calendar days after the last such filing from the other states (“Final 
Filing”), the Non-Applicant Parties may file with the Commission any response 
they wish to make, including their position as to whether any of the covenants, 
commitments and conditions from the other jurisdictions (without modification of 
the language thereof except such non-substantive changes as are necessary to make 
the commitment or condition applicable to Washington) should be adopted in 
Washington. 
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• Within five calendar days after any such response filing, the Applicants may file a 
reply with the Commission.  

• If any of the dates above fall on Saturday, Sunday, or a holiday, the next business 
day will be considered as the due date. 

• The Parties agree to support in their filings the issuance by the Commission of an 
order regarding the adoption of such commitments as soon as practical thereafter, 
recognizing that the Proposed Transaction cannot close until final state orders have 
been issued approving the Proposed Transaction. 

Limitations on Adjustment: 

• Only commitments specific to gas service may form the basis for adjustments 
specific to gas service.  

• Only commitments specific to electric service may form the basis for adjustments 
specific to electric service.  

• Any commitments relating to support of communities in Montana are not subject 
to this provision.  

• As Avista does not operate as a utility in Alaska, any commitments made in Alaska 
are not subject to this provision.  

• For purposes of financial commitments or commitments having a financial impact, 
commitments should be proportionate to Avista’s corresponding business function 
in Washington in relation to its corresponding total company business function.  
Accordingly, commitments should be allocated among Avista’s WA, ID and OR 
jurisdictions based on the following: 1) Rate Credit is allocated based on base 
revenues; 2) all other financial commitments are allocated using the Company’s 
jurisdictional “four factor” allocation methodology, routinely employed for 
purposes of allocating common costs, as discussed in Mr. Ehrbar’s testimony in 
this proceeding.  For purposes of this provision, “financial commitments or 
commitments having a financial impact” do not include ring fencing provisions. 
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Merger Commitment No. 76 (Colstrip)  

Summary and Description 

Avista owns a 15% share of two coal-fired generation facilities located in Colstrip, Montana, 
known as Colstrip Units 3 & 4, which have a combined capacity of about 1,480 MW.  These two 
facilities were placed in service in 1984 and 1986.  No decommissioning date has been established 
for these assets.  Current rates include depreciation expense on Colstrip Units 3 & 4 with assumed 
remaining useful lives of these units through December 31, 2034 and December 31, 2036, 
respectively.   

The Parties acknowledge that there presently is no plan to close Colstrip Units 3 & 4 by a specific 
date, nor has Avista agreed to do so.  The parties to the Settlement Stipulation in this docket (the 
“Parties”) agree, however, to a depreciation schedule for Colstrip Units 3 & 4 that assumes a 
remaining useful life of those units through December 31, 2027.  The Parties agree to set 
depreciation rates for Colstrip Units 3 & 4 at amounts that will yield an annual depreciation 
expense of approximately $4.533 million (WA Share)1 for the remaining depreciable lives of those 
units, which is the current level of annual depreciation expense. 

The Parties agree to adopt a depreciable balance of Colstrip Units 3 & 4 of $114.2 million. This 
includes the currently recognized unrecovered plant balance, as well as estimated asset retirement 
obligations previously not included in rates2. Nothing in this Settlement will preclude Avista from 
seeking recovery of additional future asset retirement costs, based on a showing of prudency in 
future general rate cases.  

The $114.2 million balance will be recovered as follows:  

• $16.7 million (WA share) of “temporary” tax credits. These tax credits were 
described in Bench Request No. 9 in Avista’s current general rate case (Docket 
Nos. UE-170485 and UG-170486).3 
 

• $45.3 million, through an annual depreciation expense of approximately $4.533 
million (WA Share), which is the current level of annual depreciation expense. 
 

• $52.2 million, through the amortization of a Regulatory Asset (FERC Account No. 
183.3) (approximately $1.5 million per year – WA share), offset entirely by the 
amortization of protected Excess DFIT. The amortization schedule of the Regulatory 
Asset will be structured to match the amortization schedule of protected Excess 
DFIT, so that the amortization of protected Excess DFIT covers the remaining 
depreciable balance. 

 

1 Annual depreciation expense is approximately $6.937 million on system-basis. 
2 The asset retirement obligations are currently estimated at approximately $42.7 million (WA share). These costs 
include decommissioning and remediation costs. 
3 The tax credits were the result of H.R.1 – Tax Cuts and Jobs Act signed into law in December 2017. 
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Nothing in this Settlement will preclude Avista from seeking recovery of routine future capital 
maintenance costs incurred in the normal course of business beyond January 1, 2018 not intended 
to extend operational life, based on a showing of prudency in future general rate cases.   

The Regulatory Asset4, net of accumulated deferred federal income taxes, will be included in rate 
base and will earn Avista’s rate of return. 

Beginning October 1, 2018, Avista will include the $1.5 million Colstrip amortization costs, in 
customers’ base rates, but which would be offset by the electric Rate Credit of $4.9 million, thereby 
reducing customers’ rates approximately $3.4 million.  The incremental rate reduction on October 
1, 2018 would be spread to customers on a uniform percent of base revenue basis, and on an equal 
percentage to the volumetric blocks in each schedule (the Rate Credit would be spread in 
accordance with Commitment No. 19 "Rate Credit" for Schedule 25).  Avista would effectuate this 
through a compliance filing of its base tariffs and electric Rate Schedule 73 (for the Rate Credit). 

A summary of the Colstrip costs and offsetting tax credits follows: 

 

 

4 The Colstrip accounts included as rate base include the following: FERC Account No. 101.0 – Plant Cost, FERC 
Account No. 108.0 – Accumulated Depreciation, FERC Account No. 182.3 – Regulatory Asset ARO, FERC Account 
No. 182.3 – Regulatory Asset Colstrip, FERC Account No. 230.0 – Colstrip ARO, and FERC Account No. 242.0 – 
Colstrip Accounts Payable. 

Total Amount
Amortization 

Period (Years) Annual Amount
Net Book Value of Colstrip Units 3 & 4, including 
transmission assets, at December 31, 2017 71,506,933$     
Estimated asset retirement obligations 42,738,900        
Undepreciated Balances: 114,245,833     

Future depreciation expense recovered January 1, 2018 - 
December 31, 2027 (45,334,922)      
Temporary Tax Credits (16,700,000)      
  Net Colstrip Costs Recorded as Regulatory Asset 52,210,911$     36 1,450,303$       

Electric Rate Credit (24,606,700)$    5 (4,921,340)$      

   Net Impact to Customers Beginning October 1, 2018 (3,471,037)$      

Summary of Colstrip Costs (WA Share)
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Appendix B to Settlement Stipulation in U-170970 

Revised Post-Closing Corporate Structure 

 

 

 

Hydro One Limited 
(Ontario Corporation)

Hydro One Inc.

Hydro One Networks 
Inc.

Hydro One Remote 
Communities Inc.

Can Sub  
(Ontario Corporation)               

Olympus Holding Corp. 
(Delaware 

Corporation)

Olympus Equity LLC             
(Delaware Limited 
Liability Company)

Avista Corporation 
(Washington 
Corporation)

Avista Corporation 
Subsidiaries

2486267 
Ontario Inc.

Hydro One Telecom 
Inc.
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BEFORE THE 

WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION 

In the Matter of the Joint Application of 
HYDRO ONE LIMITED (acting through 
its indirect subsidiary, Olympus Equity 
LLC)  

and 

AVISTA CORPORATION 

For an Order Authorizing Proposed 
Transaction 

Docket No. U-170970 
  

SETTLEMENT STIPULATION AND 
AGREEMENT 

 
 

I. PARTIES 

1. This Settlement Stipulation and Agreement is entered into by and among the 

following parties in this case: Hydro One Limited (“Hydro One”), acting through Olympus Equity 

LLC an indirect, wholly-owned subsidiary, and Avista Corporation (“Avista”) (sometimes 

hereafter jointly referred to as “Joint Applicants” or the “Companies”), the Staff of the Washington 

Utilities and Transportation Commission (“Staff”), the Public Counsel Unit of the Washington 

Office of Attorney General (“Public Counsel”), Northwest Industrial Gas Users (“NWIGU”), 

Industrial Customers of Northwest Utilities (“ICNU”), The Energy Project, Northwest Energy 

Coalition (“NWEC”), Renewable Northwest (“RNW”), Natural Resources Defense Council 

(“NRDC”),  Sierra Club, and Washington and Northern Idaho District Council of Laborers 

(“WNIDCL”), jointly referred to herein as “Parties” and individually as a “Party.”  

2. Accordingly, this represents a “full settlement” under WAC 480-07-730(1).  The 

Parties, representing all who have intervened or appeared in these dockets, agree that this 
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Settlement Stipulation (hereinafter “Settlement” and/or “Stipulation”) is in the public interest and 

should be accepted by the Commission as a full resolution of the issues in these dockets. 

3. The Parties understand this Settlement is subject to review and disposition by the 

Washington Utilities and Transportation Commission (“Commission”).  

 
II. RECITALS 

4. On September 14, 2017, the Joint Applicants filed with the Commission a Joint 

Application For An Order authorizing Proposed Transaction whereby Olympus Equity LLC would 

acquire all of the outstanding common stock of Avista, and Avista would thereafter become a 

direct, wholly-owned subsidiary of Olympus Equity LLC and an indirect, wholly-owned 

subsidiary of Hydro One (the combination of these transactions is hereafter “Proposed 

Transaction”).1   

5. The Commission convened a prehearing conference in this proceeding at Olympia, 

Washington on October 20, 2017, before Administrative Law Judge Dennis J. Moss. At the 

prehearing conference, the Commission granted the petitions to intervene by ICNU, NWIGU, The 

Energy Project, NWEC, RNW, NRDC, and the Sierra Club.  The Commission, in Order 03, 

subsequently granted intervention status to WNIDCL.  

6. In accordance with the procedural schedule adopted at the prehearing conference 

(Order 02), all Parties attended the scheduled settlement conference held in Olympia, Washington, 

on February 6, 2018.  An additional settlement conference was held in Olympia on February 23, 

1  On July 19, 2017, Avista, a Washington corporation, Hydro One, a Province of Ontario corporation, Olympus 
Holding Corp. (also referred to hereafter as “US Parent”), a Delaware corporation, and Olympus Corp. (“Merger 
Sub”), a Washington corporation and an indirect, wholly-owned subsidiary of US Parent, entered into an 
Agreement and Plan of Merger.  Following all approvals, at the effective time on the closing date, Merger Sub will 
be merged with and into Avista, and the separate existence of Merger Sub shall thereupon cease, and Avista will 
be the surviving corporation and will become a direct, wholly-owned subsidiary of Olympus Equity LLC and an 
indirect, wholly-owned subsidiary of Hydro One. 
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2018.  Based on these discussions and related correspondence, the Parties have reached an 

agreement on proposed commitments (attached as Appendix A to this Settlement Stipulation) that 

provide a basis upon which the Parties recommend Commission approval of the Proposed 

Transaction in Washington. 

 

III. TERMS OF THE SETTLEMENT STIPULATION 

7. Appendix A to this Stipulation contains the complete list of commitments that the 

Joint Applicants agree to make upon consummation of the Proposed Transaction (hereinafter 

referred to as “Commitments”). By virtue of executing this Stipulation, the Joint Applicants agree 

to perform all of the Commitments set forth in Appendix A according to the provisions of each 

Commitment as set forth therein. 

8. The effective date of the Commitments set forth in Appendix A to this Stipulation 

shall be the date of the closing of the Proposed Transaction, provided that the date of the 

Commission’s final order in this matter is the effective date for Commitments requiring Hydro 

One or its subsidiaries, including Avista, to take action before the closing of the Proposed 

Transaction. 

9. In the process of obtaining approval of the Proposed Transaction in other states, the 

Commitments may be expanded or modified as a result of regulatory decisions or settlements. The 

Parties agree that the Commission shall have an opportunity and the authority to consider and 

adopt in Washington any commitments or conditions with which the Joint Applicants agree in 

other jurisdictions, even if such commitments and conditions are agreed to after the Commission 

enters its order in this docket. To facilitate the Commission's consideration and adoption of the 

commitments and conditions from other jurisdictions, the Parties recommend that the Commission 

issue an order approving this Stipulation as soon as practical, but reserve in such order the explicit 
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right to re-open the Commitments set forth in Appendix A in order to reflect commitments and 

conditions accepted in another state jurisdiction. Commitment 81 (Most Favored Nation) in 

Appendix A sets forth the process and limitations for addressing changes to commitments agreed 

to in other jurisdictions.  

10. The Parties agree that with the Commitments set forth in Appendix A, the Proposed 

Transaction meets the net benefit and public interest standards under RCW 80.01.040(3), RCW 

80.12.020 and WAC 480-143-170 required for approval in Washington.  RCW 80.12.020 provides 

that Commission approval must be predicated on a finding that the Proposed Transaction would 

provide a “net benefit” to customers: 

 Order required to sell, merge, etc.—Exemption. 

(1) No public service company shall sell, lease, assign or otherwise dispose of the 
whole or any part of its franchises, properties or facilities whatsoever, which are 
necessary or useful in the performance of its duties to the public, and no public 
service company shall, by any means whatsoever, directly or indirectly, merge or 
consolidate any of its franchises, properties or facilities with any other public 
service company, without having secured from the commission an order 
authorizing it to do so. The commission shall not approve any transaction under 
this section that would result in a person, directly or indirectly, acquiring a 
controlling interest in a gas or electrical company without a finding that the 
transaction would provide a net benefit to the customers of the company. 

Moreover, RCW 80.01.040(3) directs the Commission to “[r]egulate in the public interest,” and 

WAC 480-143-170 reiterates that requirement: 

Application in the Public Interest – If, upon the examination of any application 
and accompanying exhibits, or upon a hearing concerning the same, the 
commission finds the proposed transaction is not consistent with the public interest, 
it shall deny the application. 
 
11. As described in the Commitments to this stipulation and in the Joint Testimony to 

follow, the evidence demonstrates that the Proposed Transaction is in the public interest and should 

be approved by the Commission.  Furthermore, the Proposed Transaction will provide “net 
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benefits” for Avista’s customers in Washington, as reflected in the proposed Commitments 

(attached as Appendix A to this Settlement Stipulation). 

12. The Parties agree that, due to tax-related changes made by the Tax Cuts and Jobs 

Act, H.R. 1 of the 115th Congress, which shall be more fully described in testimony supporting 

this Stipulation, the Post-Closing Corporate Structure set forth on page 2 of Appendix 1 to the 

Joint Application should be simplified to eliminate Olympus 1 LLC and Olympus 2 LLC.  

Accordingly, the Post-Closing Corporate Structure should be as set forth in Appendix B to this 

Settlement Stipulation.  The Parties recognize, however, that parallel changes must be made in the 

dockets on the Proposed Transaction that are pending in Oregon, Idaho, Montana and Alaska.  If 

one or more of such parallel changes cannot be made, the Parties agree that the Post-Closing 

Corporate Structure set forth on page 2 of Appendix 1 to the Joint Application is also acceptable.  

Additionally, if the Tax Cuts and Jobs Act is repealed or amended such that further changes to the 

Post-Closing Corporate Structure are necessary, the Joint Applicants will propose a revised 

corporate structure, subject to Commission approval. 

13. The Joint Applicants acknowledge that the Commission's approval of the 

Stipulation, the Commitments, or the Joint Application shall not bind the Commission in other 

proceedings with respect to the determination of prudence, just and reasonable character, rate or 

ratemaking treatment, or public interest of services, accounts, costs, investments, any particular 

construction project, expenditures, or actions referenced in the Commitments. 

14. The Parties therefore agree to support this Stipulation as a settlement of all issues 

in this proceeding and to recommend approval of the Proposed Transaction in this proceeding 

subject to the agreed-upon Commitments. The Parties understand that this Stipulation is not 

binding on the Commission in ruling on the Joint Application. 
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15. The Parties agree that this Stipulation represents a compromise in the positions of 

the Parties. As such, conduct, statements, and documents disclosed in the negotiation of this 

Stipulation shall not be admissible as evidence in this or any other proceeding. By executing this 

Stipulation, no Party shall be deemed to have approved, admitted, or consented to the facts, 

principles, methods, or theories employed in arriving at the terms of this Stipulation, nor shall any 

Party be deemed to have agreed that any provision of this Stipulation is appropriate for resolving 

issues in any other proceeding, except those proceedings involving the enforcement or 

implementation of the terms of this Stipulation. 

16. The Parties shall cooperate in submitting this Stipulation promptly to the 

Commission for acceptance, and shall cooperate in developing supporting testimony required by 

WAC 480-07-740(2). The Parties agree to support the Stipulation throughout this proceeding, 

provide one or more witnesses each to sponsor such Stipulation as well as legal representatives to 

support the Stipulation at a Commission hearing (if necessary), and recommend that the 

Commission issue an order adopting the Commitments referenced herein. In the event the 

Commission rejects this Stipulation or accepts this Stipulation upon conditions not contained 

herein, the provisions of WAC 480-07-750(2) shall apply. 

17. Each Party retains the right to provide information to the public about this 

Settlement Stipulation, after this Settlement Stipulation is filed with the Commission. Each Party 

shall provide to each other Party a copy of each public announcement, news release or similar 

communication (hereafter “public communication”) that the issuing Party intends to make 

regarding this Settlement Stipulation, as soon as practicable in advance of publication (hereafter 

“disclosure requirement”).  The disclosure requirement shall not apply to a Party that has provided 
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a copy of a public communication addressing the Settlement Stipulation to other Parties prior to 

filing the Settlement Stipulation. 

18. This Stipulation is entered into by each Patty as of the date entered below. Subject 

to Paragraph 19, the obligations of the Parties under this Stipulation are effective as of the date it 

has been fully executed by all Parties. 

19. The obligations of the Joint Applicants under this Stipulation, with the exception 

of paragraphs 14 through 18, are subject to the Commission's approval of the Joint Application in 

this docket on terms and conditions acceptable to the Joint Applicants, in their sole discretion. 

20. The Parties may execute this Stipulation in countcrpa1ts, which together will 

constitute one agreement. A signed signature page sent by email is as effective as an original 

document. 

DATED: March ~ 018 

SETTLEMENT STIPULATION AND AGREEMENT - 7 
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HYDRO ONE LIMITED 
 
 
By:       
Elizabeth Thomas, Partner, K&L Gates LLP 
Kari Vander Stoep, Partner, K&L Gates LLP 
On Behalf of Hydro One Limited and 
Olympus Equity LLC           
 
 
STAFF OF THE WASHINGTON 
UTILITIES AND TRANSPORTATION 
COMMISSION 
 
 
By: ________________________________  
Jennifer Cameron-Rulkowski 
Assistant Attorney General 
 
 
NORTHWEST INDUSTRIAL GAS 
USERS 
 
 
By: ________________________________ 
Chad M. Stokes 
Cable Huston LLP 
 
 
THE ENERGY PROJECT 
 
 
 
 
By: ________________________________ 
Simon J. ffitch 
Attorney at Law 
 
 
 
 
 
 
 
 
 

AVISTA CORPORATION 
 
 
By:  
David J. Meyer 
Chief Counsel for Regulatory and 
Governmental Affairs 

 
 
 

THE PUBLIC COUNSEL UNIT OF THE 
WASHINGTON OFFICE OF 
ATTORNEY GENERAL 
 
 
By: ________________________________ 
Lisa W. Gafken 
Assistant Attorney General 

 
 

INDUSTRIAL CUSTOMERS OF 
NORTHWEST UTILITIES 
 
 
By: ________________________________ 
Tyler C. Pepple 
Davison Van Cleve, P.C. 

 
 

NW ENERGY COALITION 
RENEWABLE NORTHWEST 
NATURAL RESOURCES DEFENSE 
COUNCIL 
  
 
By: _________________________________ 
Jeffrey D. Goltz 
Cascadia Law Group 
On Behalf of NWEC/RNW/NRDC 
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HYDRO ONE LIMITED 

By: ________ _ _ __ _ 

Elizabeth Thomas, Partner, K&L Gates LLP 
Kati Vander Stoep, Partner, K&L Gates LLP 
On Behalf of Hydro One Limited and 
Olympus Equity LLC 

STAFF OF THE W ASHTNGTON 
UTIL1TIES AND TRANSPORTATION 
COMMISSION 

By: --------- ----
Jennifer Camcroo-Rulkowski 
Assistant Attorney General 

NORTHWEST INDUSTRIAL GAS 
USERS 

By: _ ___________ _ 

Chad M. Stokes 
Cable Huston LLP 

THE ENERGY PRO.TECT 

By: _-s._: 
Simon J. ffitch 
Attorney at Law 

A VISTA CO RPO RI\ TION 

~~~id({,2,/.f -
Chief Counsel for Regulatory and 
Governmental Affairs 

THE PUBLIC COUNSEL UNJT OF THE 
WASHINGTON OFFICE OF 
ATTORNEY GENERAL 

By: ____ _ _ _____ _ 

Lisa W. Gafken 
Assistant Attorney General 

INDUSTRIAL CUSTOMERS OF 
NORTHWEST UTILITIES 

By: ___ _______ _ _ _ 

Tyler C. Pepple 
Davison Van Cleve, P.C. 

NW ENERGY COALITION 
RENEWABLE NORTHWEST 
NATURAL RESOURCES DEFENSE 
COUNCIL 

By: - -------- - --
Jeffrey D. Goltz 
Cascadia Law Group 
On Behalf ofNWEC/RNW/NRDC 
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By: ___________ _ 
Eliz.abeth Thomas, Partner, K&L Gates LLP 
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On Behalf of Hydro One Limited and 
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Simon J. ffitch 
Attorney at Law 
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By: ____________ _ 
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Davison Van Cleve, P.C. 

NW ENERGY COALITION 
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Cascadia Law Group 
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By: ____________ _ 
Elizabeth Thomas, Partner, K&L Gates LLP 
Kari Vander Stoep, Partner, K&L Gates LLP 
On Behalf of Hydro One Limited and 
Olympus Equity LLC 

STAFF OF THE WASHINGTON 
UTILITIES AND TRANSPORTATION 
COMMISSION 

By: -------------
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Assistant Attorney General 
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By:------------
Chad M. Stokes 
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By: ___________ _ 
Simon J. ffitch 
Attorney at Law 
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On Behalf of Hydro One Limited and 
Olympus Equity LLC 
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Assistant Attorney General 

NORTHWEST INDUSTRIAL GAS 

USER~/ 

By:{?\~ 
ChadMS~ 
Cable Huston LLP 

THE ENERGY PROJECT 

By: ___________ _ 
Simon J. ffitch 
Attorney at Law 

SETTLEMENT STIPULATION AND AGREEMENT - 8 

A VISTA CORPORATION 

By: ____________ _ 
David J. Meyer 
Chief Counsel for Regulatory and 
Governmental Affairs 

THE PUBLIC COUNSEL UNIT OF THE 
WASHINGTON OFFICE OF 
ATTORNEY GENERAL 

By: - ------------
Lisa W. Gafken 
Assistant Attorney General 

INDUSTRIAL CUSTOMERS OF 
NORTHWEST UTILITIES 
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A. Reservation of Certain Authority to the Avista Board of Directors 

1. Authority Reserved:  Consistent with and subject to the terms of Exhibits A and 
B to the Merger Agreement (referred to as “Delegation of Authority”) contained 
in Appendix 5 of the Joint Application, decision-making authority over 
commitments 2-15 below is reserved to the Board of Directors of Avista 
Corporation (“Avista”) and any change to the policies stated in commitments 2-
15 requires a two-thirds (2/3) vote of the Avista Board, provided that Avista must 
obtain approval for such changes from all regulatory bodies with jurisdiction 
over the Commitments before such changes can go into effect, and provide 
written notice to all parties to Docket U-170970 of such request for approval: 

Governance 

2. Executive Management:  Avista will seek to retain all current executive 
management of Avista, subject to voluntary retirements that may occur. This 
commitment will not limit Avista’s ability to determine its organizational structure 
and select and retain personnel best able to meet Avista’s needs over time. The 
Avista board retains the ability to dismiss executive management of Avista and 
other Avista personnel for standard corporate reasons (subject to the approval of 
Hydro One Limited (“Hydro One”) for any hiring, dismissal or replacement of the 
CEO); 

3. Board of Directors:  After the closing of the Proposed Transaction, Avista’s board 
will consist of nine (9) members, determined as follows: (i) two (2) directors 
designated by Hydro One who are executives of Hydro One or any of its 
subsidiaries; (ii) three (3) directors who meet the standards for “independent 
directors” - under section 303A.02 of the New York Stock Exchange Listed 
Company Manual (the “Independent Directors”) and who are residents of the 
Pacific Northwest region, to be designated by Hydro One (collectively, the 
directors designated in clauses (i) and (ii) hereof, the “Hydro One Designees”), 
subject to the provisions of Clause 2 of Exhibit A to the Merger Agreement; (iii) 
three (3) directors who as of immediately prior to the closing of the Proposed 
Transaction1 are members of the Board of Directors of Avista, including the 
Chairman of Avista’s Board of Directors (if such person is different from the Chief 
Executive Officer of Avista); and (iv) Avista’s Chief Executive Officer 
(collectively, the directors designated in clauses (iii) and (iv) hereof, the “Avista 
Designees”). The initial Chairman of Avista’s post-closing Board of Directors 
shall be the Chief Executive Officer of Avista as of the time immediately prior to 
closing for a one year term.  If any Avista Designee resigns, retires or otherwise 
ceases to serve as a director of Avista for any reason, the remaining Avista 

1 “Proposed Transaction” means the transaction proposed in the Joint Application of Avista and Hydro One filed 
on September 14, 2017. 
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Designees shall have the sole right to nominate a replacement director to fill such 
vacancy, and such person shall thereafter become an Avista Designee. 

The term “Pacific Northwest region” means the Pacific Northwest states in which 
Avista serves retail electric or natural gas customers, currently Alaska, Idaho, 
Montana, Oregon and Washington; 

Business Operations 

4. Avista’s Brand and Plan for the Operation of the Business:  Avista will 
maintain Avista’s brand and Avista will establish the plan for the operation of the 
business and its Subsidiaries; 

5. Capital Investment for Economic Development:  Avista will maintain its 
existing levels of capital allocations for capital investment in strategic and 
economic development items, including property acquisitions in the university 
district, support of local entrepreneurs and seed-stage investments; 

6. Continued Innovation:  Avista will continue development and funding of its and 
its subsidiaries’ innovation activities; 

7. Union Relationships:  Avista will honor its labor contracts and has the authority 
to negotiate, enter into, modify, amend, terminate or agree to changes in any 
collective bargaining agreement or any of Avista’s other material contracts with 
any labor organizations, union employees or their representatives; 

8. Compensation and Benefits:  Avista will maintain compensation and benefits 
related practices consistent with the requirements of the Merger Agreement; 

Local Presence/Community Involvement 

9. Avista’s Headquarters:  Avista will maintain (a) its headquarters in Spokane, 
Washington; (b) Avista’s office locations in each of its other service territories, 
and (c) no less of a significant presence in the immediate location of each of such 
office locations than what Avista and its subsidiaries maintained immediately prior 
to completion of the Proposed Transaction; 

10. Local Staffing:  Avista will maintain Avista Utilities’ staffing and presence in the 
communities in which Avista operates at levels sufficient to maintain the provision 
of safe and reliable service and cost-effective operations and consistent with pre-
acquisition levels; 

11. Community Contributions:  For five years after the close of the Proposed 
Transaction, Avista will maintain a $4,000,000 annual budget for charitable 
contributions (funded by both Avista and the Avista Foundation) and additionally 
a $2,000,000 annual contribution will be made to Avista’s charitable foundation. 
No approval from any regulatory bodies with jurisdiction over the Commitments 
is required for any changes to this commitment from and after the sixth year 
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following closing; however any such changes will continue to require a two-thirds 
(2/3) vote of the Avista Board;2 

12. Community Involvement:  Avista will maintain at least Avista’s existing levels 
of community involvement and support initiatives in its service territories; 
including involvement with tribes and low-income service agencies and support 
initiatives; 

13. Economic Development:  Avista will maintain at least Avista’s existing levels of 
economic development, including the ability of Avista to spend operations and 
maintenance funds3 to support regional economic development and related 
strategic opportunities in a manner consistent with Avista’s past practices; 

14. Membership Organizations:  Avista will maintain the dues paid by it to various 
industry trade groups and membership organizations; and 

15. Safety and Reliability Standards and Service Quality Measures:  Avista will 
maintain Avista’s safety and reliability standards and policies and service quality 
measures in a manner that is substantially comparable to, or better than, those 
currently maintained. 

Avista will not seek to remove or reduce existing penalty provisions associated 
with its safety, reliability, or service quality measures for 10 years after the merger. 

If the 5-year rolling average of SAIFI or SAIDI in Washington exceeds 107.5% of 
the average of their respective scores from 2013 to 2017 (excluding Major Event 
Days (MEDs), consistent with Avista’s service quality program, tariff schedule 
85), Hydro One and Avista commit to increase the rate credit for Washington 
electric customers by $250,000 per year.  This increased rate credit will persist 
until the 5-year rolling average is less than the threshold stated above. 

B. Rate Commitments 

16. Treatment of Net Cost Savings:  Any net cost savings that Avista may achieve 
as a result of the Proposed Transaction will be reflected in subsequent rate 
proceedings, as such savings materialize. To the extent the savings are reflected in 
base retail rates they will offset the Rate Credit to customers, up to the offsetable 
portion of the Rate Credit. 

2 Note that Commitment 64 contains an additional commitment relating to charitable contributions; pursuant to 
that commitment Hydro One will cause Avista to make a one-time contribution of $7,000,000 to Avista’s 
charitable foundation at or promptly following closing of the Proposed Transaction. 
3 Operations and maintenance funds dedicated to economic development and non-utility strategic opportunities 
will be recorded below-the-line to a nonoperating account. 
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17. Pre-Transaction Test Year:  The parties agree to the following provisions for 
ratemaking purposes.   

a. If Avista files for a rate case between the conclusion of Dockets UE-170485 
and UG-170486 and December 31, 2018, Avista will present a normalized test 
year using the most recent 12-month period available.   

b. If Avista files for a rate case between January 1, 2019, and April 30, 2019, 
Avista must use a normalized test year of October 1, 2017 – September 30, 
2018.  

c. If Avista files for a rate case between May 1, 2019, and April 30, 2021, Avista 
must present two normalized test years, (1) October 1, 2017 – September 30, 
2018 for informational purposes, and (2) the most recent 12-month period 
available. 

18. Treatment of Transaction Costs:   

a. Costs associated with the Proposed Transaction will be separately tracked as 
non-utility costs with no charges, either allocated or direct, to be recovered 
from Avista customers.  After the consummation of the Proposed Transaction, 
any remaining transaction costs or other costs of Olympus Holding Corp. or 
Hydro One will not appear on Avista’s utility books, i.e. such costs will be 
recorded as non-utility. Avista shall furnish the Commission with journal 
entries and supporting detail showing the nature and amount of all costs of the 
Proposed Transaction (including but not limited to management time, BOD 
time, in-house and outside counsel time, any consultants engaged, etc.) since 
the Proposed Transaction was first contemplated, as well as the accounts 
charged, within 120 days of a Commission order in this docket. 

b. Avista will exclude from Avista general rate cases, or any other method of cost 
recovery, all costs related to the Proposed Transaction including but not limited 
to: (i) all legal work from in-house counsel and outside counsel; (ii) any 
financial advisory fees associated with the Proposed Transaction; (iii) the 
acquisition premium; (iv) costs related to M&A consulting and advice (v) 
preparation of and materials for presentations relating to the Proposed 
Transaction (vi) any senior executive compensation or any Avista board of 
director time tied to a change of control of Avista; (vii)  any other costs directly 
related to the Proposed Transaction.  

19. Rate Credits:  Avista and Hydro One are proposing to flow through to Avista’s 
retail customers in Washington a Rate Credit of approximately $30.7 million4 over 

4 The exact agreed-upon figure is $30,715,050, which is equal to 5% of the Washington base revenue as of 
02/01/18.  Washington electric base revenue is $492,134,000, and Washington natural gas base revenue 
(including natural gas costs – Schedules 150/155) is $122,167,000.  Five percent of those revenues are 
$24,606,700 (electric) and $6,108,350 (natural gas). 
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a 5-year period, beginning at the time the merger closes. For customers on 
Schedule 25, the credit will be spread by allocating 1/3 of the total Schedule 25 
credit monies to the first two energy blocks and 2/3 of the total credit monies to 
the third block.   

The Total Rate Credit to customers for the five years following the closing will be 
approximately $6.1 million5 per year.  A portion of the annual total Rate Credit 
will be offsetable, in the amount of $1.02 million6.  During the 5-year period the 
financial benefits will be flowed through to customers either through the separate 
Rate Credit described above or through a reduction to the underlying cost of 
service as these benefits are reflected in the test period numbers used for 
ratemaking.  At the time of the close, the $6.1 million benefit will be provided to 
customers through a separate Rate Credit, as long as the reduction in costs (of up 
to $1.02 million annually) has not already been reflected in base retail rates for 
Avista’s customers. 

To the extent Avista demonstrates in a future rate proceeding that cost savings, or 
benefits, directly related to the Proposed Transaction are already being flowed 
through to customers through base retail rates, the separate Rate Credit to 
customers would be reduced by an amount up to the offsetable Rate Credit amount.  
The portion of the total Rate Credit that is not offsetable effectively represents 
acceptance by Hydro One of a lower rate of return during the 5-year period. 

The $30.7 million represents the “floor” of benefits that will be flowed through to 
Avista’s customers, either through the Rate Credit or through benefits otherwise 
included in base retail rates.  To the extent the identifiable benefits exceed the 
annual offsetable Rate Credit amounts, these additional benefits will be flowed 
through to customers in base retail rates in general rate cases as they occur.  Avista 
and Hydro One believe additional efficiencies (benefits) will be realized over time 
from the sharing of best practices, technology and innovation between the two 
companies.  It will take time, however, to identify and capture these benefits.  The 
level of annual net cost savings (and/or net benefits) will be tracked and reported 
on an annual basis, and compared against the offsetable level of savings. 

Any application of offsetable savings will be reviewed by the Commission before 
the offset is applied, and Avista bears the burden of proof to prove that savings 
have materialized and the offset to rate credits should apply. 

5 The exact amount agreed upon is $6,143,010 per year.   The annual Washington electric Rate Credit for each 
of the five years is $4,921,340.  The annual Washington natural gas Rate Credit for each of the five years is 
$1,221,670. 
6 The offsetable portion of the Rate Credit is calculated using a pro rata share of the jurisdictional total of the 
rate credit (i.e. Washington’s share of the offsetable Rate Credit is 60.29%, therefore Washington’s share of the 
$1.7 million offsetable portion is $1.02 million). 
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C. Regulatory Commitments 

20. State Regulatory Authority and Jurisdiction:  Olympus Holding Corp. and its 
subsidiaries, including Avista, as appropriate, will comply with all applicable laws, 
including those pertaining to transfers of property (Chapter 80.12), affiliated 
interests (Chapter 80.16), and securities and the assumption of obligations and 
liabilities (Chapter 80.08). 

21. Compliance with Existing Commission Orders:  Olympus Holding Corp. and 
its subsidiaries, including Avista, acknowledge that all existing orders issued by 
the Commission with respect to Avista or its predecessor, Washington Water 
Power Co., will remain in effect, and are not modified or otherwise affected by the 
Proposed Transaction. 

Olympus Holding Corp. and its subsidiaries, including Avista, will comply with 
all applicable future Commission orders that remain in force. 

22. Separate Books and Records:  Avista will maintain separate books and records 
from its affiliates.  

23. Access to and Maintenance of Books and Records:  Olympus Holding Corp. 
and its subsidiaries, including Avista, will provide reasonable access to Avista’s 
books and records; access to financial information and filings; access rights with 
respect to the documents supporting any costs that may be allocable to Avista; and 
access to Avista’s board minutes, audit reports, and information provided to credit 
rating agencies pertaining to Avista. 

Hydro One, Olympus Holding Corp. and its subsidiaries, including Avista, will 
maintain the necessary books and records so as to provide documents relating to 
all corporate, affiliate, or subsidiary transactions with Avista, or that result in costs 
that may be allocable to Avista. 

The Proposed Transaction will not result in reduced access to the necessary books 
and records that relate to transactions with Avista, or that result in costs that may 
be allocable to Avista.  Avista will provide Commission Staff and other parties to 
regulatory proceedings reasonable access to books and records (including those of 
Olympus Holding Corp. or any affiliate or subsidiary companies) required to verify 
or examine transactions with Avista, or that result in costs that may be allocable to 
Avista.  

Nothing in the Proposed Transaction will limit or affect the Commission’s rights 
with respect to inspection of Avista’s accounts, books, papers and documents in 
compliance with all applicable laws. Nothing in the Proposed Transaction will 
limit or affect the Commission’s rights with respect to inspection of Olympus 
Holding Corp.’s accounts, books, papers and documents pursuant to all applicable 
laws; provided, that such right to inspection shall be limited to Olympus Holding 
Corp.’s accounts, books, papers and documents that pertain solely to transactions 
affecting Avista’s regulated utility operations. 
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Olympus Holding Corp. and its subsidiaries, including Avista, will provide the 
Commission with access to written information provided by and to credit rating 
agencies that pertains to Avista. Olympus Holding Corp. and each of its 
subsidiaries will also provide the Commission with access to written information 
provided by and to credit rating agencies that pertains to Olympus Holding Corp.’s 
subsidiaries to the extent such information may affect Avista. 

Hydro One and its affiliates agree that the Commission may have access to all the 
accounting records of Hydro One and its affiliates that are the bases for charges to 
Avista, to determine the reasonableness of the costs and the allocation factors used 
by Hydro One and its affiliates, or its subdivisions to assign costs to Avista and 
amounts subject to allocation or direct charges.  Hydro One and its affiliates agree 
that they will not raise lack of jurisdiction as a means of denying such access, and 
agree to cooperate fully with such Commission investigations. 

24. Cost Allocations Related to Corporate Structure and Affiliate Interests:  
Avista agrees to provide cost allocation methodologies used to allocate to Avista 
any costs related to Olympus Holding Corp. or its other subsidiaries, and commits 
that there will be no cross-subsidization by Avista customers of unregulated 
activities. 

The cost-allocation methodology provided pursuant to this commitment will be a 
generic methodology that does not require Commission approval prior to it being 
proposed for specific application in a general rate case or other proceeding 
affecting rates.  

Avista will bear the burden of proof in any general rate case that any corporate and 
affiliate cost allocation methodology is reasonable for ratemaking purposes. 
Neither Avista nor Olympus Holding Corp. or its subsidiaries will contest the 
Commission’s authority to disallow, for retail ratemaking purposes in a general 
rate case, unreasonable, or misallocated costs from or to Avista or Olympus 
Holding Corp or its other subsidiaries. 

With respect to the ratemaking treatment of affiliate transactions affecting Avista, 
Hydro One, and Olympus Holding Corp. and its subsidiaries, as applicable, will 
comply with the Commission’s then-existing practice; provided, however, that 
nothing in this commitment limits Avista from also proposing a different 
ratemaking treatment for the Commission’s consideration, or limit the positions 
any other party may take with respect to ratemaking treatment. 

Avista will notify the Commission of any change in corporate structure that affects 
Avista’s corporate and affiliate cost allocation methodologies.  Avista will propose 
revisions to such cost allocation methodologies to accommodate such changes.  
Avista will not take the position that compliance with this provision constitutes 
approval by the Commission of a particular methodology for corporate and 
affiliate cost allocation.  
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25. Ratemaking Cost of Debt and Equity:  Avista will not advocate for a higher cost 
of debt or equity capital as compared to what Avista’s cost of debt or equity capital 
would have been absent Hydro One’s ownership. 

For future ratemaking purposes: 
a. Determination of Avista’s debt costs will be no higher than such costs would 

have been assuming Avista’s credit ratings by at least one industry recognized 
rating agency, including, but not limited to, S&P, Moody’s, Fitch or 
Morningstar, as such ratings in effect on the day before the Proposed 
Transaction closes and applying those credit ratings to then-current debt, 
unless Avista proves that a lower credit rating is caused by circumstances or 
developments not the result of financial risks or other characteristics of the 
Proposed Transaction; 

b. Avista bears the burden to prove prudent in a future general rate case any pre-
payment premium or increased cost of debt associated with existing Avista 
debt retired, repaid, or replaced as a part of the Proposed Transaction; and 

c. Determination of the allowed return on equity in future general rate cases will 
include selection and use of one or more proxy group(s) of companies engaged 
in businesses substantially similar to Avista, without any limitation related to 
Avista’s ownership structure.  

26. Avista Capital Structure:  At all times following the closing of the Proposed 
Transaction, Avista’s actual common equity ratio will be maintained at a level no 
less than 44 percent.  This commitment does not restrict the Commission from 
ordering a hypothetical capital structure.  

27. FERC Reporting Requirements:  Avista will continue to meet all the applicable 
FERC reporting requirements with respect to annual and quarterly reports (e.g., 
FERC Forms 1, 2, 3q) after closing of the Proposed Transaction.  

28. Participation in National and Regional Forums:  Avista will continue to 
participate, where appropriate, in national and regional forums regarding 
transmission issues, pricing policies, siting requirements, and interconnection and 
integration policies, when necessary to protect the interest of its customers.  

29. Treatment of Confidential Information:  Nothing in these commitments will be 
interpreted as a waiver of Hydro One’s, its subsidiaries’, or Avista’s rights to 
request confidential treatment of information that is the subject of any of these 
commitments.  

30. Commission Enforcement of Commitments:  Hydro One and its subsidiaries, 
including Avista, understand that the Commission has authority to enforce these 
commitments in accordance with their terms. If there is a violation of the terms of 
these commitments, then the offending party may, at the discretion of the 
Commission, have a period of thirty (30) calendar days to cure such violation.  
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The scope of this commitment includes the authority of the Commission to compel 
the attendance of witnesses from Olympus Holding Corp. and its affiliates, 
including Hydro One, with pertinent information on matters affecting Avista. 
Olympus Holding Corp. and its subsidiaries waive their rights to interpose any 
legal objection they might otherwise have to the Commission's jurisdiction to 
require the appearance of any such witnesses. 

31. Submittal to State Court Jurisdiction for Enforcement of Commission 
Orders:  Olympus Holding Corp., on its own and its subsidiaries’ behalf, 
including Avista’s, will file with the Commission prior to closing the Proposed 
Transaction an affidavit affirming that it will submit to the jurisdiction of the 
relevant state courts for enforcement of the Commission's orders adopting these 
commitments and subsequent orders affecting Avista.  

32. Annual Report on Commitments:  By May 1, 2019 and each May 1 thereafter 
through May 1, 2029, Avista will file a report with the Commission regarding the 
status of compliance with each of the commitments as of December 31 of the 
preceding year. The report will, at a minimum, provide a description of the 
performance of each of the commitments, will be filed in Docket U-170970 and 
served to all parties to the docket.  If any commitment is not being met, relative to 
the specific terms of the commitment, the report must provide proposed corrective 
measures and target dates for completion of such measures. Avista will make 
publicly available at the Commission non-confidential portions of the report.  

33. Commitments Binding:  Hydro One, Olympus Holding Corp. and its subsidiaries, 
including Avista, acknowledge that the commitments being made by them are 
binding only upon them and their affiliates where noted, and their successors in 
interest. Hydro One and Avista are not requesting in this proceeding a 
determination of the prudence, just and reasonable character, rate or ratemaking 
treatment, or public interest of the investments, expenditures or actions referenced 
in the commitments, and the parties in appropriate proceedings may take such 
positions regarding the prudence, just and reasonable character, rate or ratemaking 
treatment, or public interest of the investments, expenditures or actions as they 
deem appropriate. 

If Hydro One or any other entity in the chain of Avista’s ownership determines 
that Avista or any other entity has failed to comply with an applicable 
Commitment, the entity making such determinations shall take all appropriate 
actions to achieve compliance with the Commitment.  

D. Financial Integrity Commitments  

34. Capital Structure Support:  Hydro One will provide equity to support Avista’s 
capital structure that is designed to allow Avista access to debt financing under 
reasonable terms and on a sustainable basis.  
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35. Utility-Level Debt and Preferred Stock:  Avista will maintain separate debt and 
preferred stock, if any, to support its utility operations.  

36. Continued Credit Ratings:  Each of Hydro One and Avista will continue to be 
rated by at least one nationally recognized statistical “Rating Agency.”  Hydro One 
and Avista will use reasonable best efforts to obtain and maintain a separate credit 
rating for Avista from at least one Rating Agency within the ninety (90) days 
following the closing of the Proposed Transaction. If Hydro One and Avista are 
unable to obtain or maintain the separate rating for Avista, they will make a filing 
with the Commission explaining the basis for their failure to obtain or maintain 
such separate credit rating for Avista, and parties to this proceeding will have an 
opportunity to participate and propose additional commitments. 

37. Credit Ratings Notification:  Hydro One and Avista agree to notify the 
Commission within two business days of any downgrade of Avista’s credit rating 
to a non-investment grade status by S&P, Moody’s, or any other such ratings 
agency that issues such ratings with respect to Avista. 

38. Restrictions on Upward Dividends and Distributions: 

a. If either (i) Avista’s corporate credit/issuer rating as determined by both 
Moody’s and S&P, or their successors, is investment grade, or (ii) the ratio of 
Avista’s EBITDA to Avista’s interest expense is greater than or equal to 3.0, 
then distributions from Avista to Olympus Equity LLC shall not be limited so 
long as Avista’s equity ratio is equal to or greater than 44 percent on the date 
of such Avista distribution after giving effect to such Avista distribution, 
except to the extent the Commission establishes a lower equity ratio for 
ratemaking purposes.  Both the EBITDA and equity ratio shall be calculated 
on the same basis that such calculations would be made for ratemaking 
purposes for regulated utility operations.  

b. Under any other circumstances, distributions from Avista to Olympus Equity 
LLC are allowed only with prior Commission approval. 

c. If Avista does not have an investment-grade rating from both Moody’s and 
S&P, or from one of these entities, or its successor, if only one issues ratings 
with respect to Avista, and the ratio of EBITDA to Avista’s interest expense is 
less than 3.0, no dividend distribution to Olympus Equity LLC or its successors 
will occur. 

39. Pension Funding:  Avista will maintain its pension funding policy in accordance 
with sound actuarial practice.  Hydro One will not seek to change Avista’s pension 
funding policy. 

40. SEC Reporting Requirements:  Following the closing of the Proposed 
Transaction, Avista will file required reports with the SEC. 
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41. Compliance with the Sarbanes-Oxley Act:  Following the closing of the 
Proposed Transaction, Avista will comply with applicable requirements of the 
Sarbanes-Oxley Act. 

E. Ring-Fencing Commitments  

42. Golden Share:  Entering into voluntary bankruptcy shall require the affirmative 
vote of a “Golden Share” of Avista stock.  The Golden Share shall mean the sole 
share of Preferred Stock of Avista as authorized by the Commission. This share of 
Preferred Stock must be in the custody of an independent third-party, where the 
third-party has no financial stake, affiliation, relationship, interest, or tie to Avista 
or any of its affiliates, or any lender to Avista, or any of its affiliates.  This 
requirement does not preclude the third-party from holding an index fund or 
mutual fund with negligible interests in Avista or any of its affiliates.  In matters 
of voluntary bankruptcy, this Golden Share will override all other outstanding 
shares of all types or classes of stock. 

43. Independent Directors:  At least one of the nine members of the board of 
directors of Avista will be an independent director who is not a member, 
stockholder, director (except as an independent director of Avista or Olympus 
Equity LLC), officer, or employee of Hydro One or its affiliates. At least one of 
the members of the board of directors of Olympus Equity LLC will be an 
independent director who is not a member, stockholder, director (except as an 
independent director of Olympus Equity LLC or Avista), officer, or employee of 
Hydro One or its affiliates.  The same individual may serve as an independent 
director of both Avista and Olympus Equity LLC. The organizational documents 
for Avista will not permit Avista, without the consent of a two-thirds majority of 
all its directors, including the affirmative vote of the independent director at Avista 
(or if at that time Avista has more than one independent director, the affirmative 
vote of at least one of Avista’s independent directors), to consent to the institution 
of bankruptcy proceedings or the inclusion of Avista in bankruptcy proceedings.  
In addition to an affirmative vote of this independent director, the vote of the 
Golden Share shall also be required for Avista to enter into a voluntary bankruptcy.  

44. Non-Consolidation Opinion: 

a. Within ninety (90) days of the Proposed Transaction closing, Avista and 
Olympus Holding Corp. will file a non-consolidation opinion with the 
Commission which concludes, subject to customary assumptions and 
exceptions, that the ring-fencing provisions are sufficient that a bankruptcy 
court would not order the substantive consolidation of the assets and liabilities 
of Avista with those of Olympus Holding Corp. or its affiliates or subsidiaries 
(other than Avista and its subsidiaries).  

b. Hydro One and Olympus Holding Corp. must file an affidavit with the 
Commission stating that neither Hydro One, Olympus Holding Corp. nor any 
of their subsidiaries, will seek to include Avista in a bankruptcy without the 
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consent of a two-thirds majority of Avista’s board of directors including the 
affirmative vote of Avista’s independent director, or, if at that time Avista has 
more than one independent director, the affirmative vote of at least one of 
Avista’s independent directors. 

c. If the ring-fencing provisions in these commitments are not sufficient to obtain 
a non-consolidation opinion, Olympus Holding Corp. and Avista agree to 
promptly undertake the following actions: 

i. Notify the Commission of this inability to obtain a non-consolidation 
opinion. 

ii. Propose and implement, upon Commission approval, such additional 
ring-fencing provisions around Avista as are sufficient to obtain a non-
consolidation opinion subject to customary assumptions and 
exceptions. 

iii. Obtain a non-consolidation opinion. 

45. Olympus Equity LLC:  Olympus Holding Corp.’s indirect subsidiaries will 
include Olympus Equity LLC and Avista. See the post-acquisition organizational 
chart in Appendix B to the Settlement Stipulation. Following closing of the 
Proposed Transaction, all of the common stock of Avista will be owned by 
Olympus Equity LLC, a new Delaware limited liability company. Olympus Equity 
LLC will be a bankruptcy-remote special purpose entity, and will not have debt. 

46. Restriction on Pledge of Utility Assets:  Avista agrees to prohibitions against 
loans or pledges of utility assets to Hydro One, Olympus Holding Corp., or any of 
their subsidiaries or affiliates, without Commission approval. In addition, the 
Applicants agree that Avista’s assets will not be pledged by Avista or any of its 
affiliates, including Hydro One and Olympus Holding Corp. and any of their 
subsidiaries or affiliates, for the benefit of any entity other than Avista.  

47. Hold Harmless; Notice to Lenders; Restriction on Acquisitions and 
Dispositions: 

a. Avista will hold Avista customers harmless from any business and financial 
risk exposures associated with Olympus Holding Corp., Hydro One, and Hydro 
One’s other affiliates. 

b. Pursuant to this commitment, Avista and Olympus Holding Corp. will file with 
the Commission, prior to closing of the Proposed Transaction, a form of notice 
to prospective lenders describing the ring-fencing provisions included in these 
commitments stating that these provisions provide no recourse to Avista assets 
as collateral or security for debt issued by Hydro One or any of its subsidiaries, 
other than Avista. 

c. In furtherance of this commitment: 
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i. Avista commits that Avista’s regulated utility customers will be held 
harmless from the liabilities of any unregulated activity of Avista or 
Hydro One and its affiliates. In any proceeding before the Commission 
involving rates of Avista, the fair rate of return for Avista will be 
determined without regard to any adverse consequences that are 
demonstrated to be attributable to unregulated activities.  Measures 
providing for separate financial and accounting treatment will be 
established for each unregulated activity.  

ii. Olympus Holding Corp. and Avista will notify the Commission 
subsequent to  Olympus Holding Corp.’s board approval and as soon 
as practicable following any public announcement of: (1) any 
acquisition by Olympus Holding Corp. of a regulated or unregulated 
business that is equivalent to five (5) percent or more of the 
capitalization of Avista; or (2) any change in control or ownership of 
Avista, except that the notice of a change to the upstream ownership of 
Avista or Olympus Holding Corp. among wholly owned subsidiaries 
of Hydro One may be provided in either an updated organizational 
chart included in the annual report filing described in Commitment 32 
or in a separate notice filing.  Notice pursuant to this provision is not 
and will not be deemed an admission or expansion of the Commission’s 
authority or jurisdiction over any transaction or in any matter or 
proceeding whatsoever. 

Within sixty (60) days following the notice required by this subsection 
(c)(ii)(2), Avista and Olympus Holding Corp. or its affiliates, as 
appropriate, will seek Commission approval of any sale or transfer of 
any material part of Avista, or of any transaction or series of 
transactions, regardless of size, that would result in a person or entity, 
other than a wholly owned subsidiary of Hydro One, directly or 
indirectly, acquiring a controlling interest in Avista or Olympus 
Holding Corp. The term “material part of Avista” means any sale or 
transfer of stock representing ten percent (10%) or more of the equity 
ownership of Avista. 

iii. Neither Avista nor Olympus Holding Corp. will assert in any future 
proceedings that, by virtue of the Proposed Transaction and the 
resulting corporate structure, the Commission is without jurisdiction 
over any transaction that results in a change of control of Avista. 

d. If and when any subsidiary of Avista becomes a subsidiary of Hydro One or 
one of its subsidiaries other than Avista, Avista will so advise the Commission 
within thirty (30) days and will submit to the Commission a written document 
setting forth Avista’s proposed corporate and affiliate cost allocation 
methodologies. 
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48. Olympus Holding Corp. and Olympus Equity LLC Sub-entities:  Olympus 
Holding Corp. will not operate or own any business and will limit its activities to 
investing in and attending to its shareholdings in Olympus Equity LLC, which, in 
turn, will not operate or own any business and will limit its activities to investing 
in and attending to its shareholdings in Avista. 

49. No Amendment of Ring-Fencing Provisions:  Hydro One, Olympus Holding 
Corp. and Avista commit that no material amendments, revisions or modifications 
will be made to the ring-fencing provisions as specified in these regulatory 
commitments without prior Commission approval pursuant to a limited re-opener 
for the sole purpose of addressing the ring-fencing provisions. 

50. No Inter Company Debt:  Avista will notify the Commission before entering into 
any inter-company debt transactions with Olympus Holding Corp., Hydro One, or 
any of their subsidiaries or affiliates.   

51. No Inter Company Lending:  Without prior Commission approval, Avista will 
not lend money to Olympus Holding Corp., Hydro One, or any of their subsidiaries 
or affiliates. 

F. Environmental, Renewable Energy, and Energy Efficiency Commitments  

52. Renewable Portfolio Standard Requirements:  Hydro One acknowledges 
Avista’s obligations under applicable renewable portfolio standards, and Avista 
will continue to comply with such obligations. 

Avista will acquire all renewable energy resources required by law and such other 
renewable energy resources as may from time to time be deemed advisable in 
accordance with Avista’s integrated resource planning (“IRP”) process and 
applicable regulations.   

53. Renewable Energy Resources:   

Avista’s non-fossil fueled generation resources constitute more than 50% of its 
generation portfolio, and Avista exceeds the renewable energy standards currently 
applicable to the company under RCW 19.285.040(2). 

Avista makes the following renewable energy commitments. Both commitments 
are made only to the extent resources are reasonably commercially available and 
are (1) necessary to meet load and (2) consistent with the lowest reasonable cost 
resource portfolio pursuant to Avista’s established IRP and pursuant to the 
Commission’s resource evaluation and acquisition rules and policies. 

a. Avista will commit to initiating a Request for Proposal with the intent of 
acquiring additional eligible renewable energy resources as part of this process 
above and beyond the current renewable energy standards in law. Avista will 
commit to obtain approximately 50 aMW of expected energy from new eligible 
renewable resources by 2022. The aMW obtained under this commitment may 
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be used to satisfy any increase that may be caused by changes to the renewable 
energy standards in law after the date an Order approving this merger has been 
entered. 

b. Avista will commit to obtain at least 90 aMW of expected energy from new 
eligible renewables resources to become operational approximately within a 
year of the timeframe that Colstrip 3 and 4 go offline. 

“Resources” is understood to include Power Purchase Agreements (“PPAs”). 
Nothing in either commitment prohibits Avista from retaining or selling renewable 
energy credits associated with such resources that are surplus to Avista’s needs to 
meet Washington Renewable Portfolio Standards targets. 

Communications with customers shall accurately reflect the environmental 
attributes associated with power delivered to such customers. Hydro One and 
Avista acknowledge that Avista retains the burden of proof to demonstrate the 
prudence of any resource acquisition. 

The utility should work with an independent third-party consultant, with expertise 
in renewable energy resources, to ensure that the utility has up-to-date resource 
cost and performance assumptions, as well as the appropriate learning curves 

54. Greenhouse Gas and Carbon Initiatives:  Hydro One acknowledges Avista’s 
Greenhouse Gas and Carbon Initiatives contained in its current Integrated 
Resource Plan, and Avista will continue to work with interested parties on such 
initiatives.  

55. Cost of Greenhouse Gas Emissions:  Unless it conflicts with any instructions 
contained in the Commission’s acknowledgement letter in response to Avista’s 
current integrated resource plan (IRP), beginning with the next IRP, Avista 
commits to modeling a range of potential costs for greenhouse gas emissions, and 
will work with its IRP Advisory Group to determine the appropriate values to 
model. 

56. Greenhouse Gas Inventory Report:  Avista will report greenhouse gas emissions 
as required.  

57. Efficiency Goals and Objectives:  Hydro One acknowledges Avista’s energy 
efficiency goals and objectives set forth in Avista’s 2017 Integrated Resource Plan 
and other plans, and Avista will continue its ongoing collaborative efforts to 
expand and enhance them. 

58. Optional Renewable Power Program:  Avista will continue to offer renewable 
power programs in consultation with stakeholders. 

59. Energy Imbalance Market (“EIM”):  Avista is currently refreshing its EIM 
analysis and will release it publicly by the end of 2018.  Avista commits to hold 
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workshops with the Commission and interested stakeholders to review the analysis 
and discuss the prudent next steps.  

60. Regulatory Integrated Resource Planning (IRP) Sideboards:  Avista commits 
to calculating a variable generation resource’s contribution to capacity in terms of 
that resource’s contribution to resource adequacy and that resource’s ability to 
reduce the loss of load probability in some or all hours or days utilizing the 
Effective Load Carrying Capability (“ELCC”) methodology or an appropriate 
approximation. 

61. Industrial Customers’ Self Direct Conservation:  Avista shall provide a one-
time self-direct option for a large conservation project.  The project shall have a 
capital cost of at least $15 million but no more than $30 million and must be 
commenced within five years of closing of the merger.  After applying available 
incentive funding through Avista’s Schedule 91, Avista shall finance the 
remaining capital cost of the project.  The customer that pursues the conservation 
project shall repay the financed portion of the project, including a carrying charge 
equal to Avista’s rate of return, through its Schedule 91 charges until full 
amortization.  In the event that the customer defaults or ceases operations prior to 
full amortization of the Avista-financed amount, the remaining balance will be 
recovered through Schedule 25 contributions to Schedule 91 until such time as the 
remaining balance is fully amortized.  No other customers will be impacted 
financially from this commitment and all customers will benefit from the increased 
energy efficiency acquisition. 

62. Transport Electrification:  Avista commits and Hydro One agrees that Avista 
commits, to expanding access to transportation electrification for all customers. As 
part of the long-term electric vehicle supply equipment (EVSE) program that 
Avista is developing following the completion of its pilot under UE-160082, the 
Joint Applicants commit to setting internal goals and objectives for Avista, in 
coordination with the Joint Utility Electric Vehicle Stakeholder Group, that do the 
following: 

• Significantly increase outreach and education to customers about the 
benefits of electric vehicle ownership and use. 

• Ensure engagement with low-income customers and organizations that 
serve low-income customers fully enables participation by these customers 
and addresses historical issues of participation. 

• Significantly increase EVSE program components that serve and benefit 
low-income residential customers, with a goal of 30% of residential 
program funds being dedicated to projects that serve low-income 
customers. 

• Overcome barriers for EVSE siting with small business customers. 
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• Implement incentives that minimize or fully eliminate the cost of EVSE for 
customers. 

63. Professional Home Energy Audit:  Avista commits to provide home energy 
audits to 2,000 homes at $300 per home, over a 10-year period, in Washington.  
Hydro One will arrange total funding of $600,000 for this commitment. With more 
robust data available after the installation of AMI, Hydro One and Avista agree to 
revisit this commitment to determine if the number of homes served could be 
expanded. 

G. Community and Low-Income Assistance Commitments  

64. Community Contributions:  Hydro One will cause Avista to make a one-time 
$7,000,000 contribution to Avista’s charitable foundation at or promptly following 
closing.7 

65. Low-Income Energy Efficiency Funding:  Avista will continue to work with its 
advisory groups on the appropriate level of funding for low income energy 
efficiency programs. 

66. Low-Income Rate Assistance Program (LIRAP):  Hydro One and Avista 
commit to continue Avista’s LIRAP and related pilot programs. 

67. Funding for Low-Income Participation in New Renewables:  Hydro One will 
arrange funding totaling $5,000,000 over a period of up to ten (10) years for the 
purpose of funding one or more renewable generation project(s) to benefit Avista’s 
low-income customers. The types of projects that may be funded include, but are 
not limited to, on site renewable energy installations such as photovoltaic 
equipment, community solar projects, and other renewable energy equipment, in 
which the benefits will be directed to Avista’s low-income customers. The funds 
will be paid into a separate account to be managed and disbursed by Avista at the 
direction of its Energy Assistance Advisory Group (which includes third-party 
advisors such as The Energy Project, Public Counsel, Commission Staff, and low-
income agencies as well as Avista). The Energy Assistance Advisory Group will 
determine the project selection (which includes design and implementation). 
Eligible costs may include project construction, consulting costs, and reasonable 
administration costs required for the coordination of renewable energy projects. 

68. Addressing Other Low-Income Customer Issues:  Avista will continue to work 
with low-income agencies to address other issues of low-income customers, 
including funding for bill payment assistance. 

7 Note that Commitment 11 contains additional provisions relating to Avista’s charitable contributions. 
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69. Replacement of Manufactured Homes:  Hydro One will arrange funding of 
$2,000,000 over a 10-year period in Washington to replace manufactured homes.  

At least half of the funds must be spent in the first five years. The demand side 
management (“DSM”) advisory group and Avista will work together to design the 
program, and Avista will begin implementing the program within six months of 
the date that the Proposed Transaction closes. The program will prioritize 
replacement of homes manufactured before 1976. 

To the extent any funds are not used over the 10-year period, these funds will be 
redirected for additional funding for low-income weatherization programs. 

70. Low Income Weatherization:  Avista commits and Hydro One agrees that Avista 
commits, to continue Avista’s existing weatherization programs, described in 
Schedules 90 and 190. 

Hydro One will arrange funding of $4,000,000 over 10 years to fund low income 
weatherization in Washington. This funding is over and above existing funding for 
low-income weatherization.  

For both existing funding and the new Hydro One funding, 20 percent of the funds 
may be used for “direct” project coordination costs and 10 percent for “indirect” 
general overhead costs of administering the weatherization program.  

71. Security Deposits:  Avista commits and Hydro One agrees that Avista commits 
to eliminate security deposits for new Avista residential customers and to return 
existing security deposits to customers who have a deposit held longer than 6 
months. After two years from Commission approval of the Proposed Transaction, 
any party may request the Commission to modify or remove this commitment if it 
determines that application of this commitment has an unreasonable impact on 
Avista’s uncollectible debt.  

72. AMI Consumer Protection:  Avista commits and Hydro One agrees that Avista 
commits to discussing implementation of prepayment billing and remote 
disconnect at the Commission’s upcoming AMI workshops, and agree not to 
implement prepayment until authorized by the Commission after conclusion of the 
AMI workshop, and related AMI dockets. Avista agrees to track the benefits of 
remote disconnection/reconnection identified in its AMI business case, starting 
with the AMI technology data collected from customers already equipped with an 
AMI meter. In addition, Avista commits that, it will not remotely disconnect 
customers for non-payment when the National Weather Service for that particular 
region has forecasted a daily high temperature of 38 degrees or less or a daily high 
temperature of 100 degrees or more. If, however, the Commission adopts a rule 
prescribing a temperature threshold for remote disconnection that is inconsistent 
with this commitment, the rule will supersede this commitment. 

73. Improve Penetration of Low-Income Programs:  Hydro One and Avista will 
undertake a targeted effort with a goal of improving the penetration rate of low-

HYDRO ONE/802 
Schmidt/Page 86 of 99



income programs with a focus on underserved, vulnerable, and high energy burden 
households. This commitment will include expanding marketing, outreach, and 
data analysis. 

74. Tribal Communities:  In implementing these conditions, Avista will reach out to 
tribal communities to encourage participation of members of such communities in 
receiving the benefits of this settlement. 

H. Miscellaneous Commitments  

75. Sources of Funds for Hydro One Commitments:  Throughout this list of merger 
commitments, any commitment that states Hydro One will arrange funding is not 
contingent on Hydro One’s ability to arrange funding, particularly from outside 
sources, but is a firm commitment to provide the dollar amount specified over the 
time period specified and for the purposes specified. To the extent Avista has 
retained earnings that are available for payment of dividends to Olympus Equity 
LLC consistent with the ring fencing provisions of this list of merger 
commitments, such retained earnings may be used. Funds available from other 
Hydro One affiliates may be used without limitation. Avista will not seek cost 
recovery for any of the commitments funded or arranged by Hydro One in this list 
of merger commitments.  Hydro One will not seek cost recovery for such funds 
from ratepayers in Ontario. 

76. Colstrip Depreciation:  Hydro One and Avista agree to a depreciation schedule 
for Colstrip Units 3 and 4 that assumes a remaining useful life of those units 
through December 31, 2027. Existing undepreciated balance ($114.2 Million) will 
be recovered as follows: 

• $16.7 Million – unprotected Excess DFIT/Deferral of January – April 2018 
tax credit. 

• $45.3 Million – through an annual depreciation expense of approximately 
$4.533 million (WA Share), which is the current level of annual 
depreciation expense presently being recovered from ratepayers (i.e., no 
increase to rates) 

• $52.2 Million – regulatory asset offset by the amortization of protected 
Excess DFIT, i.e. over 36 years 

See Attachment A to Appendix A (Master List of Commitments in Washington) 
to the Settlement Stipulation, “Colstrip Commitment Summary and Description”, 
which is incorporated herein by reference.   

77. Montana Community Transition Fund:  Hydro One and Avista will arrange 
funding of $3.0 Million towards a Colstrip community transition fund. 
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This commitment is not intended as a “cap” of the amount that Avista/Hydro One 
may ultimately contribute to help the Colstrip community transition from coal-
fired generation. 

78. Colstrip Transmission Planning:  Avista will work with the other Path 8 (MT-
to-NW) owners (Northwestern Energy and BPA) to resolve questions surrounding 
the ability of new generation to use the Colstrip line once Colstrip Units 1 and 2 
retire, and also when Units 3 and 4 retire.  

At least one year prior to any closure of Colstrip Units 3 and 4, Avista will develop 
a transition plan for its Colstrip transmission assets. Avista will hold at least one 
workshop with Commission Staff and stakeholders to determine the transition 
plan’s impacts to Washington ratepayers.  

Avista will work with stakeholders and Commission Staff and file this transition 
plan with the Commission. In developing this transition plan, to the extent 
practicable, Avista should participate in 1) the workshops on this topic that PSE 
and the Commission will be holding in 2018 (per the PSE GRC settlement), and 
2) the BPA/Governor Bullock Transmission Task Force that commenced work on 
December 8, 2017, and will work through the middle of 2018. 

Hydro One agrees Avista will conduct the activities described in the foregoing 
paragraphs. 

79. On Bill Repayment:  Hydro One will arrange funding of the approximately 
$100,000 initial investment in software upgrades and $5,000 in administrative 
costs. The option for repayment of the customer’s share of the cost of a 
replacement manufactured home (funded by third-party financial institutions) will 
be included in the OBRP.8  Under no circumstance, will the ratepayer population 
be responsible for any default related to the OBRP. 

80. Contract Labor:   

a. On a prospective basis, and for a period of 10 years ending March 7, 2028, 
Avista will require the use of WNIDCL members for the type of work that is 
ordinarily and customarily performed by WNIDCL on natural gas replacement 
and all natural gas work.  This will not apply to work performed under contracts 

8 OBRP is a pass-through billing service for energy efficiency loans, where Avista would collect loan payments 
on customers’ bills then transmit the sum monthly to the third-party lender. Only non-profit lenders would be 
eligible, offering low rates for energy efficiency loans. The lender has no ability to shut off power (due to non-
payment) and all lending activity is managed separate from the utility, where the lender:  

• Provides all capital, bears full risk 
• Manages delinquent files and collections off-bill 
• Handles loans/balances separate from utility financial systems 
• Meets consumer lending regulatory requirements. 
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already in effect as of March 7, 2018.  This agreement will not apply to (a) 
atmospheric corrosion; (b) locating; and (c) leak survey.  This agreement will 
also not apply to work performed where signatory contractors are not available 
(unavailability is typically due to locations being in remote areas), or choose 
not to bid on projects; provided that work performed in such areas will be paid 
at equivalent wages and benefits. 

b. On a prospective basis, and for a period of 10 years ending March 7, 2028, 
Avista will require the use of WNIDCL members for all flagging work, unless 
otherwise performed by Avista employees represented by IBEW Local 77. 
This will not apply to work performed under contracts already in effect as of 
March 7, 2018. 

c. WNIDCL will provide for signatory contractors laborers that are qualified 
pursuant to applicable OSHA 1910 regulations and all other applicable 
training. In addition, WNIDCL will provide WNIDCL members 
knowledgeable in the DOT Title 49 Code of Federal Regulations, Part 192, and 
all applicable state pipeline safety regulations.  Contractors shall be required 
to provide proof of compliance with this requirement to Avista. 

d. On a prospective basis, Avista will require contractors to utilize NWLETT for 
required training, if applicable courses are offered by NWLETT and are 
reasonably accessible in the locality where the work is to be performed. 

e. Avista will meet and confer with WNIDCL to discuss possible involvement in 
all future hydroelectric projects that are within the sphere of WNIDCL’s 
expertise. 

f. Avista will encourage contractors to utilize union labor, including, without 
limitation and as applicable, members of the Laborers’, Pipefitters and 
Steamfitters, and IBEW, on Avista projects as part of its bidding solicitation 
process on all other construction work, including but not limited to capital 
work on hydro facilities, and will evaluate the use of such members in the 
staffing plans of bidding contractors as an element of Avista’s bid evaluation 
process. 

g. Avista will continue to prioritize the hiring of qualified contractor personnel 
through the bidding process, by requiring  analysis of not only the price 
proposals submitted by contractors, but a variety of other factors, including 
minimum staffing requirements as applicable, training programs, documented 
qualification programs, safety track records, OSHA 300 reportables, and other 
safety records as appropriate.  Review of these components is intended to 
verify that the contractor is able to supply a sufficient workforce to meet 
Avista’s needs, and that their personnel are appropriately trained, qualified and 
able to safely and reliably perform work for Avista. 
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h. Work covered by these commitments does not include work that is customarily 
performed by Avista employees represented by IBEW Local 77 but that is 
contracted out pursuant to IBEW Local 77’s collective bargaining agreement 
with Avista.  It also does not include any work that is performed by Avista 
employees, regardless of the type of work involved. 

i. Avista will meet and confer with WNIDCL at least six months prior to March 
7, 2028 to discuss extending or modifying the terms set forth herein. 

81. Most Favored Nations:  The Applicants agree that upon the joint request of the 
Non-Applicant Parties, or a request of less than all Non-Applicant Parties which is 
unopposed by any Non-Applicant, the Commission shall have an opportunity and 
the authority to consider and adopt in Washington any commitments to which the 
Applicants agree in other jurisdictions, even if such commitments are agreed to 
after the Commission enters its order in this docket. To facilitate the Commission’s 
consideration and adoption of the commitments from other jurisdictions, the 
Parties recommend that the Commission issue an order accepting this Stipulation 
as soon as practical, but to reserve in such order the explicit right to re-open to add 
commitments accepted in another state jurisdiction.   

The Applicants further agree that upon the request of any Non-Applicant Party 
prior to the Commission’s action on this Stipulation, if Applicants agree with any 
commitments in other jurisdictions, within five days of such a request, Applicants 
will meet and confer with the Non-Applicant Parties to discuss whether such 
commitments should be added to the existing list of commitments already agreed 
to by the Parties in this Stipulation.  

Process for Consideration: 

• Within five calendar days after Applicants file a stipulation with new or amended 
commitments with a commission in another state jurisdiction, Applicants will send 
a copy of the stipulation and commitments to the Non-Applicant Parties. 

• Within five calendar days after a commission in another state jurisdiction issues 
an order that accepts a stipulation to which Applicants are a party and imposes new 
or modified commitments, that order, together with all commitments of any type 
agreed to by Applicants in such other state, will be filed with the Commission and 
served on all parties to this docket by the most expeditious means practical. 

• Within ten calendar days after the last such filing from the other states (“Final 
Filing”), the Non-Applicant Parties may file with the Commission any response 
they wish to make, including their position as to whether any of the covenants, 
commitments and conditions from the other jurisdictions (without modification of 
the language thereof except such non-substantive changes as are necessary to make 
the commitment or condition applicable to Washington) should be adopted in 
Washington. 
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• Within five calendar days after any such response filing, the Applicants may file a 
reply with the Commission.  

• If any of the dates above fall on Saturday, Sunday, or a holiday, the next business 
day will be considered as the due date. 

• The Parties agree to support in their filings the issuance by the Commission of an 
order regarding the adoption of such commitments as soon as practical thereafter, 
recognizing that the Proposed Transaction cannot close until final state orders have 
been issued approving the Proposed Transaction. 

Limitations on Adjustment: 

• Only commitments specific to gas service may form the basis for adjustments 
specific to gas service.  

• Only commitments specific to electric service may form the basis for adjustments 
specific to electric service.  

• Any commitments relating to support of communities in Montana are not subject 
to this provision.  

• As Avista does not operate as a utility in Alaska, any commitments made in Alaska 
are not subject to this provision.  

• For purposes of financial commitments or commitments having a financial impact, 
commitments should be proportionate to Avista’s corresponding business function 
in Washington in relation to its corresponding total company business function.  
Accordingly, commitments should be allocated among Avista’s WA, ID and OR 
jurisdictions based on the following: 1) Rate Credit is allocated based on base 
revenues; 2) all other financial commitments are allocated using the Company’s 
jurisdictional “four factor” allocation methodology, routinely employed for 
purposes of allocating common costs, as discussed in Mr. Ehrbar’s testimony in 
this proceeding.  For purposes of this provision, “financial commitments or 
commitments having a financial impact” do not include ring fencing provisions. 
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Merger Commitment No. 76 (Colstrip)  

Summary and Description 

Avista owns a 15% share of two coal-fired generation facilities located in Colstrip, Montana, 
known as Colstrip Units 3 & 4, which have a combined capacity of about 1,480 MW.  These two 
facilities were placed in service in 1984 and 1986.  No decommissioning date has been established 
for these assets.  Current rates include depreciation expense on Colstrip Units 3 & 4 with assumed 
remaining useful lives of these units through December 31, 2034 and December 31, 2036, 
respectively.   

The Parties acknowledge that there presently is no plan to close Colstrip Units 3 & 4 by a specific 
date, nor has Avista agreed to do so.  The parties to the Settlement Stipulation in this docket (the 
“Parties”) agree, however, to a depreciation schedule for Colstrip Units 3 & 4 that assumes a 
remaining useful life of those units through December 31, 2027.  The Parties agree to set 
depreciation rates for Colstrip Units 3 & 4 at amounts that will yield an annual depreciation 
expense of approximately $4.533 million (WA Share)1 for the remaining depreciable lives of those 
units, which is the current level of annual depreciation expense. 

The Parties agree to adopt a depreciable balance of Colstrip Units 3 & 4 of $114.2 million. This 
includes the currently recognized unrecovered plant balance, as well as estimated asset retirement 
obligations previously not included in rates2. Nothing in this Settlement will preclude Avista from 
seeking recovery of additional future asset retirement costs, based on a showing of prudency in 
future general rate cases.  

The $114.2 million balance will be recovered as follows:  

• $16.7 million (WA share) of “temporary” tax credits. These tax credits were 
described in Bench Request No. 9 in Avista’s current general rate case (Docket 
Nos. UE-170485 and UG-170486).3 
 

• $45.3 million, through an annual depreciation expense of approximately $4.533 
million (WA Share), which is the current level of annual depreciation expense. 
 

• $52.2 million, through the amortization of a Regulatory Asset (FERC Account No. 
183.3) (approximately $1.5 million per year – WA share), offset entirely by the 
amortization of protected Excess DFIT. The amortization schedule of the Regulatory 
Asset will be structured to match the amortization schedule of protected Excess 
DFIT, so that the amortization of protected Excess DFIT covers the remaining 
depreciable balance. 

 

1 Annual depreciation expense is approximately $6.937 million on system-basis. 
2 The asset retirement obligations are currently estimated at approximately $42.7 million (WA share). These costs 
include decommissioning and remediation costs. 
3 The tax credits were the result of H.R.1 – Tax Cuts and Jobs Act signed into law in December 2017. 
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Nothing in this Settlement will preclude Avista from seeking recovery of routine future capital 
maintenance costs incurred in the normal course of business beyond January 1, 2018 not intended 
to extend operational life, based on a showing of prudency in future general rate cases.   

The Regulatory Asset4, net of accumulated deferred federal income taxes, will be included in rate 
base and will earn Avista’s rate of return. 

Beginning October 1, 2018, Avista will include the $1.5 million Colstrip amortization costs, in 
customers’ base rates, but which would be offset by the electric Rate Credit of $4.9 million, thereby 
reducing customers’ rates approximately $3.4 million.  The incremental rate reduction on October 
1, 2018 would be spread to customers on a uniform percent of base revenue basis, and on an equal 
percentage to the volumetric blocks in each schedule (the Rate Credit would be spread in 
accordance with Commitment No. 19 "Rate Credit" for Schedule 25).  Avista would effectuate this 
through a compliance filing of its base tariffs and electric Rate Schedule 73 (for the Rate Credit). 

A summary of the Colstrip costs and offsetting tax credits follows: 

 

 

4 The Colstrip accounts included as rate base include the following: FERC Account No. 101.0 – Plant Cost, FERC 
Account No. 108.0 – Accumulated Depreciation, FERC Account No. 182.3 – Regulatory Asset ARO, FERC Account 
No. 182.3 – Regulatory Asset Colstrip, FERC Account No. 230.0 – Colstrip ARO, and FERC Account No. 242.0 – 
Colstrip Accounts Payable. 

Total Amount
Amortization 

Period (Years) Annual Amount
Net Book Value of Colstrip Units 3 & 4, including 
transmission assets, at December 31, 2017 71,506,933$     
Estimated asset retirement obligations 42,738,900        
Undepreciated Balances: 114,245,833     

Future depreciation expense recovered January 1, 2018 - 
December 31, 2027 (45,334,922)      
Temporary Tax Credits (16,700,000)      
  Net Colstrip Costs Recorded as Regulatory Asset 52,210,911$     36 1,450,303$       

Electric Rate Credit (24,606,700)$    5 (4,921,340)$      

   Net Impact to Customers Beginning October 1, 2018 (3,471,037)$      

Summary of Colstrip Costs (WA Share)
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Appendix B to Settlement Stipulation in U-170970 

Revised Post-Closing Corporate Structure 

 

 

 

Hydro One Limited 
(Ontario Corporation)

Hydro One Inc.

Hydro One Networks 
Inc.

Hydro One Remote 
Communities Inc.

Can Sub  
(Ontario Corporation)               

Olympus Holding Corp. 
(Delaware 

Corporation)

Olympus Equity LLC             
(Delaware Limited 
Liability Company)

Avista Corporation 
(Washington 
Corporation)

Avista Corporation 
Subsidiaries

2486267 
Ontario Inc.

Hydro One Telecom 
Inc.
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GOVERNANCE AGREEMENT

THIS AGREEMENT is made as of the 5th day of November, 2015

B E T W E E N:

HYDRO ONE LIMITED a corporation incorporated under the laws of the
Province of Ontario

(“Hydro One”)

– and –

HER MAJESTY THE QUEEN IN RIGHT OF ONTARIO

(the “Province”), as represented by the Minister of Energy

RECITALS:

A. The Province has determined that in order to strengthen the long-term performance of
Hydro One and generate value for Ontarians it is desirable to broaden the ownership of
Hydro One pursuant to the Offering.

B. The Province and Hydro One wish to establish the governance structure for Hydro One
given the Province’s position as a significant and responsible shareholder of Hydro One.

C. In the Prospectus, the Province has stated that it intends to sell additional common shares
of Hydro One over time. Pursuant to the Electricity Act, 1998 (Ontario), the Minister of
Energy on behalf of the Province has the authority to dispose of its interest in Hydro One
and enter into any agreement the Minister considers necessary or incidental to the
disposition of any such interest. However, under the Electricity Act, 1998 (Ontario)
(i) the Province is not permitted to sell Voting Securities if as a result the Province would
own less than 40% of any class or series of Voting Securities and (ii) if as a result of the
issuance of additional Voting Securities by Hydro One, the Province owns less than 40
per cent of the outstanding number of Voting Securities of any class or series, the
Province is required to take steps to increase its ownership (subject to the Lieutenant
Governor in Council determining the manner by which, and the time by or within which,
the Voting Securities shall be acquired) to not less than 40 per cent of the outstanding
number of Voting Securities of that class or series, in accordance with the provisions of
that statute.

D. Given the Province’s stated intention about future sales by it of common shares of Hydro
One, the Province is prepared to commit not to acquire previously issued Voting
Securities in the future if the Province would, after that acquisition, own more than 45%
of any class or series of Voting Securities.

E. Given the Province’s ownership obligations with respect to Voting Securities in
accordance with the Electricity Act, 1998 (Ontario), Hydro One is prepared to provide the
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Province with a pre-emptive right to acquire up to 45% of certain new issuances of
Voting Securities by Hydro One.

F. Hydro One and the Province wish to enter into this Agreement to give effect to the
matters set out in the Recitals and to govern the Province’s relationship with Hydro One
in its capacity as a holder of Voting Securities.

In consideration of the mutual covenants and agreements contained in this Agreement and other
good and valuable consideration (the receipt and sufficiency of which are hereby acknowledged
by each of the Parties), the Parties agree as follows.

ARTICLE 1
INTERPRETATION

1.1 Definitions

In this Agreement:

1.1.1 “Ad Hoc Nominating Committee” has the meaning given to that term in
Section 4.7.2;

1.1.2 “Agreement” means this Governance Agreement and all Schedules
attached to this agreement, in each case as they may be amended, supplemented or
replaced from time to time in accordance with this Agreement;

1.1.3 “Annual Confirmation Meeting” means the first meeting of Directors
after each annual meeting of Shareholders;

1.1.4 “Arbitration Rules” has the meaning given to that term in Section 7.1;

1.1.5 “Articles” means the articles of incorporation of Hydro One, as amended
from time to time;

1.1.6 “Board” means the board of directors of Hydro One;

1.1.7 “Board Diversity Policy” means the policy on board diversity approved
by the Board and in effect on the date of this Agreement, as it may be amended from time
to time in accordance with Section 2.4.2;

1.1.8 “Business Day” means any working day, Monday to Friday inclusive, but
excluding statutory and other holidays, namely: New Year’s Day; Family Day; Good
Friday; Easter Monday; Victoria Day; Canada Day; Civic Holiday; Labour Day;
Thanksgiving Day; Remembrance Day; Christmas Day; Boxing Day and any other day
identified as a “holiday” under Section 88 of the Legislation Act, 2006 (Ontario);

1.1.9 “Chair” means the chair of the Board;

1.1.10 “CEO” means the Chief Executive Officer of Hydro One;
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1.1.11 “Circular Deadline” has the meaning given to that term in Section 4.3.3;

1.1.12 “Constating Documents” means Hydro One’s articles of incorporation,
certificate of incorporation, by-laws, or similar organizational documents, as the same
may be amended from time to time;

1.1.13 “Contested Meeting” means a meeting of Shareholders for the purposes
of electing Directors where the number of candidates for election as a Director validly
nominated exceeds the number of Directors to be elected at that meeting;

1.1.14 “Director” means a director of Hydro One;

1.1.15 “DRIP” means any dividend re-investment arrangement established by
Hydro One from time to time that is on terms (including as to discount rate) consistent
with dividend re-investment arrangements of other publicly-traded utilities in Canada and
that does not include a cash purchase option.

1.1.16 “EA” means the Electricity Act, 1998 (Ontario);

1.1.17 “Effective Date” means the date the Offering is completed;

1.1.18 “Excluded Issuance” means the issuance of Voting Securities: (i)
pursuant to employee or director compensation plans existing on the date hereof or plans
adopted after the date hereof that comply with the rules of the TSX and, if required, have
been approved by the TSX; (ii) pursuant to a DRIP; (iii) pursuant to a rights offering that
is open to all Shareholders; or (iv) pursuant to any business combination, take-over bid,
arrangement, asset purchase transaction or other acquisition of assets or securities of a
third party;

1.1.19 “Expected Departing Directors” has the meaning given to that term in
Section 4.3.1;

1.1.20 “FAA” means the Financial Administration Act (Ontario);

1.1.21 “Governance Principles” has the meaning given to that term in
Section 2.1;

1.1.22 “Governmental Authority” means any federal, national, supranational,
state, provincial or local government, any court, tribunal, arbitrator, authority, agency,
commission, official, any Canadian or Provincial minister or the Crown or foreign
equivalent or any non-governmental self-regulatory agency or other instrumentality of
any government that, in each case, has jurisdiction over the matter in question;

1.1.23 “Hydro One” means Hydro One Limited;

1.1.24 “Hydro One Entity” means any Person controlled directly or indirectly
by Hydro One where “control” has the meaning given to that term in the take-over bid
rules under Ontario securities Laws;
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1.1.25 “Hydro One Ombudsman” means the ombudsman for Hydro One
appointed by the Board pursuant to Section 48.3 of the EA;

1.1.26 “Hydro One’s Governance Standards” has the meaning given to that
term in Section 2.4.2;

1.1.27 “Law” means all laws, statutes, rules, regulations, ordinances, judgments,
orders, writs, directives, decisions, rulings, decrees, awards and other pronouncements
having the effect of law in Canada or in Ontario, or, as applicable, any foreign country or
any other domestic or any foreign province, state, county, city or other political
subdivision or of any Governmental Authority;

1.1.28 “Majority Voting Policy” means the majority voting policy of Hydro One
approved by the Board and in effect on the date of this Agreement, as it may be amended
from time to time in accordance with Sections 2.4.1 and 2.4.2;

1.1.29 “material information” means a “material fact” or a “material change”
(as each of those terms is defined under applicable securities Laws);

1.1.30 “Nominating and Governance Committee” has the meaning given to
that term in Section 3.5;

1.1.31 “Nomination Deadline” has the meaning given to that term in
Section 4.3.3;

1.1.32 “Nomination Notice” has the meaning given to that term in Section 4.3.3;

1.1.33 “OBCA” means the Business Corporations Act (Ontario);

1.1.34 “OEB” means the Ontario Energy Board continued as a non-share capital
corporation under the OEB Act;

1.1.35 “OEB Act” means the Ontario Energy Board Act, 1998 (Ontario);

1.1.36 “Offer” has the meaning given to that term in Section 6.1;

1.1.37 “Offered Securities” has the meaning given to that term in Section 6.1;

1.1.38 “Offering” means the initial public offering of common shares of Hydro
One described in the Prospectus;

1.1.39 “Offering Outside Date” has the meaning given to that term in Section
6.2;

1.1.40 “Official or Employee of the Province” has the meaning given to that
term in Schedule “A” to this Agreement;
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1.1.41 “Ordinary Board Resolution” means a resolution of the Board passed by
at least a majority of the votes cast at a meeting of the Directors, or consented to in
writing by all of the Directors;

1.1.42 “Party” means a party to this Agreement and “Parties” means all of the
parties to this Agreement;

1.1.43 “Person” means any individual, partnership, limited partnership, joint
venture, syndicate, sole proprietorship, company or corporation with or without share
capital, unincorporated association, Governmental Authority, trust, trustee, executor,
administrator, or other legal personal representative;

1.1.44 “Proposed Offering” has the meaning given to that term in Section 6.1;

1.1.45 “Prospectus” means the prospectus of Hydro One dated October 29,
2015;

1.1.46 “Province” has the meaning given to that term in the Recitals;

1.1.47 “Provincial Nominee” means any Director nominated by the Province to
serve as a Director pursuant to the terms of this Agreement who has been duly elected or
appointed to the Board;

1.1.48 “Provincial Representative” means the Minister of Energy or any other
Person(s) designated from time to time in accordance with Section 8.9 by the Minister of
Energy as representing the Province for the particular matter or matters under this
Agreement stated in the relevant designation, provided that the Minister of Energy may
designate no more than one Person for a particular matter;

1.1.49 “Public Accounts” has the same meaning as that term has when used in
the FAA;

1.1.50 “Public Entity” has the meaning given to the term “public entity” in the
FAA;

1.1.51 “Recitals” means the recitals to this Agreement;

1.1.52 “Registration Rights Agreement” means the registration rights
agreement dated the date of this Agreement between the Province and Hydro One;

1.1.53 “Removal Meeting” has the meaning given to that term in Section 4.7.1;

1.1.54 “Removal Notice” has the meaning given to that term in Section 4.7.1;

1.1.55 “Response” has the meaning given to that term in Section 6.2;

1.1.56 “Shareholder” means a holder of Voting Securities;
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1.1.57 “Skills Matrix” means the matrix of expertise, skills, experience and
perspectives applied in recruiting and retaining Directors with a balance of expertise,
skills, experience and perspectives, taking into consideration Hydro One’s mandate, risk
profile, operations and ownership structure, approved by the Board and in effect on the
date of this Agreement, as it may be amended from time to time in accordance with
Section 2.4.2;

1.1.58 “Specified Provincial Entities” means each organization referred to in
Sections 6 and 7 of Schedule “A” to this Agreement.

1.1.59 “Special Board Resolution” means a resolution of the Board passed by at
least two-thirds of the votes cast at a meeting of the Directors, or consented to in writing
by all of the Directors;

1.1.60 “TSX” means Toronto Stock Exchange;

1.1.61 “Voting Security” means a voting security of Hydro One where “voting
security” has the meaning given to the term “voting security” in the EA; and

1.1.62 “Voting Security Threshold” has the meaning given to that term in
Section 4.8.1.

1.2 Schedules

The following schedules are attached to this Agreement:

Schedule “A” – Official or Employee of the Province

Schedule “B” – Form of Confidentiality Agreement

Schedule “C” – Hydro One’s Governance Standards

Schedule “D” – Rules of Procedure for Arbitration

1.3 Interpretation

Unless otherwise expressly provided in this Agreement or the context requires a different
interpretation, the following rules of interpretation shall apply:

1.3.1 The table of contents and headings and references to them set forth in this
Agreement are for convenience of reference purposes only, do not constitute a part of this
Agreement and do not affect and are not intended to affect in any way the meaning or
interpretation of this Agreement or any term or provision hereof.

1.3.2 All references in this Agreement to Sections, Articles, or Schedules, shall
be deemed to refer to Sections, Articles or Schedules of this Agreement, as applicable.

1.3.3 All references in this Agreement to specific Sections, Articles, Schedules,
and other divisions of this Agreement followed by a number are references to the whole
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of the Section, Article, Schedule or other division of this Agreement, as applicable,
bearing that number, including all subsidiary provisions containing that same number as a
prefix.

1.3.4 The Schedules to this Agreement are an integral part of this Agreement
and a reference to this Agreement includes a reference to the Schedules.

1.3.5 Any reference in this Agreement to each of the masculine, feminine and
neuter genders shall be deemed to include all other genders.

1.3.6 Any reference to the singular in this Agreement shall also include the
plural and vice versa, as the context may require.

1.3.7 References in this Agreement to any Party or other Person (other than a
Provincial Representative) shall include references to its respective successors resulting
from any amalgamation, merger, arrangement or other reorganization of such Party or
other Person.

1.3.8 All amounts in this Agreement are stated and are to be paid in Canadian
currency.

1.3.9 Unless specified otherwise, reference in this Agreement to a statute or
statutory provision refers to that statute or statutory provision as it may be amended,
replaced or re-enacted from time to time, or to any restated or successor statute or
statutory provision of comparable effect. A reference in this Agreement to a statute
includes a reference to all rules, regulations, by-laws and other instruments made under
that statute.

1.3.10 Any reference to a number of days shall refer to calendar days unless
Business Days are specified.

1.3.11 In construing this Agreement, the rule known as the ejusdem generis rule
shall not apply nor shall any similar rule or approach apply to the construction of this
Agreement and, accordingly, general words introduced or followed by the word “other”
or “including” or “in particular” shall not be given a restrictive meaning because they are
followed or preceded (as the case may be) by particular examples intended to fall within
the meaning of the general words.

1.3.12 Where this Agreement states that an obligation shall be performed “no
later than” or “within” or “by” a prescribed number of days before a stipulated date or
event or “by” a date which is a prescribed number of days before a stipulated date or
event, the latest time for performance shall be 5:00 p.m. on the last day for performance
of the obligation concerned, or if that day is not a Business Day, 5:00 p.m. on the next
Business Day.
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1.3.13 Where this Agreement states that an obligation shall be performed “on” a
stipulated date, the latest time for performance shall be 5:00 p.m. on that day, or, if that
day is not a Business Day, 5:00 p.m. on the next Business Day.

1.3.14 Any reference to time of day or date means the local time or date in
Toronto, Ontario unless otherwise specified.

1.3.15 References containing terms such as:

(a) “hereof”, “herein”, “hereto”, “hereinafter”, “hereunder” and other terms of like
import are not limited in applicability to the specific provision within which such
references are set forth but instead refer to this Agreement taken as a whole;

(b) “include”, “includes” and “including”, whether or not used with the words
“without limitation” or “but not limited to”, shall not be deemed limited by the
specific enumeration of items but shall, in all cases, be deemed to be without
limitation and construed and interpreted to mean “include without limitation”,
“includes without limitation” and “including without limitation”; and

(c) “in its sole discretion” shall be deemed to be “in its sole and absolute discretion”.

1.3.16 Where an amount is to be determined under this Agreement by rounding
to the nearest whole number, any half shall be rounded up to the next whole number.

1.3.17 Unless otherwise provided in this Agreement, any action to be taken by
the Province, including the performance of any obligation or the exercise of any right,
shall be undertaken by a Provincial Representative. Any action taken by a Provincial
Representative shall bind the Province under this Agreement with respect to the matter or
matters for which the Minister of Energy has designated that Provincial Representative at
the relevant time and Hydro One shall be entitled to rely on any action taken by a
Provincial Representative without any further enquiry into the Provincial
Representative’s authority to take the particular action.

ARTICLE 2
GOVERNANCE PRINCIPLES AND GOVERNANCE STANDARDS

2.1 Governance Principles

The business and affairs of Hydro One shall be managed and operated in accordance with the
following principles (collectively, the “Governance Principles”):

2.1.1 Hydro One shall maintain, and act in accordance with, corporate
governance policies, procedures and practices that are consistent with the best practices
of leading Canadian publicly listed companies, having regard to Hydro One’s ownership
structure and this Agreement.
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2.1.2 The Board shall be responsible for the management of or supervising the
management of the business and affairs of Hydro One, including for those matters
described in Section 2.3.

2.1.3 The Province shall, with respect to its ownership interest in Hydro One,
engage in the business and affairs of Hydro One and the Hydro One Entities as an
investor and not as a manager.

2.2 Interpretation of Governance Principles

2.2.1 For clarity, the Governance Principles:

(a) are fundamental to Hydro One and the Province entering into this Agreement, and
compliance with the Governance Principles is essential to the management and
operation of Hydro One;

(b) are obligations of Hydro One and the Province;

(c) are subject to applicable Laws and the other provisions of this Agreement; and

(d) do not restrict the Province in any way (i) in relation to the regulation of Hydro
One or any Hydro One Entity, including by the OEB or other body appointed by
or responsible to the Province, or (ii) in relation to system planning by the
Independent Electricity System Operator, or (iii) in relation to the enforcement of
Ontario Laws applicable to Hydro One or any Hydro One Entity or the enactment,
promulgation or amendment of such Laws or (iv) in respect of any
communication regarding Hydro One or any Hydro One Entity by an individual in
his or her capacity as a member of the Legislative Assembly of Ontario, if made
in the Legislative Assembly of Ontario or in another public forum in relation to
the enforcement, promulgation or enactment of Ontario Laws or in relation to
Ontario regulatory policy; and, for further clarity, communications by a member
of the Legislative Assembly of Ontario who is not a member of the governing
party at the relevant time are not communications by the Province.

2.2.2 With respect to its ownership interest in Hydro One, the Province intends
to achieve its policy objectives through legislation and regulation as it would with respect
to any other utility operating in Ontario. For clarity, neither the Governance Principles
nor that intention restrict the exercise by the Province of its rights as a Shareholder,
including its right to vote any Voting Securities in the sole interest and sole discretion of
the Province, except as expressly provided for in this Agreement.

2.3 Role of the Board

Subject to applicable Law, including the OBCA, those matters for which the Board is responsible
and in respect of which it has full authority (whether directly, by delegation or by supervision)
include specifically:

(a) corporate governance;
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(b) the appointment, termination, supervision and compensation of the CEO, Chief

Financial Officer and other senior officers of Hydro One;

(c) remuneration of directors;

(d) strategic planning and direction;

(e) risk management;

(f) capital structure;

(g) dividend and distribution policy;

(h) financial management and reporting;

(i) approval of the annual business plan and budget of Hydro One;

(j) disclosure under applicable securities and other Laws and other public
communication; and

(k) any other matter that from time to time ordinarily is supervised by the board of
directors of a corporation with publicly traded securities.

2.4 Governance Standards

2.4.1 Hydro One shall maintain in effect at all times a majority voting policy in
respect of the election of Directors that requires a Director nominee who receives a
greater number of votes “withheld” than votes “for” at a meeting of Shareholders to elect
Directors to tender his or her resignation to the Board promptly following the conclusion
of that meeting. The parties acknowledge that the Majority Voting Policy in effect on the
date of this Agreement satisfies this requirement. Hydro One may amend the Majority
Voting Policy only in accordance with Section 2.4.2 and to the extent consistent with the
requirements of majority voting policies required by the TSX or other applicable Laws,
even where Hydro One is exempt from those requirements by reason of the Province’s
ownership interest and provided that the amended Majority Voting Policy complies with
the first sentence of this Section 2.4.1 or will have substantially the same effect.

2.4.2 Hydro One has established the governance policies, procedures and
practices listed in Schedule “C” attached to this Agreement (collectively, “Hydro One’s
Governance Standards”), which include the mandate for the Hydro One Ombudsman,
the Skills Matrix, the Board Diversity Policy and the Majority Voting Policy. No
amendment, supplement or addition to Hydro One’s Governance Standards shall be
effective unless approved by a Special Board Resolution, except to the extent required by
any applicable Laws.

HYDRO ONE/803 
Schmidt/Page 13 of 54



- 11 -
2.5 Restriction on Province Initiating a Fundamental Change

The Province shall not requisition a meeting of Shareholders to consider a fundamental change
(as described in Part XIV of the OBCA) in respect of Hydro One. The Province may, however, at
any meeting of Shareholders vote its Voting Securities in its sole interest and sole discretion on
any proposal or resolution relating to such a proposed fundamental change.

2.6 Restriction on Province Acting Jointly or in Concert

The Province shall not act jointly or in concert with any Person in connection with the exercise
by that other Person of that Person’s rights as a Shareholder or take any steps, directly or
indirectly, to solicit any other Person to exercise that Person’s rights as a Shareholder in a
manner if the Province would be prohibited under this Agreement from directly exercising its
own rights as a Shareholder in that manner. For clarity, a Person’s rights as a Shareholder
include for this purpose the right to requisition a meeting of Shareholders, to nominate someone
for election as a Director and to vote any Voting Securities, but nothing in this Section 2.6 shall
restrict the Province from soliciting proxies to vote another Person’s shares in a particular
manner, if the Province would have been entitled to vote its own Voting Securities in that
manner under this Agreement. For greater certainty, any pension plan or related pension fund
which the Province or any Public Entity establishes, sponsors, administers or contributes to,
whether in whole or in part and whether before or after the Effective Date, shall not be treated as
a joint actor of the Province for purposes of this Section 2.6, except to the extent that the
Province solicits the administering entity or governing body of the pension plan or related
pension fund to take a particular action or step.

2.7 Acquisition by the Province of Additional Voting Securities

2.7.1 The Province shall not, directly or indirectly, acquire beneficial ownership
or control or direction over previously issued Voting Securities if after the acquisition the
Province would have beneficial ownership or exercise control or direction over greater
than 45% of any class or series of Voting Securities. For clarity, the foregoing restriction
does not require the Province to sell or otherwise dispose of any Voting Securities it
owns on the Effective Date or that it acquires after that date in accordance with this
Agreement nor does it restrict the Province from acquiring Voting Securities on an
issuance by Hydro One pursuant to Article 6 or otherwise.

2.7.2 For purposes of Section 2.7.1, beneficial ownership of or control or
direction over the following Voting Securities shall not be taken into account:

(a) Voting Securities acquired by the Province as a result of the enforcement by the
Province of any security interest securing payment of debt obligations owing by
third parties to the Province;

(b) Voting Securities acquired by Ontario Power Generation Inc. for the purposes of
fulfilling obligations it may have under employee compensation arrangements to
deliver Voting Securities to its employees; or

HYDRO ONE/803 
Schmidt/Page 14 of 54



- 12 -
(c) Voting Securities acquired pursuant to the Ontario Nuclear Funds Agreement; and

(d) Voting Securities acquired by, on behalf of, or by the trustee for, the Ontario
Retirement Pension Plan contemplated by the Ontario Retirement Pension Plan
Act, 2015.

2.7.3 For clarity, for purposes of Section 2.7.1, the Province does not have
beneficial ownership of or exercise control or direction over Voting Securities that are
investments on behalf of the Province or a Public Entity:

(a) made by a third party investment manager with discretionary authority (subject to
any retained discretion in order for the Province or the Public Entity to fulfil its
fiduciary duties);

(b) made by an investment fund or other pooled investment vehicle in which the
Province or a Public Entity has directly or indirectly invested and which is
managed by a third party investment manager; or

(c) made as a passive investment,

and in each case made under a bona fide investment program and independently of, and
not coordinated with, the Province’s policy objectives relating to its ownership of Voting
Securities pursuant to the EA.

2.8 TSX Listing

Hydro One shall maintain a listing of its common shares on the TSX, subject to continuing to
meet the listing requirements of the TSX.

2.9 Obligations of Hydro One

Any obligations of the Board, the Nominating and Governance Committee, the Chair or any
other representative of Hydro One provided for in this Agreement are deemed to be obligations
of Hydro One and Hydro One shall ensure those obligations are complied with.

2.10 Governance of Subsidiaries

2.10.1 Subject to applicable Laws, the board of directors of each of Hydro One
Inc. and Hydro One Networks Inc. shall be constituted to have the same members as the
Board unless the Board determines otherwise.

2.10.2 Hydro One shall cause each of its wholly-owned Hydro One Entities, and
shall use all commercially reasonable efforts to cause each of its other Hydro One
Entities, to manage and operate its business and affairs on a basis that permits Hydro One
to comply with its obligations under Sections 2.1.1 and 2.1.2.

2.10.3 Hydro One shall use its best efforts to cause each of its wholly-owned
Hydro One Entities, and shall use all commercially reasonable efforts to cause each of its
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other Hydro One Entities, to manage its business and affairs on a basis that facilitates and
is consistent with the Province complying with its obligations under Section 2.1.3.

2.10.4 Hydro One shall cause each of its wholly-owned Hydro One Entities to,
and shall use all commercially reasonable efforts to cause each of its other Hydro One
Entities to, comply with their respective obligations under the EA and the OEB Act.

2.11 By-Laws

2.11.1 If Hydro One cannot perform its obligations under or comply with this
Agreement without being in breach of the by-laws of Hydro One, then Hydro One shall,
as soon as reasonably practical after determining that is the case and to the extent
permitted by applicable Law:

(a) amend the by-laws to permit Hydro One to perform its obligations under and
comply with the terms of this Agreement without breaching the by-laws; and

(b) submit the amendment to the Shareholders for approval at the next meeting of
Shareholders.

2.11.2 To the extent that the requirements of this Agreement are in addition to or
more onerous than the requirements of the by-laws of Hydro One, but do not otherwise
require Hydro One to amend its by-laws in accordance with Section 2.11.1, Hydro One
shall comply with the terms of this Agreement as well as the by-laws.

ARTICLE 3
GOVERNANCE STRUCTURE

3.1 Number of Directors

3.1.1 The number of Directors shall be a minimum of 10 and a maximum of 15.
Hydro One’s Articles shall at all times provide for this minimum and maximum number
of Directors.

3.1.2 Until the first annual meeting of Shareholders after the date of this
Agreement, the number of Directors of Hydro One shall be 15.

3.1.3 The number of Directors to be elected at the first and each subsequent
annual meeting of Shareholders after the date of this Agreement shall be the number of
Directors determined from time to time by the Board, subject to Section 3.1.1, the
Articles and the OBCA.

3.1.4 If the Board increases the number of Directors between annual meetings
of the Shareholders, any vacancies created by the increase shall be filled in accordance
with Section 4.4.
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3.2 Appointment of Chair

3.2.1 The appointment of a new Chair at any time must be approved by a
Special Board Resolution.

3.2.2 The Chair shall be nominated and confirmed annually by a Special Board
Resolution at the Annual Confirmation Meeting. If the Board does not confirm the Chair
at the Annual Confirmation Meeting by a Special Board Resolution, the Board shall
remove the Chair as soon as practicable and appoint a replacement Chair in accordance
with this Section 3.2.

3.2.3 The Chair must be a Director.

3.2.4 The CEO shall not be the Chair.

3.2.5 The Parties acknowledge and confirm that the current Chair, as set forth in
the Prospectus, has been nominated and confirmed as required by this Section 3.2 until
the next Annual Confirmation Meeting.

3.2.6 Nothing in this Section 3.2 limits the ability of the Board, by Ordinary
Board Resolution, to remove the Chair between Annual Confirmation Meetings.

3.3 Appointment of CEO

3.3.1 The appointment of a new CEO at any time must be approved by a Special
Board Resolution.

3.3.2 The CEO must be confirmed annually by a Special Board Resolution at
the Annual Confirmation Meeting. If the Board does not confirm the CEO at the Annual
Confirmation Meeting by a Special Board Resolution, the Board shall remove the CEO as
soon as practicable and appoint a replacement CEO in accordance with this Section 3.3.

3.3.3 Hydro One shall ensure that it is a term of the CEO’s employment
arrangements that she or he shall resign as a Director at such time that she or he ceases to
be CEO.

3.3.4 The Parties acknowledge and confirm that the current CEO, as set forth in
the Prospectus, has been appointed and confirmed as required by this Section 3.3 until the
next Annual Confirmation Meeting.

3.3.5 Nothing in this Section 3.3 limits the ability of the Board, by Ordinary
Board Resolution, to remove the CEO between Annual Confirmation Meetings.

3.4 Advance Notice for Special Board Resolution

Notwithstanding anything to the contrary in the by-laws of Hydro One, Hydro One shall notify
the Directors not less than 10 days in advance of a meeting at which a resolution is to be
considered that must be approved by Special Board Resolution, provided that (i) the foregoing
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notice requirement does not apply to confirmation of the Chair and CEO at the Annual
Confirmation Meeting, and (ii) a Director may in any manner waive notice, provided that his or
her attendance at a meeting shall be treated as a waiver of any notice of that meeting required by
this Section 3.4 except where such Director attends the meeting for the express purpose of
objecting to the transaction of any business on the grounds that the meeting was not lawfully
called. Hydro One shall include in the notice a copy of the proposed resolution and details
regarding the matter to be considered for approval.

3.5 Nominating and Governance Committee

The Board shall maintain a committee (the “Nominating and Governance Committee”) that
has the responsibilities and obligations contemplated by this Agreement to be responsibilities and
obligations of the Nominating and Governance Committee. All references in this Agreement to
the Nominating and Governance Committee shall mean whichever committee has those
responsibilities and obligations at the relevant time, regardless of what other responsibilities and
obligations that committee may have and regardless of the name or designation of that committee
in the Hydro One Governance Standards. For clarity, initially the Nominating and Governance
Committee is designated in Hydro One’s Governance Standards as the “Nominating, Corporate
Governance, Public Policy & Regulatory Committee”.

ARTICLE 4
ELECTION AND APPOINTMENT OF DIRECTORS

4.1 Nomination of Directors

4.1.1 Subject to Section 4.7, at any meeting of Shareholders at which Directors
are to be elected, Hydro One shall propose nominees for election as Directors as follows:

(a) The CEO shall be nominated.

(b) Subject to Section 4.8, the Province shall be entitled to nominate the number of
nominees that is equal to 40% of the number of Directors to be elected (rounded
to the nearest whole number). Each nominee of the Province must meet the
qualifications set out in Section 4.2 and any Director nominee of the Province
must be confirmed in accordance with Section 4.3, as applicable.

(c) The Directors not nominated pursuant to Section 4.1.1(a) or 4.1.1(b) shall be
nominated by the Nominating and Governance Committee. Each nominee of the
Nominating and Governance Committee must meet the qualifications set out in
Section 4.2 and any Director nominee of the Nominating and Governance
Committee must be confirmed in accordance with Section 4.3, as applicable.

4.1.2 In respect of any meeting of Shareholders at which Directors are to be
elected, Hydro One shall take all actions necessary and advisable to ensure that (i)
proxies are solicited by or on behalf of Hydro One in favour of the election of the
Director nominees nominated in accordance with Section 4.1.1 and (ii) every such
nominee is endorsed and recommended in the applicable management information
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circular and other proxy solicitation materials provided by or on behalf of Hydro One to
Shareholders. Hydro One shall take all other commercially reasonable actions necessary
to permit the election or appointment to the Board of such nominees.

4.1.3 Subject to Sections 4.5, 4.6.1 and 4.7.6, in respect of any meeting of
Shareholders at which Directors are to be elected, the Province shall vote in favour of the
Director nominees nominated in accordance with Section 4.1.1.

4.2 Qualification of Director Nominees

4.2.1 Each Director nominee must be an individual of high quality and integrity
who has:

(a) significant experience and expertise in business or that is applicable to business,

(b) served in a senior executive or leadership position,

(c) broad exposure to and understanding of the Canadian or international business
community,

(d) skills for directing the management of a company, and

(e) motivation and availability,

in each case to the extent requisite for a business of the complexity, size and scale of the
business of Hydro One and on a basis consistent with the highest standards for directors
of leading Canadian publicly listed companies.

4.2.2 Other than the CEO, each Director nominee shall be independent of Hydro
One within the meaning of Ontario securities Laws governing the disclosure of corporate
governance practices.

4.2.3 Other than the CEO, each Director nominee (including, for clarity, a
nominee of the Province), shall be independent of the Province. For these purposes, a
Director nominee shall be independent of the Province if:

(a) he or she is independent of Hydro One within the meaning of Ontario securities
Laws governing the disclosure of corporate governance practices, where the
Province and each Specified Provincial Entity is deemed to be a “parent” of
Hydro One under that definition but excluding, in the case only of the Directors
named in the Prospectus, any prior relationship referred to in those Ontario
securities Laws where the relationship ended before August 31, 2015;

(b) he or she is not a current Official or Employee of the Province; and

(c) he or she has not been an Official or Employee of the Province for at least three
years prior to the date of his or her nomination to the Board but excluding, in the
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case only of the Directors named in the Prospectus, where the relationship ended
before August 31, 2015.

4.2.4 Each Director nominee shall meet the requirements of applicable
securities and other Laws and any exchange on which Voting Securities are listed.

4.2.5 No Director nominee may be proposed by the Province or the Nominating
and Governance Committee to replace an incumbent Director if, taking into account the
selection criteria identified pursuant to Section 4.3.1 and any other proposed Director
nominees to replace incumbent Directors who have already been confirmed pursuant to
Section 4.3, the Board would not collectively satisfy the Skills Matrix, Board Diversity
Policy or any other policy relating to the composition of the Board forming part of Hydro
One’s Governance Standards. For clarity, notwithstanding the previous sentence, the
Parties acknowledge that the Skills Matrix, Board Diversity Policy and other policies
referred to in the previous sentence may include goals that the Board expressly intends to
strive to meet over time (referred to here as “aspirational goals”). Nothing in this Section
4.2.5 shall prevent a Director nominee from being proposed who does not meet
aspirational goals, provided his or her nomination would not prevent the Board from
collectively satisfying any requirement of those policies that is then applicable or be
reasonably likely to prevent the Board from satisfying any aspirational goal over the
period of time if any, contemplated for that aspirational goal by the relevant policy.

4.2.6 The majority of the Board must at all times be resident Canadians (as
defined in the OBCA). Neither the Province nor the Nominating and Governance
Committee will nominate any Person for election or appointment as a Director if as a
result of that nominee being elected or appointed as a Director, this requirement would
not be met.

4.2.7 Notwithstanding this Section 4.2, each Director named in the Prospectus is
qualified to be a director of Hydro One on the Effective Date whether or not he or she
satisfies the qualifications set out in this Section 4.2 on that date. The Provincial
Nominees on the Effective Date are those who have been identified as such in the
Prospectus.

4.2.8 If the Province or the Nominating and Governance Committee nominates
any individual who is an incumbent Director for election as a Director at an annual
meeting of Shareholders held after the Effective Date, that individual shall not be subject
to confirmation pursuant to Section 4.3.4 as satisfying the qualifications set out in this
Section 4.2, except to the extent there has been a material change in that individual’s
circumstances since the Effective Date or his or her most recent confirmation pursuant to
Section 4.3.4, as applicable, that would affect whether he or she satisfies the
qualifications set out in this Section 4.2. For clarity, in determining whether there has
been a material change in an individual’s circumstances for this purpose, changes in the
duration of an individual’s term as a Director and in an individual’s age shall be taken
into account. The Province or the Nominating and Governance Committee, as applicable,
shall promptly notify the other upon becoming aware of any such material change in
circumstances regarding any incumbent Director.
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4.3 Identification and Confirmation of Director Nominees

4.3.1 Each year following the annual meeting of Shareholders, the Province and
representatives of the Nominating and Governance Committee shall meet to discuss
which Directors each does not expect to re-nominate in the next one to five years
(whether due to resignation or retirement or otherwise), with an emphasis on those
Directors, if any, that each previously nominated that each does not expect to nominate
for election at the next annual meeting of Shareholders (“Expected Departing
Directors”). In this discussion the Province and representatives of the Nominating and
Governance Committee shall consider the impact on the Board of not re-nominating the
Expected Departing Directors and identify the selection criteria for nominees to replace
those Expected Departing Directors, to ensure that the Board will collectively comply
with this Agreement and collectively satisfy the Skills Matrix, Board Diversity Policy
and any other policy relating to the composition of the Board forming part of Hydro
One’s Governance Standards. The representatives of the Nominating and Governance
Committee shall also at this meeting recommend to the Province individuals whom the
Nominating and Governance Committee has previously identified as potential candidates
for nomination to the Board, provided that the Province shall have no obligation to
nominate any of the recommended individuals as one of its Director nominees. This
initial meeting between the Province and representatives of the Nominating and
Governance Committee would be expected to occur within 60 days following each
annual meeting of Shareholders.

4.3.2 Following the initial meeting between the Province and representatives of
the Nominating and Governance Committee contemplated in Section 4.3.1, each of the
Province and the Nominating and Governance Committee shall separately consider their
respective Expected Departing Directors and their proposed Director nominees to replace
those Directors. The Province and representatives of the Nominating and Governance
Committee shall meet to discuss further their Expected Departing Directors and proposed
replacement nominees under consideration. These subsequent meetings between the
Province and representatives of the Nominating and Governance Committee would be
expected to occur within 120 days following each annual meeting of Shareholders.

4.3.3 As soon as practicable following the discussions between the Province and
representatives of the Nominating and Governance Committee referenced in
Sections 4.3.1 and 4.3.2, each of the Province and the Nominating and Governance
Committee shall provide one or more notices (each being a “Nomination Notice”)
setting out its proposed Director nominees, along with (i) sufficient background
information about any nominee who is not an incumbent Director or (ii) in the case of an
incumbent Director whose circumstances have materially changed as described in Section
4.2.8, sufficient information about the material change, so as in either case to allow the
other to assess whether that nominee satisfies the qualifications set out in Section 4.2.
Each of the Province and the Nominating and Governance Committee shall, in any event,
deliver its Nomination Notice to the other at least 60 days (the “Nomination Deadline”)
prior to the date by which proxy solicitation materials must be mailed for purposes of the
next annual meeting of Shareholders (the “Circular Deadline”). Hydro One shall notify
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the Province of the Nomination Deadline at least 20 days prior to the Nomination
Deadline.

4.3.4 If the Province or the Nominating and Governance Committee has
received a Nomination Notice from the other of a Director nominee (i) who is not an
incumbent Director or (ii) who is an incumbent Director whose circumstances have
materially changed as described in Section 4.2.8, in either case prior to the Nomination
Deadline, the Province or the Nominating and Governance Committee, as the case may
be, shall have ten Business Days to confirm or reject that Director nominee, acting
reasonably, but may reject that nominee only on the grounds that the nominee does not
satisfy the qualifications for Directors set out in Section 4.2 or, in the case of a nominee
whose circumstances have materially changed as contemplated in Section 4.2.8, the
nominee as a consequence of the change no longer satisfies such qualifications. Any
Director nominee who is not rejected by the Nominating and Governance Committee or
the Province, as the case may be, within ten Business Days of receiving a Nomination
Notice of such nominee’s nomination shall be proposed by Hydro One for election as a
Director in accordance with Section 4.1.1.

4.3.5 If any Director nominee of the Province or the Nominating and
Governance Committee is rejected pursuant to Section 4.3.4, the Province or the
Nominating and Governance Committee, as the case may be, shall be entitled to deliver
one or more Nomination Notices nominating a replacement Director nominee until a
nominee is confirmed by the other in accordance with Section 4.3.4.

4.3.6 If notwithstanding the expectations of the Province and the Nominating
and Governance Committee regarding Expected Departing Directors, there is any
Expected Departing Director: (i) for whom no replacement nominee has been confirmed
in accordance with Section 4.3.4 prior to the Circular Deadline and (ii) who has not
resigned, that Director shall be re-nominated in accordance with Section 4.1.1.

4.3.7 The Province and the Nominating and Governance Committee shall use
commercially reasonable efforts to cause Director nominees to be confirmed prior to the
Circular Deadline. If insufficient Director nominees of either the Province or the
Nominating and Governance Committee are confirmed by the Circular Deadline and
Section 4.3.6 does not apply, the Province and the Nominating and Governance
Committee shall, acting reasonably, consider and implement alternatives to ensure that
applicable Law and the provisions of Section 4.1.1 with respect to the number of
Directors each is entitled to nominate are complied with in respect of the applicable
annual meeting of Shareholders. These alternatives may include reducing the number of
directors to be elected at that annual meeting of Shareholders or delaying the date of that
annual meeting of Shareholders until Section 4.1.1 may be complied with.

4.3.8 The parties, acting reasonably, shall apply a process that is as substantially
equivalent to the process provided for in this Section 4.3 as is practicable in the
circumstances, with respect to any meeting of Shareholders to elect Directors other than
an annual meeting of Shareholders.
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4.3.9 If there is any dispute with respect to the process for nominating Directors
provided for in this Section 4.3, either the Province or the Nominating and Governance
Committee may request that ADR Chambers Canada appoint a single arbitrator with
expertise in corporate governance matters to adjudicate the dispute. The arbitration
proceedings will be conducted in accordance with Article 7.

4.4 Replacement Board Nominees in case of Vacancies

4.4.1 If one or more vacancies occurs on the Board:

(a) if the vacancy is caused by (i) a Provincial Nominee ceasing to serve as a Director
or (ii) an increase in the number of Directors such that, pursuant to
Section 4.1.1(b), the Province would be entitled to nominate an additional
Director at the next meeting of Shareholders at which Directors are to be elected,
then the Province shall nominate an individual to fill the vacancy, provided that
the nominee shall be subject to confirmation by the Nominating and Governance
Committee in accordance with a process that is as substantially equivalent to the
process provided for in Section 4.3 as is practicable in the circumstances, as
applied by the Parties, acting reasonably, and so that the vacancy can be filled
within 90 days of the vacancy occurring;

(b) if the vacancy is created by the CEO ceasing to serve in that office, the vacancy
shall be filled by the replacement CEO appointed in accordance with Section 3.3;
and

(c) otherwise, the Nominating and Governance Committee shall nominate an
individual to fill the vacancy, provided that the nominee shall be subject to
confirmation by the Province in accordance with a process that is as substantially
equivalent to the process provided for in Section 4.3 as is practicable in the
circumstances, as applied by the Parties acting reasonably and so that the vacancy
can be filled within 90 days of the vacancy occurring.

4.4.2 If:

(a) the replacement nominee to fill a vacancy as described in Section 4.4.1(a) or
Section 4.4.1(c) has been confirmed as provided for in that Section; or

(b) upon the approval of the CEO’s replacement pursuant to Section 3.3,

then in either such case, the Board shall appoint that replacement as a Director to fill the
applicable vacancy.

4.5 Province’s Voting Rights at Contested Shareholders Meetings

Notwithstanding Section 4.1.3, the Province may vote its Voting Securities or withhold from
voting its Voting Securities in favour of any Director nominee (including for clarity the
Provincial Nominees) at any Contested Meeting, at its sole discretion, except that the Province
shall vote its Voting Securities in favour of the election of the CEO as a Director. The Province
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shall not, however, nominate for election at any Contested Meeting or Removal Meeting any
directors except in accordance with Section 4.1 or Section 4.7.3, as the case may be. For clarity,
subsequent to any Contested Meeting, the provisions of this Agreement will continue to apply
with respect to all future Director nominations.

4.6 Province’s Right to Withhold Votes for Directors

4.6.1 Notwithstanding Section 4.1.3 but subject to Section 4.7.6, at any meeting
of Shareholders at which Directors are to be elected, the Province may choose to
withhold from voting in favour of any Director nominee with the exception of the CEO
and, at the sole discretion of the Province, the Chair, provided that the Province shall do
so only if it withholds from voting in favour of all Director nominees with the exception
of the CEO and, at the sole discretion of the Province, the Chair. In the case of any
annual meeting of Shareholders, the Province shall notify Hydro One in advance of the
Circular Deadline of its intent to withhold from voting in favour of all Director nominees
with the exception of the CEO and, at the sole discretion of the Province, the Chair.

4.6.2 If after a Shareholders meeting to elect Directors where the Province
withholds from voting in favour of Director nominees in accordance with Section 4.6.1,
one or more Directors elected at the Shareholders meeting tender their resignations as
Directors pursuant to the Majority Voting Policy, the Board shall take whatever actions it
determines are appropriate in the circumstances in accordance with the Majority Voting
Policy, including:

(a) accepting Director resignations in a sequential manner and only after a
replacement Director for the resigning Director has been identified and confirmed
pursuant to Section 4.4;

(b) accepting some but not all Director resignations until sufficient replacement
Directors for the resigning Directors have been identified and confirmed pursuant
to Section 4.4;

(c) calling a Shareholders meeting for the election of Directors and accepting
Director resignations only upon the election of replacement Directors at the
Shareholders meeting;

(d) not accepting the Director resignations until Director nominees are elected at the
next annual meeting of Shareholders; or

(e) rejecting the Director resignations.

4.7 Province’s Right to Replace Directors

4.7.1 Notwithstanding any other provision of this Agreement, the Province may
at any time provide Hydro One with a notice (a “Removal Notice”) setting out its
intention to request Hydro One to hold a Shareholders meeting for the purposes of
removing all of the Directors then in office, including the Provincial Nominees, with the
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exception of the CEO and, at the Province’s sole discretion, the Chair (a “Removal
Meeting”).

4.7.2 Upon the Province delivering a Removal Notice to Hydro One, the Chair
(whether or not the Province proposes to remove him or her) shall coordinate the
establishment of a committee comprising:

(a) one representative of each of the five largest beneficial owners of Voting
Securities known to Hydro One, excluding the Province, willing to provide
representatives to serve on the committee or if fewer than five such beneficial
owners of Voting Securities are willing to provide representatives to serve on the
committee, then one representative of each of the beneficial owners of Voting
Securities, but a minimum of three, willing to do so, or

(b) if at least three such beneficial owners of Voting Securities are not willing to
provide representatives to serve on the committee within 30 days of the Province
delivering a Removal Notice, then the individuals that the Province proposes to
nominate as replacement Directors pursuant to Section 4.1.1

(in either case, the “Ad Hoc Nominating Committee”). In addition to supporting the
establishment of the Ad Hoc Nominating Committee, the Chair shall assist the Ad Hoc
Nominating Committee in carrying out its duties in an impartial manner.

4.7.3 The Province and the Ad Hoc Nominating Committee, acting reasonably,
shall identify and confirm the replacement Director nominees to be nominated at the
Removal Meeting to replace the incumbent Directors in accordance with Section 4.1.1
and a process that is as substantially equivalent to the process provided for in Section 4.3
as is practicable in the circumstances, as applied by the Province, Hydro One and the Ad
Hoc Nominating Committee, acting reasonably, with the Ad Hoc Nominating Committee
taking the place of the Nominating and Governance Committee, provided that none of the
Director nominees determined pursuant to this Section 4.7 may be Directors other than
the Chair if the Province elects pursuant to Section 4.7.1 not to vote for the removal of
the Chair.

4.7.4 Hydro One shall call the Removal Meeting forthwith upon all the Director
nominees being confirmed pursuant to Section 4.7.3, and shall hold the Removal Meeting
within 60 days after all the Director nominees being confirmed pursuant to Section 4.7.3.
From the time the Province delivers a Removal Notice until the Removal Meeting, the
Directors then in office shall, in exercising their fiduciary duty with a view the best
interests of Hydro One, take into account the Province’s intention to cause a new Board
to be constituted at the Removal Meeting and the desirability that the actions of the
current Board not interfere with ability of any new Board to exercise its responsibility to
oversee the business and affairs of Hydro One after the Removal Meeting in accordance
with the Governance Principles, including with respect to each of the matters referred to
in Section 2.3.
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4.7.5 Hydro One shall cause the proxy solicitation materials, including the
meeting circular, for the Removal Meeting, to contain information customary for Director
nominees about the replacement Director nominees identified and confirmed pursuant to
Section 4.7.3. Hydro One shall take all other commercially reasonable actions necessary
to conduct the Removal Meeting and to permit the election or appointment to the Board
of the replacement Director nominees, if a resolution is passed at the meeting to remove
some or all of the Directors.

4.7.6 At the Removal Meeting, the Province shall vote in favour of removing
the current Directors with the exception of the CEO and, if the Province elects pursuant
to Section 4.7 not to vote for removal of the Chair, the Chair and shall vote in favour of
replacement Director nominees determined pursuant to this Section 4.7.

4.7.7 For clarity, subsequent to any Removal Meeting, the provisions of this
Agreement, including Section 4.3, will continue to apply with respect to all future
Director nominations.

4.8 Province Below 40% of Voting Securities

If the Province:

4.8.1 ceases to own Voting Securities to which are attached 40% of the votes
that may be cast on the election of Directors at a meeting of Shareholders (the “Voting
Security Threshold”); and

4.8.2 the Province does not subsequently acquire Voting Securities so that it
meets the Voting Security Threshold prior to the next Nomination Deadline following the
second anniversary of the first date on which the Province ceased to own Voting
Securities sufficient to meet the Voting Security Threshold;

then commencing on that next Nomination Deadline until the Province again owns Voting
Securities sufficient to meet the Voting Security Threshold, the number of Directors that the
Province shall be entitled to nominate pursuant to Section 4.1.1(b) and pursuant to any other
provision of this Agreement that refers to that Section to determine how many Directors the
Province may nominate, shall be proportionate to the number of votes that the Province may cast
on the election of Directors at a meeting of Shareholders out of the total number of votes that
may be cast. The number of Directors that the Province is entitled to nominate pursuant to this
calculation shall be rounded to the nearest whole number and based on the Province’s ownership
of Voting Securities as of (i) in the case of a nomination for an upcoming annual meeting of
Shareholders, the Nomination Deadline for that meeting and (ii) in all other cases, the
Nomination Deadline prior to the most recent annual meeting of Shareholders.
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ARTICLE 5

CONFIDENTIALITY OF INFORMATION PROVIDED

5.1 Confidentiality Agreement

The Parties shall enter into and comply with a confidentiality agreement in the form attached as
Schedule “B” to this Agreement.

ARTICLE 6
PRE-EMPTIVE RIGHT

6.1 Offer to Subscribe for Common Shares

If Hydro One proposes to issue any Voting Securities or any securities that are convertible into
or exchangeable for Voting Securities (the “Offered Securities”), whether pursuant to a public
offering or a private placement or otherwise but excluding an Excluded Issuance (a “Proposed
Offering”), Hydro One shall offer (the “Offer”) to the Province the right to subscribe for and
purchase up to 45% of the number or principal amount, as applicable, of the Offered Securities,
in accordance with this Article 6 and subject to applicable Laws and to the rules of any stock
exchange on which Hydro One’s securities are listed. If applicable Laws or rules of a stock
exchange require Hydro One to obtain shareholder or other approvals to issue Offered Securities
in accordance with this Article 6, Hydro One shall use all commercially reasonable efforts to
obtain those approvals.

6.2 Delivery of the Offer

Hydro One shall notify the Province as soon as reasonably practicable that it is contemplating a
Proposed Offering and shall deliver an Offer in any event not later than 30 days prior to the date
that Hydro One enters into an agreement to issue Offered Securities (including a bid letter in
connection with a “bought deal” offering). The Offer shall be in writing and, subject to
Section 6.3, shall contain the terms and conditions of the Offered Securities, including the price
at which the Offered Securities are to be issued, the number of Offered Securities which the
Province is entitled to purchase pursuant to this Article 6, the proposed outside date (the
“Offering Outside Date”) for completing the Proposed Offering, which date shall not be more
than 60 days after the date of the Offer, and any other details of the Proposed Offering. The Offer
must also state that (i) if the Province wishes to purchase Offered Securities pursuant to this
Article 6, it shall do so by giving written notice (the “Response”) of the exercise of that right to
Hydro One, and (ii) if Province wishes to subscribe for a number of Offered Securities less than
the number to which it is entitled pursuant to this Article 6, it may do so. For clarity, the Offer
may be contingent upon Hydro One determining to proceed with the Proposed Offering in its
sole discretion. Notwithstanding that an Offer may be contingent, the Province acknowledges
that the fact that Hydro One is contemplating the Proposed Offering may constitute material
information regarding Hydro One, and that the requirements of securities Laws, as well as of the
Confidentiality Agreement and internal controls referred to therein, may restrict disclosure of the
information and trading in securities of Hydro One by those with knowledge of that information.
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6.3 Offer Price and Number of Securities if Public Offering

If the Offer is being delivered in connection with a proposed best-efforts or fully underwritten
public offering (including an offering proposed on a “bought deal” basis) through an agent or
underwriter, the Offer may include a range for the size of the Proposed Offering (expressed in
number of Offered Securities or aggregate dollar value of the Proposed Offering), rather than a
fixed number of Offered Securities and may state that the actual price per Offered Security shall
be the offering price to be agreed upon by Hydro One in the agency agreement, bid letter or
underwriting agreement, as the case may be, relating to the issuance.

6.4 Province’s Response

The Offer shall specify a deadline by which the Province must deliver the Response to Hydro
One, which deadline shall be no earlier than ten Business Days after the Province receives the
Offer. The Province shall be deemed to have declined the Offer if it does not deliver a Response
by that deadline. In the Response, the Province must specify the number of Offered Securities
that it wishes to purchase. If the Offer was delivered in connection with a proposed best-efforts
or fully underwritten public offering (including an offering proposed on a “bought deal” basis)
through an agent or underwriter, the Response may specify the maximum price or a range of
prices per Offered Security at which the Province will exercise its right to subscribe for or
purchase Offered Securities under the Offer (provided that the Response may specify more than
one maximum price per Offered Security together with the corresponding maximum number of
Offered Securities to be subscribed for or purchased at each maximum price). Any Response
delivered by the Province to Hydro One will be irrevocable and will be a legally binding
obligation of the Province to subscribe for and purchase the Offered Securities specified therein,
provided that if the Proposed Offering is not completed by the Offering Outside Date, the Offer
will be deemed to be automatically revoked.

6.5 Offered Securities Not Subscribed For

Any Offered Securities not subscribed for and purchased by the Province pursuant to a Proposed
Offering may be issued to any other person pursuant to the Proposed Offering.

6.6 Purchase of Offered Securities

The completion of any purchase of Offered Securities by the Province pursuant to a Proposed
Offering shall be on the same terms and on the same date as the completion of that Proposed
Offering, unless otherwise agreed by the Province.

6.7 Subsequent Offerings

If Hydro One proposes to issue Voting Securities or securities convertible into or exchangeable
for Voting Securities otherwise than pursuant to the Proposed Offering and not later than the
Offering Outside Date for the Proposed Offering, Hydro One shall again comply with this
Article 6. If Hydro One is continuing in good faith to contemplate a Proposed Offering after the
Offering Outside Date for that Proposed Offering, Hydro One may deliver further Offers that
have the effect of extending the Offering Outside Date for that Proposed Offering, provided that
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(i) the extended Offering Outside Date for that Proposed Offering occurs no later than four
months after the original Offering Outside Date for that Proposed Offering, and (ii) after the
Offering Outside Date for any particular Proposed Offering (including all permitted extensions,
if any were effected, of that Offering Outside Date), Hydro One shall not deliver any Offer for
any further Proposed Offering for a minimum of 90 days after that Offering Outside Date.

6.8 No Obligation to Subscribe

The Province shall have no obligation to subscribe for any Offered Securities, except for the
Offered Securities specified in any Response delivered by the Province to Hydro One.

ARTICLE 7
DISPUTE RESOLUTION

7.1 Arbitration

Each Party acknowledges and agrees that any dispute arising out of or in connection with this
Agreement shall be resolved solely by arbitration in accordance with the arbitration rules set out
in Schedule “D” (the “Arbitration Rules”). For greater certainty, the Province may not seek, nor
is the Province entitled to obtain, status as a “complainant” for the purpose of commencing an
oppression remedy proceeding or derivative claim proceeding in court, as described in Section
8.6.2(a) or 8.6.2(b), but the Province is otherwise entitled to assert such claims by way of
arbitration in respect of any dispute arising out of or in connection with this Agreement.

7.2 Location of Arbitration

The place of arbitration shall be at Toronto, Ontario unless the Parties otherwise agree.

7.3 Laws of Ontario

The law to be applied in connection with the arbitration shall be the law of Ontario, including its
conflict of law rules.

7.4 Arbitration Act, 1991

The provisions of the Arbitration Act, 1991 (Ontario) shall apply to the extent that they are not
inconsistent with this Article or with the Arbitration Rules.

ARTICLE 8
GENERAL PROVISIONS

8.1 Financial Obligations of the Province

Pursuant to the FAA, any payment required to be made by the Province pursuant to this
Agreement is subject to there being sufficient appropriation by the Legislative Assembly of
Ontario for the fiscal year in which the payment is to be made or the payment having been
charged to an appropriation for a previous year.

HYDRO ONE/803 
Schmidt/Page 29 of 54



- 27 -
8.2 Effective Date

This Agreement shall become effective on the Effective Date.

8.3 Amendments to this Agreement

This Agreement may be amended only by an instrument in writing executed by each of the
Parties. If there are changes in circumstances in the future that impact the original purpose and
intention of the parties in entering into this Agreement, the Parties shall cooperate in good faith
to amend this Agreement to reflect those changes in circumstances.

8.4 Term

This Agreement may be terminated only with the mutual agreement of both Parties.

8.5 Termination Not to Affect Rights or Obligations

A termination of this Agreement shall not affect or prejudice any rights or obligations that have
accrued or arisen under this Agreement prior to the termination, which rights and obligations
shall survive the termination.

8.6 No Third Party Rights

8.6.1 Notwithstanding any possible inferences to the contrary:

(a) the Parties intend that the provisions of this Agreement shall not create any right
or cause of action in or on behalf of any Person who is not a Party to this
Agreement (including without limitation, any Shareholder, creditor, Director or
officer of Hydro One); and

(b) no Person other than the Parties shall be entitled to enforce the provisions of this
Agreement in any legal proceeding in any forum.

8.6.2 For clarity, Section 8.6.1 does not preclude, and is not intended to
preclude, any Shareholder or other stakeholder of Hydro One from obtaining status as a
complainant:

(a) for the purpose of applying to court for leave under the procedure known as the
“derivative action”, that is provided for under section 246 of the OBCA to bring
an action in the name and on behalf of Hydro One to enforce the rights of Hydro
One under this Agreement; or

(b) for the purpose of pursuing the proceeding known as an “oppression proceeding”
in relation to this Agreement under Section 248 of the OBCA.

Hydro One irrevocably agrees not to raise any objection on the basis of
Section 8.6.1 it might now or hereafter have to any Shareholder or other stakeholder of Hydro
One obtaining status as a complainant for the purpose described in Sections 8.6.2(a) or 8.6.2(b).
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However, for clarity, Hydro One reserves absolutely its right otherwise to contest (on any
grounds whatsoever that it considers to be appropriate) any application to the court by any
Shareholder for leave to bring a derivative action or to pursue an oppression proceeding.

8.7 Representations and Warranties of Hydro One

Hydro One represents and warrants that this Agreement and the performance by Hydro One of
its obligations under this Agreement: (i) has been duly authorized, executed and delivered by it,
and is a valid and binding obligation of Hydro One, enforceable against Hydro One in
accordance with its terms, except as enforceability may be limited by bankruptcy, insolvency,
reorganization, moratorium or other similar Laws affecting the enforcement of creditors’ rights
generally and by general equitable principles (regardless of whether the enforceability is
considered in a proceeding in equity or at Law); and (ii) does not and will not violate any Law,
the Constating Documents or any provision of any agreement or other instrument to which
Hydro One or any of its properties or assets is bound, or result in a breach of or constitute (with
due notice or lapse of time or both) a default under any such agreement or other instrument, or
conflict with any such agreement or other instrument so as to prevent Hydro One from either
performing its obligations under, or complying with, both this Agreement and any such
agreement or other instrument.

8.8 Representations and Warranties of the Province

8.8.1 The Province represents and warrants that this Agreement and the
performance by the Province of its obligations under this Agreement:

(a) has been duly authorized, executed and delivered by the Province, and is a valid
and binding obligation of the Province, enforceable against the Province in
accordance with its terms, subject to:

(i) limitations with respect to the enforcement of remedies by bankruptcy,
insolvency, reorganization, moratorium, winding-up, arrangement,
fraudulent preference and conveyance and other similar Laws affecting the
enforcement of creditors’ rights generally and by general equitable
principles (regardless of whether such enforceability is considered in a
proceeding in equity or at Law);

(ii) general equitable principles and the fact that the availability of equitable
remedies such as specific performance and injunction are not available
against the Province and that a court may stay proceedings or the
execution of judgments;

(iii) statutory limitations of general application respecting the enforceability of
claims against the Province or its property;

(iv) section 11.3 of the FAA;
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(v) the Province’s powers to retain amounts for which Hydro One is indebted

to the Province under this Agreement or otherwise, by way of deduction or
set off out of any money owing by the Province to Hydro One under this
Agreement, pursuant to section 43 of the FAA; and

(b) does not and will not violate any Laws of any province of Canada or the Laws of
Canada or any provision of any agreement or other instrument to which the
Province or any of its properties or assets is bound, or conflict with or constitute
(with due notice or lapse of time or both) a default under any such agreement or
other instrument.

8.9 Notices, Designations and Other Communications

Any notice, designation or other communication required or permitted to be given under this
Agreement shall be in writing and shall be given by prepaid first class mail, by facsimile or other
means of electronic communication or by delivery by hand as hereafter provided. Any such
notice, designation or other communication, if mailed by prepaid first class mail at any time
other than during a general discontinuance of postal service due to strike, lockout or otherwise,
shall be deemed to have been received on the fourth Business Day after the post marked date
thereof, or if sent by facsimile or other means of electronic communication, shall be deemed to
have been received on the Business Day following the sending, or if delivered by hand shall be
deemed to have been received on the Business Day it is delivered to the applicable address noted
below either to the individual designated below or to an individual at such address having
apparent authority to accept deliveries on behalf of the addressee. Notice of change of address
shall also be governed by this Section. Any designation of a Provincial Representative shall be
signed by the Minister of Energy and shall state the name, address and fax number of the
Provincial Representative and the particular matter or matters under this Agreement to which the
designation relates. Any such designation shall remain in full force and effect with respect to
such Provincial Representative and in respect of such matter or matters until subsequently
amended or revoked by the Minister of Energy. In the event of a general discontinuance of postal
service due to strike, lock out or otherwise, notices, designations or other communications shall
be delivered by hand or sent by facsimile or other means of electronic communication and shall
be deemed to have been received in accordance with this Section. Notices, designations and
other communications shall be addressed as follows:

(a) if to Hydro One:

Hydro One Limited
483 Bay Street
South Tower, Suite 800
Toronto, Ontario M5G 2P5

Attention: General Counsel
Fax: 416-345-6056

With a copy (which shall not constitute notice) to:
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Osler, Hoskin & Harcourt LLP
100 King Street West
1 First Canadian Place
Suite 6200, P.O. Box 50
Toronto, ON M5X 1B8

Attention: Steve Smith / Michael Innes
Fax: 416-862-6666

(b) if to the Province:

5th Floor
56 Wellesley Street West
Toronto, ON M7A 2E7

Attention: Legal Director, Legal Services Branch serving the Minister of Energy
Fax: 416-325-1781

With a copy (which shall not constitute notice) to:

Torys LLP
79 Wellington Street West, Suite 3000
Box 270, TD South Tower
Toronto, ON M5K 1N2

Attention: Sharon Geraghty
Fax: 416-865-8138

with a copy to the applicable Provincial Representative (to the extent one has
been designated by the Minister of Energy under this Section 8.9 but only in
respect of the matter or matters in respect of which such Provincial Representative
has been so designated).

8.10 Invalidity of Provisions

Each of the provisions contained in this Agreement is distinct and severable and a declaration of
invalidity or unenforceability of any such provision or part thereof by a court of competent
jurisdiction shall not affect the validity or enforceability of any other provision. The Parties shall
engage in good faith negotiations to replace any provision which is declared invalid or
unenforceable with a valid and enforceable provision, the economic and substantive effect of
which comes as close as possible to that of the invalid or unenforceable provision which it
replaces.

8.11 Waiver

Except as expressly provided in this Agreement, no waiver of any provision or of any breach of
any provision of this Agreement shall be effective or binding unless made in writing and signed
by the party purporting to give such waiver and, unless otherwise provided in such written
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waiver, shall be limited to the specific provision or breach waived. No waiver by any Party
hereto of any provisions or of any breach of any term, covenant, representation or warranty
contained in this Agreement, in one or more instances, shall be deemed to be or construed as a
further or continuing waiver of that or any other provision (whether or not similar) or of any
breach of that or any other term, covenant, representation or warranty contained in this
Agreement.

8.12 Governing Law

This Agreement shall be governed by and construed in accordance with the Laws of the Province
of Ontario and the Laws of Canada applicable therein.

8.13 Further Assurances

Each of the Parties shall, with reasonable diligence, provide such further documents and
instruments to the other Party and do all such things and provide all such reasonable assurances
as may be required or as are reasonably desirable to effect the purpose of this Agreement and
carry out its provisions.

8.14 Enurement; Assignment

This Agreement shall enure to the benefit of and be binding upon the Parties and their respective
successors and legal personal representatives. This Agreement may not be assigned by either
Party except with the prior written consent of the other Party.

8.15 Counterparts

This Agreement may be signed in counterparts and each such counterpart shall constitute an
original document and such counterparts, taken together, shall constitute one and the same
instrument.

[Signature page follows]
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IN WITNESS WHEREOF the Parties have executed this Agreement.

HYDRO ONE LIMITED

By: “Mayo Schmidt”

Name: Mayo Schmidt
Title: President and Chief
Executive Officer

[Signature page to Governance Agreement]
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HER MAJESTY THE QUEEN IN
RIGHT OF ONTARIO AS
REPRESENTED BY THE MINISTER
OF ENERGY

By: “Bob Chiarelli”

Bob Chiarelli

[Signature page to Governance Agreement]
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SCHEDULE “A”

Official Or Employee Of The Province

Each of the following individuals is an “Official or Employee of the Province”:

1. A public servant as defined by the Public Service of Ontario Act, 2006 (“PSOA”) who is
employed under Part III of the PSOA in a ministry of the Government of Ontario.

2. The Secretary of the Cabinet.

3. A deputy minister of the Government of Ontario.

4. A member of the Executive Council or an employee of a minister’s office.

5. A member of the Legislative Assembly of Ontario or an employee of a member’s office.

6. A director or an officer or employee, of the following organizations:

(a) The Ontario Financing Authority;

(b) The Independent Electricity System Operator;

(c) Ontario Power Generation Inc.;

(d) Electrical Safety Authority;

(e) Ontario Electricity Financial Corporation;

(f) Infrastructure Ontario; or

(g) A Subsidiary of, or a Person controlled by, any organization listed in sub-
paragraphs (a) to (f).

7. A member, officer or employee of the Ontario Energy Board.

8. A person who was previously a Director or a director of any Hydro One Entity or Person
controlled by Hydro One, other than a person who is a Director on the date of this
Agreement.

9. An officer or employee of Hydro One, or any Hydro One Entity or Person controlled by
Hydro One, other than the chief executive officer of Hydro One.
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SCHEDULE “B”

Form of Confidentiality Agreement
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CONFIDENTIALITY AGREEMENT

THIS AGREEMENT is made as of the 5th day of November, 2015

B E T W E E N:

HYDRO ONE LIMITED, a corporation incorporated under the laws of the
Province of Ontario

– and –

HER MAJESTY THE QUEEN IN RIGHT OF ONTARIO

(the “Province”), as represented by the Minister of Energy.

Hydro One Limited and its subsidiaries (the “Company”) expect to provide the Province,
pursuant to the governance agreement dated as of the date hereof between the Province and Hydro
One Limited (the “Governance Agreement”) and the registration rights agreement dated as of the
date hereof between the Province and Hydro One Limited (the “Registration Rights
Agreement”), with Company Confidential Information (as defined in Section 2 below) from time
to time. The Governance Agreement requires the parties to enter into this confidentiality agreement
(this “Agreement”) governing the use and disclosure by the Province of the Company Confidential
Information and by the Company of the Province Confidential Information (as defined in Section 14
below).

Confidentiality Obligations in favour of the Company:

In consideration of the Company providing, or causing to be provided, the Company Confidential
Information to the Province and/or its Representatives (as defined below in Section 1) from time to
time as required by the Governance Agreement and the Registration Rights Agreement and other
good and valuable consideration (the receipt and sufficiency of which are hereby acknowledged
by each of the parties), the parties agree to the following:

1. In this Agreement, “Representatives” of the Province means, collectively, any persons
appointed pursuant to the Executive Council Act (Ontario) and the Province’s directors,
officers, officials, employees, public servants as defined by the Public Service of Ontario
Act, 2006 (Ontario), managers, agents, representatives, lawyers, accountants, consultants
and financial and other advisors, provided that such persons or entities shall only be
considered Representatives if such persons or entities have received Company
Confidential Information.

2. In this Agreement, “Company Confidential Information” means all information and
material of, or relating to, the Company and its Representatives (as defined below in
Section 13), whether in oral, written, graphic, electronic or any other form or medium,
including without limitation information and material concerning the Company’s past,
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present or future customers, suppliers, technology, business, policy decisions, affairs,
financial conditions, assets, liabilities, operations, plans, potential financings or
transactions or other activities that is furnished to the Province or its Representatives
pursuant to the Governance Agreement and/or the Registration Rights Agreement on or
after the date of this Agreement. For the purposes of this definition, “Company
Confidential Information” includes the portion of any plans, proposals, reports,
analyses, notes, compilations, studies, forecasts or other documents prepared by the
Province or its Representatives that are based on, contain, incorporate or otherwise reflect
Company Confidential Information.

3. Notwithstanding Section 2, the following will not constitute “Company Confidential
Information” under this Agreement:

(a) for the avoidance of doubt (i) information that the Province or its
Representatives receive or obtain solely pursuant to any Applicable Law (as
defined in Section 8 below) and (ii) information that the Province or its
Representatives receive or obtain other than pursuant to the Governance
Agreement and/or the Registration Rights Agreement.

(b) information that the Province or its Representatives receive or obtain from a
third person who is not known by the Province to be prohibited from
transmitting the information to the Province or its Representatives by a
contractual, legal or fiduciary obligation not to disclose such information;

(c) information that has been publicly disclosed by the Company (including, for
greater certainty, information publicly disclosed through regulatory filings or
processes), or that is or becomes publicly available through no fault of the
Province or its Representatives in breach of this Agreement or other
contractual, legal or fiduciary obligation not to disclose such information;

(d) information that was independently developed by the Province or its
Representatives without any reference to the Company Confidential
Information; and

(e) information that the Company agrees in writing is not Company Confidential
Information for the purposes of this Agreement.

4. The Province and its Representatives shall only use Company Confidential Information
in connection with the Province’s exercise or enforcement of its rights under the
Governance Agreement and the Registration Rights Agreement and in connection with
evaluating, overseeing and determining how to manage its investment in Hydro One
Limited, including whether to dispose of, return or acquire additional interests in Hydro
One Limited and exercising its rights as a shareholder (including board representation
rights), in each case in accordance with the Governance Agreement, the Registration
Rights Agreement and Applicable Law (the “Purpose”).

5. The Province and the Company acknowledge that the Province and certain of its
Representatives are subject to the Freedom of Information and Protection of Privacy Act
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(Ontario), as amended or supplemented from time to time (“FIPPA”), and that FIPPA
applies to and governs all records (as such term is defined in FIPPA) in the custody or
control of the Province and those Representatives, including Company Confidential
Information described in this Agreement. Subject to the obligations of the Province under
Section 11 of this Agreement, the Province’s obligations pursuant to this Agreement to
maintain such information in confidence are subject to any requirement the Province and
its Representatives have under Applicable Law to disclose information, including records
that must be disclosed by the Province and its Representatives under FIPPA. The
provisions of this Section 5 shall survive termination of this Agreement and shall prevail
over any other provisions of this Agreement to the contrary.

6. The Province acknowledges and agrees that the Company may not be able to furnish or
disclose any information about an identifiable individual or other information that is
subject to Applicable Law relating to the collection, use, storage and/or disclosure of
information about an identifiable individual, including the Personal Information
Protection and Electronic Documents Act (Canada) and Personal Health Information
Protection Act, 2004 (Ontario), whether or not such information is confidential,
(collectively, “Personal Information”) to the Province or any of its Representatives
unless consents to the disclosure of such Personal Information have been obtained from
the relevant individual(s) as required, or the Company is otherwise authorized by
Applicable Law to disclose such information. If any Personal Information is disclosed to
the Province and/or its Representatives, the Province and its Representatives shall, subject
to their obligations under Applicable Law, (i) use the Personal Information only in
connection with the Purpose, (ii) limit disclosure of the Personal Information to what is
authorized by the Company or required by Applicable Law, (iii) promptly refer any
persons looking for access to their Personal Information to the Company, (iv) use
appropriate security measures to protect the Personal Information, and (v) comply with
Applicable Law relating to the privacy of the Personal Information.

7. The Province acknowledges and agrees that pursuant to the provisions of the Company’s
Electricity Distribution Licenses issued by the Ontario Energy Board, the Company may
not be able to furnish or disclose any information regarding a consumer, retailer,
wholesaler or generator, whether or not such information is confidential, (collectively,
“Customer Information”) to the Province or any of its Representatives unless consent to
the disclosure of such Customer Information has been obtained, or the Company is
otherwise authorized by its Electricity Distribution License or Applicable Law to disclose
such information. If any Customer Information is disclosed to the Province and/or its
Representatives, the Province and its Representatives shall, subject to their obligations
under Applicable Law, (i) limit the use of the Customer Information to the Purpose,
(ii) limit disclosure of the Customer Information to what is authorized by the Company or
required by Applicable Law, (iii) promptly refer any persons looking for access to their
Customer Information to the Company, (iv) use appropriate security measures to protect
the Customer Information, and (v) comply with Applicable Law relating to the protection
of the Customer Information.

8. The Province agrees that all Company Confidential Information shall be held and treated
by the Province and its Representatives in confidence and shall not be disclosed by the
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Province or its Representatives in any manner whatsoever, in whole or in part, except as
expressly provided in this Agreement, as required by FIPPA or by any law, statute, rule,
regulation, ordinance, judgment, code, guideline, order, writ, directive, decision, ruling,
decree, award or other pronouncement or instrumentality of any federal, provincial or
municipal government, parliament or legislature, or of any regulatory authority, agency,
commission, tribunal, board or department of any such government, parliament or
legislature, or of any court or other law, regulation or rule-making entity, having
jurisdiction in the relevant circumstances (collectively, “Applicable Law”), or with the
Company’s prior written consent.

9. The Province also agrees (i) to use the same means to protect the confidentiality of the
Company Confidential Information that the Province would use to protect its own
confidential and proprietary information (but in any event, no less than reasonable
means), (ii) to disclose Company Confidential Information only to its Representatives
who need to know the Company Confidential Information for the Purpose, who are
informed by the Province of the confidential nature of the Company Confidential
Information and who agree to be bound by the terms of this Agreement, (iii) to take all
necessary steps to require that its Representatives comply with and are bound by the
terms and conditions of this Agreement, and (iv) to be responsible for any breach by its
Representatives of any terms of this Agreement applicable to the Province’s
Representatives (as if the Province’s Representatives were parties to and bound by those
provisions of this Agreement). The provisions of clause (iv) of this Section 9 shall
survive termination of this Agreement.

10. The Province acknowledges that certain of the Company Confidential Information that it
receives or obtains may be information, including records prepared by or for counsel for
use in giving legal advice or in contemplation of or for use in litigation, to which
solicitor-client privilege and/or litigation privilege attaches (collectively, “Privileged
Information”). The Province acknowledges and agrees that access to the Privileged
Information is not intended and should not be interpreted as a waiver of any privilege in
respect of Privileged Information or of any right to assert or claim privilege in respect of
Privileged Information. To the extent there is any waiver of privilege, it is intended to be
a limited waiver in favour of the Province, solely for the purposes and on the terms set out
in this Agreement.

11. In the event that the Province or any of its Representatives are required by Applicable
Law, by oral questions, interrogatories, requests for information or documents, subpoena,
criminal or civil investigative demand, legislative committee or officer, or similar process
to disclose any Company Confidential Information, the Province or such Representative,
as the case may be, shall, to the extent permitted by Applicable Law, provide the
Company with prompt written notice of such requirement so that the Company may seek
a protective order or other appropriate remedy, if available, or waive compliance with the
provisions of this Agreement. The Province shall thereafter cooperate with the Company
to prevent such disclosure (including cooperating in obtaining a protective order or other
appropriate remedy). Where a request is made to the Province or its Representatives for
access to information subject to this Agreement under FIPPA, the Province or its
Representatives shall provide the Company with notice of the request, and the
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opportunity to make submissions to the Province or its Representatives about disclosure
of the records, in accordance with section 28 of FIPPA. In the event that the Company is
unable to obtain a protective order or other remedy, the Province or such Representative, as
the case may be, may disclose only that portion of the Company Confidential Information
which the Province or such Representative is advised by counsel (internal or external) as
being required to disclose under FIPPA or by other Applicable Law. The Province or
such Representative, as the case may be, shall use reasonable efforts to obtain reliable
assurance that confidential treatment will be afforded to any Company Confidential
Information so disclosed. The parties acknowledge, however, that Province cannot
require any person who receives information under FIPPA to maintain such information
in confidence. The provisions of this Section 11 shall survive termination of this
Agreement.

12. The Company Confidential Information provided by the Company to the Province and/or
its Representatives shall at all times remain the property of the Company or its
Representatives (as defined below in Section 13), as applicable, and by making Company
Confidential Information available to the Province, neither the Company nor its
Representatives shall be deemed to be granting any license or other right under or with
respect to any trade secret, patent, copyright, trademark, or other proprietary or
intellectual property right. The provisions of this Section 12 shall survive termination of
this Agreement.

Confidentiality Obligations in favour of the Province:

In consideration of the Province providing, or causing to be provided, the Province
Confidential Information (as defined below) to the Company and its Representatives (as defined
below) from time to time in connection with the Purpose for good and valuable consideration
(the receipt and sufficiency of which are hereby acknowledged by each of the parties), the parties
agree to the following:

13. In this Agreement, “Representatives” of the Company means, collectively, the
Company’s directors, officers, employees, managers, agents, representatives, lawyers,
accountants, consultants, and financial and other advisors, provided that such persons or
entities shall only be considered Representatives if such persons or entities have received
Province Confidential Information.

14. In this Agreement, “Province Confidential Information” means all information and
material of, or relating to, the Province and its Representatives, whether in oral, written,
graphic, electronic or any other form or medium, including without limitation
information and material concerning the Province’s past, present or future policy
decisions, business, affairs, financial conditions, operations, plans, potential transactions
or potential purchases or sales of shares of Hydro One Limited or other activities that is
furnished to the Company or its Representatives pursuant to the Governance Agreement
and/or the Registration Rights Agreement on or after the date of this Agreement in
connection with the Purpose. For the purposes of this definition, “Province Confidential
Information” includes the portion of any plans, proposals, reports, analyses, notes,
compilations, studies, forecasts or other documents prepared by the Company or its
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Representatives that are based on, contain, incorporate or otherwise reflect Province
Confidential Information.

15. Notwithstanding Section 14, the following will not constitute “Province Confidential
Information” under this Agreement:

(a) for the avoidance of doubt (i) information that the Company or its
Representatives receive or obtain solely pursuant to any Applicable Law and
(ii) information that the Company or its Representatives receive or obtain other
than pursuant to the Governance Agreement and/or the Registration Rights
Agreement.

(b) information that the Company or its Representatives receive or obtain from a
third person who is not known by the Company to be prohibited from
transmitting the information to the Company or its Representatives by a
contractual, legal or fiduciary obligation not to disclose such information;

(c) information that has been publicly disclosed by the Province (including, for
greater certainty, information publicly disclosed through regulatory filings or
processes), or that is or becomes publicly available through no fault of the
Company or its Representatives in breach of this Agreement or other
contractual, legal or fiduciary obligation not to disclose such information;

(d) information that was independently developed by the Company or its
Representatives without reference to the Province Confidential Information;
and

(e) information that the Province agrees in writing is not Province Confidential
Information for the purposes of this Agreement.

16. The Company acknowledges and agrees that the Province may not be able to furnish or
disclose Personal Information to the Company or any of its Representatives unless
consents to the disclosure of such Personal Information have been obtained from the
relevant individual(s) as required, or the Province is otherwise authorized by Applicable
Law to disclose such information. If any Personal Information is disclosed to the
Company and/or its Representatives, the Company and its Representatives shall, subject to
their obligations under Applicable Law, (i) use the Personal Information only in
connection with the Purpose, (ii) limit disclosure of the Personal Information to what is
authorized by the Province or required by Applicable Law, (iii) promptly refer any
persons looking for access to their Personal Information to the Province, (iv) use
appropriate security measures to protect the Personal Information, and (v) comply with
Applicable Law relating to the privacy of the Personal Information.

17. The Company agrees that all Province Confidential Information shall be held and treated
by the Company and its Representatives in confidence and shall not be disclosed by the
Company or its Representatives in any manner whatsoever, in whole or in part, except as
expressly provided in this Agreement, as required by Applicable Law or by the
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requirements of any stock exchange on which securities of the Company are listed or
with the Province’s prior written consent.

18. The Company also agrees (i) to use the same means to protect the confidentiality of the
Province Confidential Information that the Company would use to protect its own
confidential and proprietary information (but in any event, no less than reasonable
means), (ii) to disclose Province Confidential Information only to its Representatives who
need to know the Province Confidential Information in connection with the Purpose, who
are informed by the Company of the confidential nature of the Province Confidential
Information and who agree to be bound by the terms of this Agreement, (iii) to take all
necessary steps to require that its Representatives comply with and are bound by the
terms and conditions of this Agreement, and (iv) to be responsible for any breach by its
Representatives of any terms of this Agreement applicable to the Company’s
Representatives (as if the Company’s Representatives were parties to and bound by those
provisions of this Agreement). The provisions of clause (iv) of this Section 18 shall
survive termination of this Agreement.

19. The Company acknowledges that certain of the Province Confidential Information that it
receives or obtains may be Privileged Information. The Company acknowledges and
agrees that access to the Privileged Information is not intended and should not be
interpreted as a waiver of any privilege in respect of Privileged Information or of any
right to assert or claim privilege in respect of Privileged Information. To the extent there
is any waiver of privilege, it is intended to be a limited waiver in favour of the Company,
solely for the purposes and on the terms set out in this Agreement.

20. In the event that the Company or any of its Representatives are required by the
requirements of any stock exchange on which securities of the Company are listed, by
Applicable Law, by oral questions, interrogatories, requests for information or
documents, subpoena, criminal or civil investigative demand, legislative committee or
officer, or similar process to disclose any Province Confidential Information, the
Company or such Representative, as the case may be, shall, to the extent permitted by
Applicable Law, provide the Province with prompt written notice of such requirement so
that the Province may seek a protective order or other appropriate remedy, if available, or
waive compliance with the provisions of this Agreement. The Company shall thereafter
cooperate with the Province to prevent such disclosure (including cooperating in
obtaining a protective order or other appropriate remedy). The parties acknowledge that
the Company is subject to applicable securities law and the requirements of the Toronto
Stock Exchange and New York Stock Exchange which mandate immediate disclosure of
material information concerning the Company such that it may not always be practicable to
provide prompt written notice of the requirement to disclose Province Confidential
Information, to the extent Province Confidential Information would constitute material
information concerning the Company. In the event the Province is unable to obtain a
protective order or other remedy, the Company or such Representative, as the case may be,
may disclose only that portion of the Province Confidential Information which the
Company or such Representative is advised by counsel as being required to disclose by
Applicable Law or the requirements of any stock exchange on which securities of the
Company are listed. The Company or such Representative, as the case may be, shall use

HYDRO ONE/803 
Schmidt/Page 45 of 54



reasonable efforts to obtain reliable assurance that confidential treatment will be afforded
to any Province Confidential Information so disclosed. The parties acknowledge,
however, that the Company cannot require any securities regulator or stock exchange
who receives information to maintain such information in confidence. The provisions of
this Section 20 shall survive termination of this Agreement.

21. The Province Confidential Information provided by the Province to the Company and/or
its Representatives shall at all times remain the property of the Province or its
Representatives, as applicable, and by making Province Confidential Information
available to the Company, neither the Province nor its Representatives shall be deemed to
be granting any license or other right under or with respect to any trade secret, patent,
copyright, trademark, or other proprietary or intellectual property right. The provisions of
this Section 21 shall survive termination of this Agreement.

General Provisions:

22. Each party acknowledges that it is aware (and that it will advise its respective
Representatives) that applicable securities laws in Canada or elsewhere prohibit any
person with material non-public information about an issuer (which would include both
Hydro One Limited and Hydro One Inc.) from purchasing or selling securities of such
issuer, or subject to certain limited exceptions, from communicating such information to
any other person. The Province has instituted reasonable internal controls to restrict
(a) the disclosure of material non-public information about the Company and (b) trading
in the securities of the Company by the Province and its Representatives. The Province
has provided a copy of such internal controls to Hydro One Limited and Hydro One Inc.
on or prior to the date of this Agreement.

23. The parties acknowledge that any information that the Province receives pursuant to
section 1.0.25 of the Financial Administration Act (Ontario) (the “FAA”) shall be dealt
with in accordance with the provisions of the FAA.

24. The Company agrees to notify the Province of any information requests made by the
Auditor General of Ontario pursuant to its rights under the Auditor General Act (Ontario)
in relation to the audit of the Public Accounts (prepared pursuant to the FAA) and to
advise the Assistant Deputy Minister and Provincial Controller, Treasury Board
Secretariat (or any successor office thereto) as soon as reasonably practicable of the
anticipated timing and planned approach to meet such requests.

25. Except as otherwise specified in this Agreement, this Agreement shall terminate on the
second anniversary of the last to occur of the following: (i) the Governance Agreement
no longer being in effect; and (ii) the Registration Rights Agreement no longer being in
effect. The obligations of the Company and the Province under this Agreement shall
survive termination of this Agreement with respect to that Province Confidential
Information and Company Confidential Information, as the case may be, that pertains to
those matters identified by the Province or the Company, as the case may be, to the other
in writing at the time of termination of this Agreement.
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26. This Agreement may not be amended except with the written consent of all parties
hereto. There are no understandings, representations, warranties, terms, conditions,
undertakings or collateral or other agreements, express, implied or statutory, among the
parties with respect to the subject matter of this Agreement other than as expressly set
forth in this Agreement, the Governance Agreement and the Registration Rights
Agreement. If any provision of this Agreement is held to be invalid or unenforceable in
whole or in part, such invalidity or unenforceability shall not affect any other provision
hereof and all other provisions hereof shall continue in full force and effect.

27. It is understood and agreed that no failure or delay in exercising any right, power or
privilege hereunder shall operate as a waiver thereof, nor shall any single or partial
exercise thereof preclude any other or further exercise thereof or the exercise of any other
right, power or privilege hereunder. Nothing shall be construed or have the effect of a
waiver except an instrument in writing signed by a duly authorized representative of the
party which expressly waives any such right, power or privilege.

28. This Agreement will be governed by and construed in accordance with the laws of the
Province of Ontario and the laws of Canada applicable therein.

29. This Agreement may be executed in counterparts, each of which will be deemed to be an
original and both of which taken together will be deemed to constitute one and the same
instrument. Delivery of an executed signature page to this Agreement by any party by
electronic transmission will be as effective as delivery of a manually executed copy of the
agreement by such party.

[Remainder of page intentionally left blank]
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[Signature page to Confidentiality Agreement]

IN WITNESS WHEREOF the parties have executed this Agreement as of the date set forth
above.

HYDRO ONE LIMITED

By:
Name: Mayo Schmidt
Title: President and Chief
Executive Officer

HYDRO ONE/803 
Schmidt/Page 48 of 54



[Signature page to Confidentiality Agreement]

HER MAJESTY THE QUEEN IN
RIGHT OF ONTARIO, AS
REPRESENTED BY THE MINISTER
OF ENERGY

By:
Name: Bob Chiarelli
Title: Minister of Energy
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SCHEDULE “C”

Hydro One Governance Standards

1. Skills Matrix

2. Board Diversity Policy

3. Majority Voting Policy

4. Stakeholder engagement policy

5. Corporate disclosure policy

6. Corporate governance guidelines

7. Mandate for the Hydro One Ombudsman

8. Mandates of the Board and its committees

9. Position descriptions for the CEO, the Chair, the Directors and the committee chairs

10. Code of business conduct

11. Whistleblower policy

12. Executive share ownership guidelines & anti-hedging policy

13. Compensation recoupment policy
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SCHEDULE “D”

Rules of Procedure for Arbitration

The following rules and procedures shall apply with respect to any matter to be arbitrated
by the Parties under the terms of the Agreement.

1. INITIATION OF ARBITRATION PROCEDURES

(a) If a Party to this Agreement wishes to have any matter under this Agreement
arbitrated, it shall give notice to the other Party specifying particulars of the
matter or matters in dispute and request that ADR Chambers Canada appoint a
single arbitrator who need not be a member of ADR Chambers Canada and who
satisfies the requirements of Section 1(b) of this Schedule “D” (the
“Arbitrator”).

(b) The individual selected as Arbitrator shall be reasonably qualified by education
and/or experience to decide the matter in dispute.

2. SUBMISSION OF WRITTEN STATEMENTS

(a) Within 15 Business Days of the appointment of the Arbitrator, the Party initiating
the arbitration (the “Claimant”) shall send the other Party (the “Respondent”) a
Notice of Arbitration setting out in sufficient detail the facts and any contentions
of law on which it relies, and the relief that it claims.

(b) Within 15 Business Days of the receipt of the Notice of Arbitration, the
Respondent shall send the Claimant an Answer to the Notice of Arbitration stating
in sufficient detail which of the facts and contentions of law in the Notice of
Arbitration it admits or denies, on what grounds, and on what other facts and
contentions of law he relies.

(c) Within 15 Business Days of receipt of the Answer, the Claimant may send the
Respondent a Reply.

(d) Each Notice of Arbitration, Answer and Reply shall be accompanied by copies
(or, if they are especially voluminous, lists) of all essential documents on which
the Party concerned relies and which have not previously been submitted by any
Party.

(e) After submission of all the pleadings, the Arbitrator will give directions for the
further conduct of the arbitration.

3. MEETINGS AND HEARINGS

(a) The arbitration shall be heard in Toronto. Ontario or in such other place as the
Claimant and the Respondent shall agree upon in writing. The arbitration shall be
conducted in English unless otherwise agreed by the Parties and the Arbitrator.
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Subject to any adjournments which the Arbitrator allows, the final hearing will be
continued on successive working days until it is concluded.

(b) All meetings and hearings will be in private and shall be confidential unless the
Parties otherwise agree.

(c) Any Party may be represented at any meetings or hearings by legal counsel

(d) Each Party may examine, cross-examine and re-examine, as appropriate, all
witnesses at the arbitration.

4. THE DECISION

(a) The Arbitrator will make a decision in writing and, unless the Parties otherwise
agree, will set out reasons for decision in the decision.

(b) The Arbitrator will deliver the decision to the Parties as soon as practicable after
the conclusion of the final hearing, but in any event no later than 60 days
thereafter, unless that time period is extended for a fixed period by the Arbitrator
on written notice to each Party because of illness or other cause beyond the
Arbitrator's control.

(c) The provisions of this Agreement and the Arbitration Rules requiring the
determination of certain disputes of arbitration shall not operate to prevent
recourse to the court by any Party as permitted by the Arbitration Act, 1991
(Ontario) with respect to injunctions, receiving orders and orders regarding the
detention, preservation and inspection of property, or whenever enforcement of an
award by the sole arbitrator reasonably requires access to any remedy which an
arbitrator has no power to award or enforce, provided that any such recourse to
the court and any remedy of the arbitrator shall, in the case of remedies against
the Province, be subject to the Proceeding Against the Crown Act (Ontario). In all
other respects an award by the Arbitrator shall be final and binding upon the
Parties and there shall be no appeal from that award on any questions of fact,
mixed law and fact, or law provided that the Arbitrator has followed the
Arbitration Rules in good faith and has proceeded in accordance with the
principles of natural justice.

5. JURISDICTION AND POWERS OF THE ARBITRATOR

(a) By submitting to arbitration under these Arbitration Rules, the Parties shall be
taken to have conferred on the Arbitrator the following jurisdiction and powers, to
be exercised at the Arbitrator's discretion subject only to these Arbitration Rules
and the relevant law with the object of ensuring the just, expeditious, economical
and final determination of the dispute referred to arbitration.

(b) Without limiting the jurisdiction of the Arbitrator at law, the Parties agree that the
Arbitrator shall have jurisdiction to:
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(i) determine any question of law arising in the arbitration;

(ii) determine any question as to the Arbitrator's jurisdiction;

(iii) determine any question of good faith, dishonesty or fraud arising in the
dispute;

(iv) order any Party to provide further details of that Party's case, in fact or in
law;

(v) proceed with the arbitration notwithstanding the failure or refusal of any
Party to comply with these Arbitration Rules or with the Arbitrator's
orders or directions, or to attend any meeting or hearing, but only after
giving that party notice that the Arbitrator intends to do so;

(vi) receive and take into account such written or oral evidence tendered by the
Parties as the Arbitrator determines is relevant, whether or not strictly
admissible in law;

(vii) make one or more interim awards;

(viii) hold meetings and hearings, and make a decision (including a final
decision) in Ontario (or elsewhere with the concurrence of the Parties
thereto);

(ix) order the Parties to produce to the Arbitrator, and to each other for
inspection, and to supply copies of, any documents, except privileged
documents, or classes of documents in their possession or power which the
Arbitrator determines to be relevant;

(x) order the preservation, storage, sale or other disposal of any property or
thing under the control of any of the Parties;

(xi) make interim orders to secure all or part of any amount in dispute in the
arbitration;

(xii) make any order as to the payment of costs of the arbitration, including
legal fees on a solicitor and client basis;

(xiii) include, as part of any award, the payment of interest at the rate
determined by the Arbitrator from an appropriate date as determined by
the Arbitrator; and

(xiv) make any other order that the Arbitrator determines is just and reasonable
in determining the matters in dispute.
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6. ARBITRATION ACT, 1991

The rules and procedures of the Arbitration Act, 1991 (Ontario) shall apply to any
arbitration conducted hereunder except to the extent that they are modified by the express
provisions of these Arbitration Rules.
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CAS2 12-M-O192 - Joint Petition of Fortis Inc. et al. and CH 
Energy Group, Inc. et al. for Approval of the 
Acquisition of CH Energy Group, Inc. by Fortis 
Inc. ~nd Related Transactions. 

ORDER AUTHORIZING ACQUISITION 
SUBJECT TO CONDITIONS 

(Issued and Effective June 26, 2013) 
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STATE OF NEW YORK 
PUBLIC SERVICE COMMISSION 

- -•- - -•-T r ______ _ 

At a session of the Public Service 
Commission held in the City of 

Albany on June 13, 2013 

COMMISSIONERS PRESENT: 

Garry A. Brown, Chairman 
Patricia L. Acampora 
James L. Larocca 
Gregg C. Sayre 

CASE 12-M-0192 - Joint Petition of Fortis Inc. et al. and CH 
Energy Group, Inc. et al. for Approval of the 
Acquisition of CH Energy Group, Inc. by Fortis 
Inc. and Related Transactions. 

ORDER AUTHORIZING ACQUISITION 
SUBJECT TO CONDITIONS 

(Issued and Effective June 26, 2013) 

BY THE COMMISSION: 

INTRODUCTION 

By this order, we authorize the acquisition of CH 

Energy Group Inc. (CHEG), the parent company of Cem:ral Hudson 

Gas & Electric Corporation (Central Hudson), by Fortis Inc. 

(Fortis). In doing so, we adopt, with mod~fications, the terms 

of a Joint ?roposal submitted for our consideration on 

January 28, 2013, by the Department of Public Service trial 

staff (Staff); Fortis; CHEG; the Ut~lity Intervention Unit of 

the Department of State (UIU); Multiple Intervenors (MI); and 

the Counties of Dutchess, Orange and Glster. Those terms ensure 

significant, tangible benefits for Central Hudson's customers 

including $9.25 million in guaranteed rate savings, a $35 

million fund to be used for deferral write-offs and/or future 

rate mitigation, a $5 million Community Benefit Fund for low-
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income customer programs and economic development, a rate 

freeze, and an earnings sharing mechanism more favorable to 

ratepayers. They also establish comprehensive financial 

safeguards, corporate governance requirements, service quality 

and performance mechanisms, and other measures that will 

minimize any risk associated with the transaction. With certain 

other requirements we will add to the terms originally proposed, 

we find that, on balance, the acquisition will provide a 

significant net public benefit, and will serve the public 

interest as required by Public Service Law (PSL) §70. 

BACKGROUND AND PROCEDURAL HISTORY 

On February 20, 2012, CHEG entered into an Agreement 

and Plan of Merger (Merger Agreement) with Fortis, a Canadian 

holding company; FortisUS Inc. (FortisUS), a wholly-owned 

subsidiary of Fortis; and Cascade Acquisition Sub Inc. 

(Cascade), a wholly-owned subsidiary of FortisUS. Under the 

terms of the Merger Agreement, CHEG would merge with Cascade, 

with CHEG as the surviving entity. 

Central Hudson, a regulated utility serving about 

301,000 electric customers and 75,000 natural gas customers, 85% 

of them residential, in eight counties in the mid-Hudson region, 

is a wholly owned subsidiary of CHEG. As a result, consummation 

of the proposed merger would make Central Hudson an indirect, 

wholly-owned subsidiary of Fortis. 

Under PSL §70, the transfer of ownership of all or any 

part of the franchise, works or system of any gas or electric 

corporation is prohibited without the consent of the Commission. 

That consent may be given only if the Commission determines that 

the p=oposed acquisition, with such terms and conditions as the 

Commission may fix and impose, "is in the public interest." 

Consequently, on April 20, 2012, Fortis, FortisUS, Cascade, CHEG 

-2-
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and Central Hudson sought such consent by filing the petition 

that is the subject of this proceeding. 

Subsequent to the filing, the matter was assigned to 

Administrative Law Judges, and a Notice of Proposed Rulemaking 

was published. 1 On May 16, 2012, the judges conducted an initial 

procedural conference. Participants at the conference in 

addition to Petitioners and Staff were UIU, MI, the 

International Brotherhood of Electrical Workers Local 320 {IBEW 

Local 320), the Retail Energy Supply Association (RESA), Empire 

State Development Corporation; and the County of Dutchess. All 

were admitted as parties to the proceeding, as were Hess 

Corporation, the County of Orange, the County of Ulster, the 

Joint Task Force of the Town and Village of Athens (Athens), the 

Public Utility Law Project of New York, Inc. (PULP), and, as a 

group, Accent Energy Midwest Gas, LLC, Accent Energy Midwest II, 

LLC, IGS Energy, Inc., and Interstate Gas Supply, Inc. 

Following eight months of litigation, during which 

testimony was filed by Staff and PULP, and comments were 

submitted by Athens, Dutchess County, ESD, IBEW Local 320, MI, 

and UIU, Petitioners filed a notice of settlement negotiations 

in December 2012. Discussions pursuant to that notice led to 

the Joint Proposal we are now considering. 

In a January 29, 2013, ruling, the judges established 

a schedule for statements in support of, or opposition to, the 

Joint Proposal. Statements expressing general support for the 

Joint Proposal were filed by Petitioners, Staff, MI and UIU. 

The Counties of Dutchess, Orange, and Ulster expressed support 

1 New York State Register, May 23, 2012, p. 15. 
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limited to specific provisions of the Joint ?roposal.: 

Statements opposing adoption of the Joint Proposal in its 

present form weLe fi.led by PULP, RC::SA, the New Yo!:k State Energy 

Marketers Coalition, and IBEW Local 320. Reply statements were 

filed by Petitioners, Staff, IBEW Local 320, MI, PULP, and RESA. 

In their January 29, 2013, ruling, the judges also 

required that any party advocating an evidentiary hearing on the 

Joint Proposal must specify in its initial co~ments a material 

issue of fact that coulct not be resolved without the cross

examination of witnesses. No party's initial comments attempted 

to make such a showLng and, accordingly, no evidentiary hearing 

was held. 

On April 24, 2013, the Secretary issued a notice 

announcing the preparation of a Reco!lllTle~ded Decision (RD) and a 

schedule for the filing of exceptions. The RD was filed by the 

judges on May 3, 2013. It recommended that the Joint Proposal 

not be approved and that the petition to authorize the Derger 

transaction be denied. Exceptions to the RD were subsequently 

2 The signatures of the Counties were accompanied by disclaimers 
stating that they were affixed for the purpose of expressing 
support for specific provisions of the Joint Proposal, and 
that the Counties took no position on the balance of the 
docu~ent. In general, the Counties stated support for 
provisions calling for a rate freeze, the crediting of synergy 
savings, and the payment of positive benefits including the 
Community Benefit Fund and write-down of regulatory assets. 
The Counties participated as parties, and signed the Joint 
Proposal, through their county executives. Subsequent to 
execution of the Joint Proposal, the Ulster County 
legislature, by resolution, and a majority of the members of 
the Dutchess County legislature, by letter, opposed approval 
of Lhe proposal, while Orange County Executive Edward Diana 
submitted comments supporting it fully. 
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filed by Staff, Petitioners, MI, UIU, PULP, and Citizens for 

Local Power and the Consortium in Opposition to the Acquisition. 3 

PUBLIC COM~ENTS 

On February 21, 2013, public statement hearings 

concerning the Joint Proposal were held in Kingston and 

Poughkeepsie. Approximately 40 people attended the hearings, 17 

of whom provided comments on the record. Commenters included 

Central Hudson customers from throughout the utility's service 

territory, as well as New York State Assembly ~ember Kevin 

Cahill and Town of Rosendale Council Member Manna Jo Greene. 

The original notice of public statement hearings 

called for all comments to be submitted by Xarch 21, 2013. 

After receiving numerous requests for additional time from 

public officials and others, the Secretary extended the dead:ine 

through May 1, 2013. During the extension period, additional 

public statement hearings were held on ~pril 17 1 2013, in 

Poughkeepsie and April 1B, 2013, in Kingston. Approximately 130 

people attended the hear~ngs and 47 provided comments. Speakers 

included Assembly Member Frank Skartados, Dutchess Cou~ty 

Legislators Richard Perkins and Joel Tyner, Rosendale Council 

Member Greene, Rosendale Supervisor Jeanne Walsh, Woodstock Town 

Council Member Jay Wenk, and a representative frcm the office of 

State Senator Cecilia Tkaczyk. All speakers at all of the 

public statement hearings opposed the merger. Through June 12, 

2013, over 500 comments opposing the merger were received by the 

Commission by mail, e-mail, telephone, and posting to the 

Commission's website. In addition, 913 individuals had signed a 

3 These last two parties were admitted on May 1, 2013. Although 
some members of the groups had previously submitted comments, 
the organizations themselves had not participated in the 
proceeding prior to their admission. These parties have 
participated jointly in the proceeding and are referred to 
herein as CLP/COA. 
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petition posted on the SignOn.org website expressing opposition 

to the merger. 4 

Comrnenters opposed to the merger included Sena~or 

Tkaczyk and Senator Terry Gipson; Assembly Members Cahill, Didi 

Barrett, and James Skoufis; City of Beacon Mayor Randy Casale; 

Town of Woodstock Supervisor Jeremy Wilber; 13 members of the 

Dutchess County Legislature, by joint letter; Dutchess County 

Legislature Assistant Majority Leader Angela Flesland, 

individually; and former Member of Congress Maurice D. Hinchey. 

All of these past and present public officials urged the 

Commission to disapprove the proposed merger transaction, as did 

resolutions adopted by the Ulster County Legislature; the City 

of Newburgh; the Towns of Esopus, Marbletown, Newburgh, New 

Paltz, Olive, Rosendale, and Woodstock; the Village of Red Hook, 

and the Rosendale Environmental Commission. The Economic 

Development Committee of the Town of Red Hook also opposed the 

merger, as did AARP, the Sierra Club, the Dutchess County 

Central Labor Council, and the Hudson Valley Area Labor 

Federation. 

Opponents of the merger expressed varying degrees of 

concern about the potential for long-run negative consequences 

not only for Central Hudson ratepayers, but also for the 

economic well-being of the utility 1 s Mid-Hudson service 

territory if the transaction were consummated. The themes 

evoked most frequently in the comments derived from the 

perception that the transaction would replace a well-regarded, 

highly capable and locally engaged utility with a foreign entity 

of unproven quality having no inherent ties to the service 

4 The SignOn.Org website allows petition signers to cause 
e-mails to be sent to the Secretary memorializing their 
signatures, and many individuals availed themselves of that 
option. The numbers cited above do not include those e-mails. 
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territory and financial obJectives that may conflict with the 

interests of ratepayers. 

This perceived potential for a divergence of interests 

between a distant holding company and the local community served 

by its utility subsidiary was a source of concern for nearly all 

of the commenters, many of whom expressed a general uneasiness 

with the prospect of foreign ownership of critical 

infrastructure necessary to provide essential electric and gas 

services. Some saw this as a continuation of a disturbing trend 

toward more and more foreign ownership of U.S. businesses, and 

expressed concern that domestic control over vital industries 

was being lost. 

Others had more specific concerns. Many commenters 

described Central Hudson as having been very proactive in 

promoting energy efficiency and renewable energy. They 

suggested that there was no language in the Joint Proposal that 

would ensure a comparable environmental responsiveness from the 

merged companies. In a similar vein, many commenters noted 

Central Hudson's record of community involvement and support for 

local economic development. They questioned whether that level 

of commitment would extend beyond the funding expressly provided 

in the Joint Proposal, which they characterized as a purely 

short-term benefit. 

For other commenters, the issue was primarily 

economic. They viewed the putative financial benefits of the 

Joint Proposal for ratepayers as meager and transitory, while 

the financial risks would be substantial and persistent. 

Assembly Member Cahill, for example, argued that the proposed 

merger transaction makes no financial sense. Fortis, he 

suggested, could not make a profit and still maintain current 

levels of service for Central Hudson ratepayers. Ultimately, he 

contended, customers would be forced to provide that profit 
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through either increased rates or decreased service reliability 

and safety. 

Following issuance of the notice announcing the 

preparation of an RD, and before the RD itself was issued, we 

began to receive comments supporting the merger. The first such 

comment, posted on April 24, came from Charles S. North, 

President and CEO of the Dutchess County Regional Chamber of 

Commerce. Mr. North stated that after meeting with Central 

Hudson officials and learning the facts of the transaction, he 

strongly supported it. Fortis's commitments to provide $50 

million in benefits and to maintain Central Hudson as a 

standalone entity are a win/win for customers, he said. In Mr. 

North's opinion, Central Hudson will benefit from the resources 

of a larger organization and has done right by its customers in 

agreeing to che merger. 

Within a week we had received approximately 274 

comments urging that the merger be approved. Through June 13, 

2013, that number had grown to over 400. Nearly half of those 

supporcive comments came from Central Hudson employees. Many 

others came from Central Hudson customers and from businesses 

and business organizations including the Edison Electric 

Institute, the Hudson Valley Economic Development Corporation, 

the Putnam County Economic Development Corporation, the 

Westchester County Office of Economic Development, the Dutchess 

County Economic Development Corporation, the Council of Industry 

of Southeastern New York, the New Paltz Regional Chamber of 

Commerce, the Sullivan County ?artnersh1p for Economic 

Development, the Greater Newburgh Partnership, che Orange County 

Industrial Development Authority, and the Orange County 

Partnership. Supporters of the merger emphasize the value of 

the positive benefits provided for in the Joint Proposal and the 

commitments of Fortis to operate Central Hudson as a stand-alone 
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entityr maintaining local jobs and keeping its headquarters in 

the community. The economic development organizations stress 

particularly the importance of the proposed $5 million Community 

Benefit Fund (described below). 

Supplemental comments were filed on May 1, 2013 by 

Citizens for Local Power and Consortium in Opposition to the 

Acquisition, jointly (CLP/COAJ; Joint Proposal signatory MI; 

opponent IBEW Local 320; and Petitioners. CLP/COA expounded in 

detail on the benefits and detriments of the merger as proposed, 

to show that it not only would fail the Commission's positive 

net benefits test but would be affirmatively harmful and, in 

that respect, compares unfavorably with all the major energy 

company mergers the Commission has approved since 1999. CLP/COA 

said the Joint Proposal satisfies neither the statutory public 

interest standard, nor the criteria in the Settlement Guidelines 

such as conformity with state policies and consensus among 

adversarial parties. It charged Fortis with disingenuousness or 

indifference regarding values the Commission should uphold in 

the pursuit of objectives such as environmental protection, 

economic development, utility infrastructure improvements, and 

development of sustainable energy resources. 

For the most part, MI's comments repeated its 

criticism of previously raised objections to the Joint Proposal 

and emphasized the potential loss of $49.5 million in positive 

benefits to ratepayers if the proposal were rejected. MI also 

argued that less weight should be given to comments from 

entities that did not participate fully in the process leading 

to the Joint Proposal, particularly those of the legislatures of 

Dutchess and Ulster Counties whose county executives were 

signatories to the proposal. 

IBEW Local 320 repeated its previously stated concerns 

about Central Hudson's outsourcing policies and their impact on 
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union jobs and service quality, and contended that they had not 

been alleviated. The Joint Proposal should not be approved, it 

said, unless provision is made for a needed infusion of internal 

workers. The local also asserted that the ~vast majorityu of 

employees who had responded with comments supporting the merger 

were not represented by the union. 

Petitioners' additional comments contended that the 

record demonstrates that the Joint Proposal will produce 

benefits that greatly exceed any risks presented by the merger. 

They cited comments by Staff in support of the Joint Proposal 

stating Staff's view that the criteria for approval of the 

merger under PSL §70, as established in previous Commission 

decisions, have been met or exceeded, and that the transaction 

compares favorably with those previously approved. 

Petitioners also argued that comments received in 

opposition to the merger, mainly from non-parties, have 

generally been misinformed, are contradicted by the terms of the 

Joint Proposal and/or the comments of the signatories, and have 

added nothing of significance to the record. For many of the 

most frequently raised criticisms of the merger, Petitioners 

provided information tending to refute ~he allegations, for 

example, with respect to concerns about foreign ownership of 

Central Hudson, NAFTA, environmental issues, infrastructure 

investment, financial risks, and so forth. 

concluded that the Joint Proposal: 

Petitioners 

5 

is a compelling path forward that assures the 
continuation and enhancement of Central Hudson 
consistent with its past performance as a well
run, low-cost utility that is extraordinarily 
sensitive to local needs and Commission 
requirements. 5 

Additional Comments of Petitioners, p. 47. 
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Subsequent to the issuance of t~e RD, the parties' and 

comrnenters' positions continued to evolve. By letter to the 

Secretary dated May 23, 2013, IBEW Local 320 reported that it 

had reached an agreement with Petitioners and that it now fully 

supports the merger. That support was echoed in letters from 

the president of the New York State AFL-CIO and fro~ the Utility 

Workers Council of the IBEW. Assembly Member Skoufis, 

previously opposed to the merger, also submitted a letter 

stating that he was now convinced that the transaction should be 

approved. Letters of support also were sent by State Senators 

Larkin and Maziarz, and Assembly Member Lalor. 

All of lhe comments received have been included in the 

official record and have been fully reviewed and considered in 

the preparation of this order. 

THE JOINT PROPOSAL'S TERMS 

The Joint Proposal expresses the agreemenL of the 

signatory parties that the proposed acquisition of Central 

Hudson by Fortis is in the public interest for purposes of 

PSL §70, and should be approved, subject to the terms described 

in lhe proposal. Broadly speaking, those terms are intended to 

perform two functions: the mitigation of potential risks that 

might arise frorr. consummation of the merger transaction, and the 

securing of incremental public benefits to ensure a net positive 

outcome from the transaction. 6 

A. Risk Mitigation 

Corporate Structure, Governance and Financial 

6 The points noted here are simply highlights of the Joint 
Proposal, provided as a convenience to the reader. For a 
complete statement of its terms, one should rely on the 
proposal itself, whic~ accompanies this order as the 
Attachment and constitutes a part of the order. 
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Protections 

a. Goodwill and Acquisition Costs 

To the extent that tne consideration paia ny For~is 

for the stock of CHEG exceeds the book value of CHEG's assets, 

an accounting asset, goodwill, will be created. As we have made 

clear in previous orders, neither the cost of acquiring, nor the 

cost of carrying, that asset should be borne by utility 

customers, and the existence of goodwill should not adversely 

at~ect ratepayers. The Joint Proposal includes provisions 

intended to ensure that this will be the case for Central Hudson 

customers. It oars goodwill associated with the merger 

transaction from being recorded on the books of Central Hudson, 

to the extent permitted by U.S. Generally Accepted Accounting 

Principles (U.S. GAAP). If those accounting rules require 

goodwiJl to be npushed down" to Central Hudson for financial 

reporting purposes, the Joint Proposal precludes it from being 

reflected in the regulated accounts of Central Hudson on which 

rates ace based. In addition, if either Fortis or FortisUS is 

obligated to record an impairment of the goodwill created by the 

transaction, the Commission must be notif~ed within five days. 

Finally, the Joint Proposal requires Central Hudson to submit to 

Staff a schedule of all external legal, financial advisory, and 

similar costs incurred to achieve the merger in order to permit 

the Contmission to ensure that they cannot be recovered in rates. 

b. Credit Quality and Dividend Restrictions 

The Joint Proposal incorporates an array of conditions 

designed to protect the credit quality of Central Hudson. 

First, to permit the Commission to adequately monitor the impact 

of the transaction on Central Hudson's :inances, the Joint 

Proposal establishes a continuing requirement that copies of all 

presentations made by Central Hudson, Fortis or any Fortis 

affiliate be provided to Staff within ten business days. Both 
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Fortis and Central Hudson are required to be registered with at 

least two major nationally and internationally recognized rating 

agencies, to maintain separate debt instruments, and to be 

separately rated by at least two rating agencies. In addition, 

neither Fortis nor Central Hudson will be permitted to enter 

into any debt instrument containing cross-default provisions 

that could affect Central Hudson. 7 

To mitigate the risk of an increase in Central 

Hudson's financing costs, the Joint Proposal requires that 

Fortis and Central Hudson support the objective of maintaining 

an "A" credit rating for the utility, unless the Commission 

modifies its financial integrity policies. Also, to ensure that 

Central Hudson maintains the common equity capitalization on 

which rates are based, the Joint Proposal would bar Central 

Hudson from paying dividends if its average common equity ratio 

for the 13 months prior to the proposed dividend were more than 

200 basis points below the ratio used in setting rates. 8 

The Joint Proposal would also continue dividend 

restrictions originally imposed as part of a Restructuring 

Settlement Agreement (RSA) approved by the Commission in 1998. 9 

7 

8 

9 

A cross-default provision is one that can trigger default on a 
debt obligation based on a default on a different debt 
obligation. For example, a provision in a Central Hudson debt 
instrument permitting acceleration of the due date for 
repayment in the event of a default by Fortis on one of its 
bonds would be a cross-default provision prohibited under the 
terms of the Joint Proposal. 

In response to a question posed by the judges, the signatory 
parties clarified their intention that this provision would 
bar a dividend not only when Central Hudson's trailing 13-
wonth average equity ratio was already below the 200 basis 
point threshold, but also when the payment of the dividend 
would itself cause the average to drop below the threshold. 

Case 96-E-0909, Central Hudson Gas & Electric Corp., Order 
Adopting Terms of Settlement Subject to Modifications and 
Conditions (issued February 19, 1998). 
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Among other things, the RSA stipulates that if Central Hudson's 

senior debt rating is downgraded below 'BBB+' by more than one 

credit rating agency and the downgrade is because of the 

performance of, or concerns about, the financial condition of 

its parent or an affiliate, dividends will be limited to a rate 

of not more than 75% of the average annual income available for 

dividends, on a two-year rolling average basis. In the event 

that the debt rating is placed on \Credit Watch' for a rating 

below 'BBB' by more than one credit rating agency, dividends are 

limited to 50% of the average net income, and if there is a 

downgrade below 'BBB-' by more than one credit rating agency, no 

dividends are allowed to be paid until such time as the rating 

has been restored to 'BBB-' or higher. 

In addition to continuing the RSA limitations, the 

Joint Proposal includes a new provision that would insulate 

Central Hudson ratepayers from the effects of a downgrade to 

Fortis's credit rating. If within three years of the merger 

Central Hudson's credit rating were downgraded as a direct 

result of a Fortis downgrade, the higher debt cost resulting 

from the downgrade would not be reflected in Central Hudson's 

cost of capital used to set rates. Ratepayers would be held 

harmless for the financial impact of the Fortis downgrade. 

The Joint Proposal also would bar Central Hudson from 

providing financial support to Fortis or its other affiliates 

except as permitted by the Joint Proposal, the RSA or a 

Commission order. It would also require that Central Hudson's 

banking and other financial arrangements be kept separate from 

those of other Fortis affiliates. 

Finally, the Joint Proposal would authorize Central 

Hudson to deregister from the United States Securities and 

Exchange Commission (SEC) and rely more on the private market 
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under SEC Rule 144A to issue debt. 10 Our order issued last year 

in Case 12-M-0172 would be amended to permit such private 

financing. 11 

c, Money Pooling 

Money pools enable affiliated companies to ~ake their 

excess cash on hand available as a quick, low-cost source of 

short-term funding for other pool participants. The Joint 

Proposal would permit Central Hudson to participate in such 

pooling arrangements, but only with Fortis, FortisUS and other 

entities that are regulated utilities operating in the United 

States, provided that Fortis and FortisUS may participate only 

as lenders and may not receive loans or fund transfers, directly 

or indirectly. Cross-default provisions affecting Central 

Hudson would be prohibited. 

d. Special Class of Preferred Stock 

The Joint Proposal would require the creation of 

special class of Central Hudson preferred stock to be held by a 

trustee approved by the Commission. Without the consent of the 

holder of this ugolden share," Central Hudson would be precluded 

from entering into voluntary bankruptcy. This is identical to a 

provision included in our order approving the acquisition of New 

York State Electric and Gas Corporation and Rochester Gas & 

Electric Corporation by Iberdrola. 12 The Joint Proposal states 

10 Rule 144A is a safe harbor exemption from the registration 
requirements of the Securities Act of 1933 that allows 
companies to sell securities in the private market to 
qualified institutional buyers in a more timely fashion with 
fewer disclosures and filing requirements. 

11 Case 12-M-0172, Central Hudson Gas & Electric Corp., Order 
Authorizing Issuance of Securities (issued September 14, 
2012). 

12 Case 07-M-0906, Iberdrola, S.A. et al. - Acquisition Petition, 
Order Authorizing Acquisition Subject to Conditions (issued 
January 6, 2009) (Iberdrola order), pp. 43-44. 
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that Commission approval is intended to include "all [other] 

Commission authorization necessary for Central Hudson to 

establish [this special class of preferred stock] ."13 This 

authorization includes the conser.t and approval required under 

PSL §108 for an amendment of the Company's certificate of 

incorporation to establish the special class of stock. 

With the golden share in place, Central Hudson would 

be permitted to demonstrate in future rate cases that its stand

alone capital structure should be used for setting races. That 

demonstration would be made by submitting curren~ written 

evaluations from at least two rating agencies supporting the 

evaluation of Central Hudson as a separate company, without 

material adjustments based on risks related to the capital 

structure and ratings of fortis. If such evaluations were not 

availaole, Central Hudson would have the burden of providing 

comparable evidence to support the stand-alone assumption. 

e. financial Transparency and Reporting 

The Joint Proposal incorporates a number of provisions 

intended to ensure that the Commission and its Staff have ready 

access to the financial data and other information necessary to 

continue our regulatory oversight of Central Hudson. It 

provides that Central Hudson will continue to use the standards 

of U.S. GAAP for its financial accounting and financial reports. 

If that accounting method were replaced for publicly-traded 

entities, the change would apply to Centra~ Hudson. Central 

Hudson would also be required to continue to satisfy all of the 

Comrr.ission's reporting requirements for jurisdictional companies 

of its size and nature. 

Central Hudson would also continue to comply with the 

provisions of sections 302 tr.r8ugh 404 of the Sarbanes-Oxley Act 

13 Joint Proposal, p. 11, i4. 
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(SOX) as if Central Hudson were still bound directly by the 

provisions of SOX, even though it would be a subsidiary of a 

±oreign holding company. This would 1nclucie annual aLLestation 

audits by independent auditors with respect to Central Hudson's 

financial statements and internal controls over financia~ 

reporting. 

The Joint Proposal would also require that Staff be 

given ready access to any books and records of Fortis and its 

dfflllales that Staff might deem necessary to determine whether 

the rates and charges of Central Hudson are just and reasonable. 

That access must include, but is not limited to, all information 

supporting the underlying costs and the basis for any factor 

that determines the allocation of those costs. Central Hudson 

would also be required annually to file the financial 

statemen~s, including balance sheets, income statements, ana 

cash flow statements of Fortis and its major regulated and 

unregulated energy company subsidiaries in the United States, 

and to provide, to the extent available from a recognized 

financial reporting informat:ion service, the "as reported" 

quarterly and annual balance sheets, income statements and 

statements of cash flows of Fortis in U.S. dollars with the 

underlying currency t:ranslation assumptions. All required 

financial filings would be in English and in U.S. dollars or, if 

that were not practicable, with the underlying currency 

translation assumptions. 

f. Affiliate Standards 

The RSA that we approved when Central Hudson was 

reorganized as a subsidiary of CnEG included a set of standards 

addressing transactions, conflicts of interest, cost 

allocations, and informaLion sharing among Central Hudso~ and 

its affiliates. The Joint Proposal would update and revise 

those standards and apply them to Fortis. Central Hudson would 
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be barred from entering into transactions with affiliates that 

were not in compliance with the t~ansaction standards; would be 

prohibited from sharing operating (i.e., non-management) 

employees with affiliates; and would be required to give 180 

days' prior notice and obtain Commission approval before 

initiating any material shared services initiatives or 

establishing a shared services organization that would provide 

material services to Central Hudson. 14 Current cost allocation 

guidelines would be continued, but would be subject to revision 

if intercompany transactions grew beyond a defined level. 

g. Follow-On Merger Savings 

The Joint Proposal includes a condition that would 

ensure Central Hudson customers an appropriate share of any 

savings resulting from future mergers or acquisitions by Fortis 

until new rates are set. This condition is identical to follow

on merger savings provisions that have been adopted as a 

condition to the approval of other recent mergers. 

h. Corporate Governance and Operational Provisions 

The Joint Proposal contains a number of provisions 

intended to address concerns that che responsiveness of Central 

Hudson to the community it serves might be diminished if the 

utility becomes a subsidiary of a foreign holding company. The 

provisions specify that the headquarters of Central Hudson would 

remain within the service territory. 15 A new board of directors 

would be appoinced within one year with a majority of directors 

14 "Material" is defined as services individually or collectively 
having a value greater than 5% of Central Hudson's net income 
on an after tax basis. 

15 In response to a question from the judges, the signatory 
parties clarified that "headquarters" means the place where 
all senior officers and their support staff, legal, 
administrative, accounting, operating supervision, and other 
head office functions are located. 
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who are independent, and at least one independent director would 

be required to live wiLhin ~he service territory. 16 At least 50% 

of Central Hudson's officers would also be required to live 

within the territory. 

In addition, the Joint Proposal specifies that Central 

Hudson is to be governed, managed and operated on a stand-alone 

basis post-merger. Local management would continue to make 

decisions concerning staffing levels, and current employees, 

both management and non-management, would be retained for two 

years after closing of the merger. Within 30 days after each of 

the first two anniversary dates of the merger closing, Central 

Hudson would be required to file a report with the Secretary 

comparing the level of union and management employees on that 

date to the levels on the merger closing date. The collective 

bargaining process would be continued. The Central Hudson Board 

would continue to be responsible for management oversight, 

including capital and operating budgets, dividend policy, debt, 

and equity requirements. The Board would also have an audit 

committee, with a majority of members who are independent, and 

it would continue to be responsible for the financial integrity 

and effectiveness of internal controls. finally, to maintain an 

active corporate and charitable presence in the service 

territory, Central Hudson would agree to maintain its 2011 level 

of community involvement through 2017. 

16 The signatory parties agreed in response to a question from 
the judges that an independent director is one who receives no 
consulting, advisory or other compensation from Central Hudson 
or an affiliate or subsidiary of Central Hudson. A director 
who is an officer, employee or consultant of Central Hudson, 
FortisUS, Fortis, or any other Fortis affiliate would not be 
considered independent. 
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2. Performance 

To mitigate the risk that pressure to demonstrate the 

profitability of the merger transaction might lead to deferred 

investment in utility plant, reduced maintenance levels and 

other cost-cutting measures that could eventually have a 

negative impact on Central Hudson's provision of safe and 

reliable service, the Joint Proposal includes a broad range of 

performance-related mechanisms, some of which are more stringent 

than those currently applicable to Central Hudson. All of these 

performance mechanisms would continue until modified by the 

Commission in a subsequent proceeding. The Joint Proposal also 

incorporates provisions mandating specific levels of 

expenditures for important safety, maintenance, and 

infrastructure development activities. 

a. Performance Mechanisms 

i . Service Quality 

Under the terms of the Joint Proposal, the Service 

Quality Performance Mechanism included in Central Hudson's 

current rate plan would be continued with two changes. First, 

the target for the PSC complaint rate would be made more 

stringent, with the allowed number of complaints reduced from 

1.7 per year per 100,000 customers to 1.1. Second, the maximum 

negative revenue adjustment (NRA) imposed as a result of failure 

to meet defined targets would be doubled from $1.9 million 

annually to $3.8 million. During a period of dividend 

restriction under the financial provisions of the Joint 

Proposal, the maximum NRA would be increased even further, to 

$5.7 million, and it would rise again, to $7.6 million, if 
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performance targets were missed three times in any five-year 

period. 17 

ii. Electric Reliabllity 

The Joint Proposal would maintain the electric 

~eliability standards included in Central Hudson's current rate 

plan. As with the service quallty performance mechanism, 

potential NRAs would be doubled immediately, tripled in the 

event of a dividend restriction, and quadrupled if targets were 

missed in three of any five calendar years. In addition, 

Attachment II to the Joint Proposal defines uniform reporting 

requirements that are intended to aid our monitoring of Central 

Hudson's performance and to contribute to consistency of 

reporting among utilities. 

iii. Gas Safety 

As with electric reliability, the gas safety 

perfor~ance targets in Central Hudson's current rate plan would 

be continued, with potential NRAs immediately doubled, cripled 

in the event of a dividend restriction and quadrupled ~f targets 

are missed in three of five calendar years. In addition, the 

Joint Proposal would establish a new metric for compliance with 

certain pipeline safety regulations set forth in 17 NYCRR 

Parts 255 and 261, with potential NRAs of up to 100 basis 

17 In response to a question from the judges, the signatories 
clarified that this was what was intended by the phrase "if 
targets are missed for three years within the next five year 
period," in section IV.B.2 of the Joint Proposal. 
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points. 18 The provision is essentially the same as those we have 

adopted for Corning Natural Gas and National Grid. 19 

iv. Leak-Prone Pipe 

The Joint Proposal would increase required annual 

expenditures for the replacement of leak-prone pipe, as 

determined through a risk-based analysis, from $6.0 million to 

$7.7 million, as recommended by Staff. The provision is 

intended to drive down active leaks, reduce leakage rates on the 

distribution system and lower overtime and operating and 

maintenance costs. If Central Hudson fails to expend the 

required amount, one-half of the revenue requirement equivalent 

of the shortfall would be deferred for ratepayer benefit. 

b. Expenditure Requirements 

i. Right-of-Way Tree Trimming 

The Joint Proposal would continue to budget 

expenditures for right-of-way tree trimming through June 30, 

2014 at the level established in Central Hudson's current rate 

plan for the year ending June 30, 2013. At the end of the one

year extension, actual expenditures would be compared to the 

budget. Any shortfall would be deferred for the benefit of 

ratepayers with carrying charges at the pre-tax rate of return. 

18 The Joint Proposal states that all gas safety targets for 
calendar year 2013 remain effective until modified by a 
Commission order; however, the new safety violation metric has 
a calendar year 2014 target. We will require that the 
calendar year 2014 target for the New Safety Violation Metric 
remain in effect until modified by the Commission. 

:9 Case ll-G-0280, Corning Natural Gas Corp., Order Adopting 
Terms of Joint Proposal and Establishing a Multi-Year Rate 
Plan (issued April 20, 2012), p. 21; Cases 12-8-0201 and 
12-G-0202, Niagara Mohawk Power Corp. d/b/a National Grid -
Electric and Gas Rates, Order Approving Electric and Gas Rate 
Plans in Accord with ~oint Proposal (issued March 15, 2013), 
pp. 13-14. 
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ii. Stray Voltage Testing 

The Joint Proposal would establish targeted 

expenditures for the year ending June 30, 2014, of $2.023 

million for stray voltage testing and $350,000 for stray voltage 

mitigation. If Central Hudson's expenditures fell short of 

either of the targets, the shortfall would be deferred for the 

benefit of ratepayers with carrying charges at the pre-tax rate 

of return. 

iii. Infrastructure Investment 

The Joint Proposal would continue the net plant 

reconciliation mechanism included in Central Hudson's current 

rate plan with new targets established for the year ending 

June 30, 2014. Actual net plant in service as of thaL date 

would be compared to the targets and the revenue requirement 

impact of any difference would be calculated using the 

methodology described in Attachment IV to the Joint Proposal. 20 

If the difference were negative, Central Hudson would be 

required to defer the revenue requirement impact for the benefit 

of ratepayers with carrying charges at the pre-tax rate of 

return. If the difference were positive, no deferral would be 

permitted. 

B. Incremental Benefits 

While the provisions of the Joint Proposal discussed 

above are intended to be beneficial to ratepayers, their primary 

purpose is to reduce the potential for negative impacts from the 

merger. Consequently, to ensure a net positive outcome for 

ratepayers, the Joint Proposal includes a number of provisions 

that are designed to generate incremental benefits that would 

not be realized in the absence of the merger. 

20 The signatory parties confirmed that references to 
"Attachment III" on page 34 of the Joint Proposal should read 
"Attachment IV." 
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1. Rate Freeze 

The 0oint Proposal provides that Central Hudson rates 

currenLly scheduled to remain in effect through June 30, 2013, 

would continue through June 30, 2014 - a one-year rate freeze. 

2. Earnings Sharing 

Central Hudson's current rate plan specifies that when 

the utility's earned return on equity exceeds 10.5%, ratepayers 

receive 50% of the excess up to an earned return of 11.0%; 80% 

of the excess between 11.0% and 11.5%; and 90% of the excess 

over 11.5%. Under the terms of the Joint Proposal, the 50% and 

90% sharing thresholds would be lowered, and the 80% sharing 

level would be eliminated. Ratepayers would be credited wi~h 

50% of earnings between ~0.0% and 10.5%, and 90% in excess of 

10.5%. In addition, Central Hudson would be required to apply 

50% of its share of earnings exceeding 10.5% to write down 

certain deferred expenses that would otherwise be recovered in 

rates, provided that doing so would not reduce the actual earned 

return below 10.5%. 

3. Synergy Savinas 

The signatories to the Joint Proposal agree that the 

merger ~ransaction will generate synergy savings of at least 

$1.85 million annually, and Central Hudson would guarantee this 

amount for five years, for a total of $9.25 million. The 

savings would begin to accrue in the month following closing of 

the merger transaction and would be available for rate 

~itigation at the start of the first rate year in the next rate 

case filed by Central Hudson. 

4. Deferral Write-Offs and Future Rate Mitigation 

The Joint Proposal specifies that upon closing of the 

merger, Fortis will provide Central Hudson $35 million which 

will be recorded as a regulatory liabiljty, to be used to write 
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down storm restoration expenses for which deferral and recovery 

from ratepayers has been requested in three pending petitions to 

the Commission, including most notably one for Superstorm 

Sandy. 21 The total deferral requested in those petitions is 

$29.7 million, of which $11.1 million has been denied, with 

petitions for rehearing pending. The total deferral authorized 

will, therefore, be less than $35 million. The Joint Proposal 

provides that the unused portion of the $35 million will be 

reserved for the benefit of ratepayers as a regulatory liability 

with carrying charges at the pre-tax rate of return, subject to 

future disposition by the Commission. 

5. Community Benefit Fund 

In addition to the $35 million for deferral write-offs 

and rate mitigation, Fortis would be required to provide Central 

Hudson $5 million for a Community Benefit Fund to be used for 

low-income customer and economic development programs. 

a. Low-Income Program Enhancements 

The Joint Proposal specifies that $500,000 from the 

Community Benefit Fund would be used to supplement funds 

currently provided in rates for programs targeted to low-income 

customers. Currently, Central Hudson provides a bill credit of 

21 The three cases involve storm restoration costs associated 
with Hurricane Irene in August 2011, a major snowstorm in 
October 2011, and Superstorm Sandy in October 2012. In 
Case ll-E-0651, Central Hudson Gas & Electric Corp.- Storm 
Restoration Expenses for the Rate Year Ended June 30, 2012, we 
approved deferral of $8.9 million in expenses associated with 
Irene. Central Hudson had sought deferral of $11.4 million. 
A petition for rehearing is pending. In Case 12-M-0204, 
Central Hudson Gas & Electric Corp.- Costs Associated with the 
October 29, 2011 Snow Storm, we denied recovery of $8.6 
million associated with the snowstorm. A petition for 
rehearing is pending. In Case 13-E-0048, Central Hudson Gas & 
Electric Corp.- Deferred Incremental Costs, Central Hudson 
seeks deferral of $9.7 million in costs associated with 
Superstorm Sandy. The case is pending. 
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$11.00 per month for all customers who are Home Energy 

Assistance Program (HEAP) recipients. Under the Joint Proposal, 

within 30 days after an order in this case, Central Hudson would 

implement a new schedule of discounts providing credits of 

$17.50 per month for HEAP-participant heating customers 

receiving only electric or only gas service, and $23.00 for 

those receiving both. Non-heating customers would receive 

credits of $5.50 for one service, or $11.0C for both, provided 

that customers currently receiving an $11.00 credit for a single 

service would continue to receive that amount. Central Hudson 

would also be required to waive reconnection fees for 

participants in its low-income programs up to a total of 

$50,000. If the total cost of the programs exceeded the amount 

allowed in rates plus the $500,000 from the Community Benefit 

Fund, the shortfall would be made up from funds previously 

deferred for the benefit of the low-income programs, with any 

excess deferred as a regulatory asset. Central Hudson would be 

required to continue to refer participants in its low-income 

programs to the New York Energy Research and Development 

Authority's EmPower New York program for energy efficiency 

services. Finally, the Joint Proposal establishes a schedule 

for quarterly reporting on low-income programs to the 

Commission, and specifies the data to be provided. 

b. Economic Development 

The Joint Proposal provides for $5 million dollars to 

be allocated by Central Hudson for the support of economic 

development programs. The $5 million would consist of $4.5 

million from the Community Benefit Fund and $500,000 from 

Central Hudson's existing Competition Education Fund. Within 15 

days after an order in this case, Central Hudson would file a 

proposal with the Commission for modification of its existing 

economic development programs and would request expedited 
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consideration. The modifications would provide for Central 

Hudson to continue to administer its programs pursuant to 

existing Commission authorizations with input from the counties 

in its service territory. They would also establish a criterion 

that applicants for project funding that do not have 

participation from Empire State Development, a county industrial 

development agency, a county community college, or a local 

municipal resolution would seek a letter of support from the 

county where the project would be located. Central Hudson would 

also agree to seek county participation in economic development 

grant award notifications and announcements, and would meet 

twice a year with representatives of all the counties in its 

service territory. 

6. State Infrastructure Enhancements 

The Joint Proposal would commit Central Hudson to 

continue to support the New York State Transmission Assessment 

and Reliability Study, the Energy Highway, and economically 

justified gas expansion. Fortis would agree to provide equity 

support to the extent required by Central Hudson for projects 

that receive regulatory approval and proceed to construction. 

7. Gas Expansion Pilot Program 

Central Hudson would commit to continue its existing 

gas marketing expansion campaign during the rate freeze period 

and would continue to provide information and assistance to 

customers who are seeking or considering gas service. Where 

adequate financial commitments and reasonable franchise 

conditions can be securedr it would pursue expansion of gas 

facilities to areas not currently served and would seek 

expedited Commission approval for such expansion. Within 90 

days of an order in this case, Central Hudson would initiate a 

modified gas service request tracking system retaining 

sufficient data to demonstrate why service was or was not 
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initiated. In addition, by July 1, 2013, or as part of a new 

franchise filing, Central Hudson would propose a limited pilot 

expansion program designed to test a number of innovative 

measures to facilitate gas service expansion. 22 

8. Retail Access 

For the stated purpose of supporting the Commission's 

retail market development initiatives, the Joint Proposal would 

require Central Hudson within 90 days following the closing of 

the merger transaction to include a total bill comparison on all 

retail access residential bills using consolidated billing. The 

comparison would be generated using an existing Central Hudson 

program that has already been implemented. In addition, within 

60 days after the issuance of an order in this case, Central 

Hudson would be required to file a proposal to provide payment

troubled customers -- those subject to service termination 

with similar bill comparison information. The cost of 

implementing these initiatives would be paid from Central 

Hudson's existing Competition Education Fund. If the balance in 

the fund were inadequate, Central Hudson would be permitted to 

defer the excess cost. Central Hudson would report quarterly to 

Staff on the progress of its bill comparison efforts. 

DISCUSSION OF EXCEPTIONS TO THE RECOMMENDED DECISION 

In the RD issued May 3r 2013, the judges concluded 

that the transaction as formulated in the JP would not provide 

net benefits sufficient to justify Commission approval. Briefs 

on exceptions were filed May 17 by Petitioners, Staff, CLP/COA, 

MI, PULP, and UIU; and briefs opposing exceptions were filed on 

or about May 24 by all those parties except UIU. Our 

consideration of the RD, the exceptions, and the other comments 

zz Given the timing of this order, we will extend this deadline 
to September 1, 2013. 
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and filings that we have received leads us to reject the RD's 

ultimate conclusion, while accepting raost of its reasoning, as 

explained below. 

Overall Balance of Interests 

The judges evaluated the proposed transaction in 

accordance with the analytic approach that we stated in our 

Iberdrola decision and recapitulate in the concluding section of 

this order. That is, the judges compared the transaction's 

inherent benefits with any offsetting risks or detriments, 

mitigated insofar as possible, to determine whether the merger 

would provide net positive benefits or could be made to do so 

through the addition of monetary positive benefit adjustments, 

On exceptions, Petitioners argue that the RD misdefined and 

misapplied the Iberdrola criteria. We disagree, although cur 

ultimate conclusion approving the ~erger differs from the 

judges' . 

We conclude that Petitioners' exceptions in this 

regard are moot, for reasons which nevertheless merit further 

comment. First, of course, is that we are approving the 

transaction, obviating whatever concerns the parties may have as 

to precisely what route the judges followed in arriving at their 

recommendation to the contrary. 

More significantly, there is little fundamental 

differe~ce between our reasoning and the judges'. While the RD 

attached considerable weight to public comments in which 

customers subjectively seemed to devalue the economic benefits 

of the transaction, the judges disagreed with nearly all the 

other contentions raised in opposition to the merger, namely 

that: its economic benefits would not materialize, it would 

create NAFTA issues, its low-income provisions were inadequate, 

foreign ownership would be objectionable, the financial risks 
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would be unacceptable, and environmental values would be 

impaired. 

The judges accepted the opponents' views in only two 

respects: that the transaction would create uncertainty for 

employees, and that the community's sense of attachment to an 

independent Central Hudson outweighed the merger's benefits. 

However, even these two limited reservations on the judges' part 

were closely tied to circumstances that either have changed or 

that we view differently than did the judges: the unionized and 

non-unionized workforce have withdrawn their opposition to the 

merger, and we do not observe the monolithic opposition among 

the general public that the judges found so unusual. Moreover, 

the RD's entire balancing of all the proposal's benefits and 

detriments was expressly hedged with an acknowledgement by the 

judges thac their analys~s was unavoidably qualitative and, 

therefore, that other observers, such as the Commission, might 

reasonably reach a contrary result. 

For all these reasons, we think the RD is sui generis 

and, contrary to the Petitioners' exceptions, cannot usefully be 

criticized as a violation of general principles re~evant to a 

§70 public interest determination. 

Our on~y remaining concern about the exceptions is 

Petitioners' argument that the essence of the Iberdrola test is 

a comparison of economic benefits among various approved mergers 

on a per capita basis. We disagree with this exception. The RD 

properly ccP.cluded that such compariso~s are problemdtic because 

of significant di ff er·ence8 amoru:1 Lhe rr,ergers themselves, and 

because a quantitative comparison does not capture possible 

changes in Commission policy over time. Nor do we agree with 

Petitioners' argument that the RD should have considered the 

alleged financial and ma~agerial superiority of Fortis as 

compared with acquiring parent companies in other mergers. 
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While the characteristics of an acquiring company may well be 

highly relevant in a given case, no two cases are identical; 

each presents detriments and benefits to be weighed against each 

other, not necessarily in compariso~ with other transactions. 

In summary, the RD reflects a valid definition and 

understanding of the relevant standard of review under the 

Iberdrola precedent. Nevertheless, based on our own weighing of 

the merger's benefits, detriments, and mitigation measures, we 

conclude that approval would satisfy the public i~terest 

criterion of PSL §70 for the reasons cited in the RD and herein. 

Economic Benefits 

The RD found that the $9.25 million in guaranteed rate 

savings I the $ 35 million payment by Fortis to Central Hudson to 

establish a regulatory liability for the benefit of ratepayers, 

and $5 million to be provided by Fortis to establish a Coromunity 

Benefit Fund are tangible monetary benefits that will be 

realized only as a result of the merger. In contrast, it 

concluded that the one-year rate freeze should not be credited 

with providing any significant ratepayer value, because rates 

could not be raised until nearly the end of the freeze year even 

if Central Hudson filed for such an increase immediately. 

Petitioners take exception to the latter conclusion, pointing 

out tha~ the rate freeze would preclude Central Hudson from 

recovering $8.7 million in carrying charges related to capital 

investments made during the year. 

PULP, on exceptions, argues that the $35 million 

regulatory liability is not as concrete a benefit as the RD 

found. It says lhat, normally, deferral petitions are subject 

to strict scrutiny and mJst satisfy well-established Commission 

criteria before they are allowed. Here, PULP says, Central 

Hudson is being permitted to treat untested storm recovery 

expense claims as if they were sure to be approved, and to treat 
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the offset of those unproven claims as though Lhey were benefits 

of the merger. 

PULP's arguments are simply wrong. As we explained 

above, Central Hudson will be perreitted to offset the $35 

million regulatory liability o~ly against storm expenses that 

have been fully reviewed and approved by the Commission. Orders 

have now been issued in proceedings on two of the petitions 

cited in the Joint Proposal involving deferral requests totaling 

$2U million for Hurricane Irene and the October 201~ snowstorm. 

The orders rejected deferral of $11.1 million, over 55% of the 

amounts claimed. The $35 million fund established pursuant to 

the Joint Proposal will be used only to eliminate or reduce 

amounts that would be recovered from ratepayers under normal 

ratemaking star.dards. It is a real, monetary benefit. 

As to the rate freeze, the issue is essentially moot. 

While it may provide some quantifiable benefit to ratepayers, as 

Petitioners allege, that benef:t is not necessary for our 

decision. We find that the well-defined, tangible economic 

benefits are more than adequate to provide a net positive 

benefit to ratepayers. 

Jobs 

Both Petitioners and Staff take exception to the RD's 

conclusion that even after consideration of the job retention 

provisions of the Joint Proposal, workforce uncertainty remained 

an unmitigated risk of the merger. Petitioners contend that the 

preservation of pre-merger contract rig~ts and the two-year no

layoff period provided by the Joint Proposal actually enhance 

err.ployee security. Staff adds that the Joint Proposal's 

requirement for Central Hudson to file employee level 

information with the Commission for two years, combined with 

increased disincentives for fail~re to meet performance targets 

and a requirement of CoITL~ission approval for the transfer of 
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functions to a shared services affiliate, minimizes the 

likelihood of post-acquisition downsizing. 

We tind this issue to be substantially less of a 

concern than it was at the time of the RD. Since the issuance 

of the RD, IBEW Local 320 has reached an agreement with 

Petitioners that will provide even greater job security to union 

employees than is offered by the Joint Proposal. As a result, 

IBEW Local 320 now fully supports the merger. Moreover, since 

the RD, we have receivea nearly 200 comments from non-union 

employees of Central Hudson expressing support for the merger. 

Given this level of support from throughout the organization, we 

find no basis for concluding that the merger can be expected to 

have a detrimental impact on jobs at Central Hudson. 

NAFTA 

The RD addressed a contention first put forward by 

PULP that the North American Free Trade Agreement (NAFTA) could 

threaten our ability to regulate Central Hudson. The threat 

allegedly arises from the treaty's anti-expropriation provisions 

which allow foreign investors from NAFTA member states to seek 

compensation for goverrunent actions that are "tantamount to 

expropriation" without compensation. The RD thoroughly analyzed 

cases cited by PULP and by other commenters and concluded that 

those cases suggested that: 

a state regulatory agency acting lawfu:ly within 
its statutory authority is not liable to a claim 
of damages under NAFTA unless an entity covered 
by the treaty can demonstrate that it made its 
investment in the state pursuant to express 
commitments made by the agency which were 
subsequently broken. 23 

As the RD noted, none of the Petitioners has been assured of any 

particular regulatory treatment by the Commission. 

23 RD, p. 4 6, 
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On exceptions, PULP reiterates its claim that NAFTA 

will be a threat if the acquisition is approved, and PULP is 

joined in this contention by CLP/COA. Each argues that 

regardless of the current state of the case law, the existence 

of NAFTA presents a risk that our future regulation of Central 

H~dson may be compromised by a fear of expropriation claims. 

CLP/COA adds that the judges must have perceived some ris~ as 

they suggested in the RD that we might condition approval of the 

acquisition on Petitioners' certification that they have been 

promised no particular future regulatory treatCTent. 

PULP and CLP/COA present no new legal authority or 

other information to discredit the Judges' conclusion that NAFTA 

presents no risk to our regulatory jurisdiction. Their 

arguments are speculative, at best. 

FJrthermore, the RD did not recommend ~hat we 

condition approval of the merger o~ a certification that 

Petitioners have received no express promise of particular 

regulatory treatment. It said, rather, that we could do so if 

we were concerned that there might be some doubt on that point. 

We have no such concern. The RD correctly stated that no such 

express assurances have been given. We find thaL the rights 

afforded Fortis under NAFTA do not present a credible risk to 

the public interest such as would require the imposition of any 

specific conditions on the merger beyond those provided for in 

the Joint Proposal. 

Low-Income Programs 

The RD found that the Joint Proposal's provisions for 

enhancing programs aimed at low-income customers are reasonably 

well suited to that purpose and quantitatively significant. It 

did not, however, consider the enhancements to be a benef~t of 

the merger, because they could have been obtained without the 

transaction, such as through a rate case. 
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UI0, on exceptions, finds the latter conclusion 

troubling. It says that the increase in the monthly discount 

tor combination gas and electric customers provided for in the 

Joint Proposal is unprecedented, both in percentage and dollar 

terms, and with respect to the source of the funds to pay for 

it. An increase in funding for low-income programs coming from 

shareholders rather than ratepayers has never been achieved 

before, UIU asser~s. Even assuming such a result could be 

obtained in a rate case, UIU adds, that could not happen for at 

least a year. According to UIU, causing the poorest of Central 

Hudson's customers co forgo the increased monthly discount 

provided in the Joint Proposal for an additional year is clearly 

not in the public interest. 

PuLP, by contrast, reiterates its view that the 

provisions for low-income customers are inadequate. It argues 

that further steps must be taken to reduce the level of service 

terminations on the Central Hudson system, which place an 

additional burden on already economically stressed cuscomers. 

Central Hudson's rate structure should generally be made more 

equitable, PULP argues, with added low-income protections, and 

collection efforcs showing deference tu the needs of 

economically vulnerable consumers. 

We agree with UIU that the low-income customer 

discount enhancements specified in the Joint Proposal are unique 

and should have been considered an additional benefit of the 

merger. While it is true that such changes could, in theo~y, 

have been achieved through c:1 rc:1Lt:! case, it is unlikely that they 

would have been so advantageous to customers in both size and 

funding source; and in a~y case, they would not have been 

achieved for a year, and perhaps longer. lt may be reasonable 

to argue that measures included in a Joint Proposal involving a 

utility acquisition, if they merely reflect established 
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Commission policy routinely implemented in rate cases, result 

from the policy rather than from the transaction under 

consideration. Here, however, the low-income program 

en~ancements go well beyond what might be considered normal, 

incremental progress that could be expected in a rate case. 

PULP reiterates arguments made previously that were 

adequately addressed in the RD. For now, we are satisfied that 

low-income programs for Central Hudson customers will be 

significantly improved when the terms of the Joint Proposa~ are 

implemented. 

Foreign Ownership 

In response to comments arguing that the merger would 

be contrary to the public interest because it would result in 

ownership of Central Hudson by a foreign company, the RD 

concluded that foreign ownership is not objectionable per se, 

but that it could complicate our oversight of Central Hudson. 

On exceptions, MI argues that this conclusion is 

inconsistent w:th the RD's finding that the Joint Proposal's 

regulatory safeguards would mitigate such risks to the fullest 

extent possible. Petitioners add that there were no disputes 

between them and Staff over the production of documents and 

informa~ion, assurance of cooperation from Fortis, maintenance 

of transparency, or other issues related to facilitating tr.e 

regulatory process. The provisions of the Joint Proposal 

addressing these matters were agreed to by Staff and many were, 

in fact, substantially similar to those in the RSA under which 

CHEG and Central Hudson are currently operating. 

We agree with Lhe RD that foreign ownership of Central 

Hudson is not inherently object~onable, but we do not agree that 

it will necessarily complicate our regulatory oversight. One 

clarification is required, however, to ensure that the 

provisions of the Joint Proposal negotiated by Staff are 
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interpreted consistently by all parties in a manner that will 

ensure the level of cooperation and access to information we 

expect from the parent companies of requlated utilities. 

Acceptance of the terms of this order will confirm that 

Petitioners understand and agree that the Commission and the 

Department of Public Service Staff shall have access to the 

books and records of Petitioners and all of their affiliates to 

the extent such information and materials are relevant to the 

Commission's exercise of authority under the PSL or any other 

applicable statute. Our authority to review such books and 

records is vital to ensuring that ratepayers are protected under 

the new organization. Therefore our approval of this 

acquisition as in the public interest is conditional upon the 

affirmation of this legal authority. 

Community Values 

As the RD explained, the judges were troubled by the 

prospect that the merger would impair a unique affinity that 

Central Hudson has built with its community in a small, closely 

knit service territory. In assessing the transaction's benefits 

and detriments pursuant to the analytic framework defined in our 

Iberdrola decision, they counted the supposed erosion of this 

community relationship as a detriment. Other than CLP/COA, all 

parties except. 

The judges found that local public opposition to the 

merger was relevant in primarily two respects. First, they 

noted that effective management of the utility company depends 

on a collaborative relationship between the company and its 

customers, especially at a time like the present when regula~ors 

are attempting to help utilities develop new services requiring 

customer acceptance and ~ooperation. As a few examples, we 

would cite our effor~s on behalf of initiatives such as improved 

emergency response efforts, energy efficiency programs, retail 
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access by energy services companies, smart grid technology and 

time-of-use pricing, electric and gas infrastructure upgrades 

and expansion, and increased reliance on distributed generation 

and demand response. 

We agree with the judges that any deterioration in 

customer relations because of the merger would be detrimental 

insofar as it might impede management performance in these 

areas. However, as the Iberdrola analysis recognizes, the 

weighing of benefits and detriments is a qualitative exercise; 

and risks or detriments, once identified, may be at least partly 

counterbalanced by mitigating circumstances or directives. One 

mitigating factor in this instance is that we expect Central 

Hudson's commitments to the State's environmental and energy 

policy objectives will continue unabated by the merger. 

Another mitigating factor is that Petitioners have 

justified the merger partly on the basis of their 

representations that "~ortis operates a stand-alone business 

model whereby the holding company provides financial support for 

the utility operations ... 1 but has only minimal and infrequent 

involvement in the day-to-day management of those operations . 

... Fortis believes that, where an acquired utility is 

fundamentally sound and well-managed, it should be allowed to 

continue operating as a locally managed company that is 

responsive to local regulatory requirements .... " 24 We expect 

this "federal" governance model will minimize any change 

experienced by customers in their interactions with Central 

Hudson. 

In addition to customers' future dealings with Central 

Hudson, the judges' second concern about negative community 

opinion was that it diminishes the value of the transaction's 

Petitioners' initial statement supporting the Joint Proposal, 
pp. 4-5. 
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benefits insofar as customers prize preservation of the 

corporate status quo more highly than the economic benefits 

offered in the Joint Proposal. We disagree with the merger 

proponents' exceptions to this aspect of the RD; contrary to 

their objections, it was not error for the judges to rely o~ 

public opinion merely because opinions are difficult to measure 

or may be misinformed. These infirmities certainly add to the 

difficulty of quantitatively analyzing a transaction's net 

benefits, but they do not nullify the relevance of customer 

preferences. 

Financial Safeguards 

The RD enumerated the many cond~tions included in the 

Joint Proposal that are designed to protect the financial 

integricy of Central Hudson in the event that it becomes a 

subsidiary o( Fortis. It concluded that those conditions are 

reasonably designed to mit~gate the concerns to which they are 

addressed. 

On exceptions, PULP argues that any hope ~hese 

financial protection provisions will perform as intended is 

unwarranted. PULP says a bankruptcy court has concluded that an 

independent director cannot be bound to vote against a volunlary 

bankruptcy filing, and this allegedly means that the "golden 

share" holder appointed pursuant to the Join~ Proposal cannot be 

relied JD to protect ulility customers. PULP also speculates 

that there may be other "cross-border" complications that could 
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defeat the financial protection provisions required by the Joint 

Proposal.~: 

PULP's arguments are unpersuasive. The bankruptcy 

ruling it refers to was addressing the obligations of an 

independent member of the board of directors. It stated that a 

director has an inherent fiduciary responsibility to protect the 

interests of shareholders. A director cannot be relied upon to 

vote against a voluntary bankruptcy if that is the best course 

of action available. The holder ot the ''golden share" to be 

appointed under the terms of the Joint Proposal, by contras~, 

will have no such conflict. It will represent a special class 

of preferred stock whose only interest is in avoiding voluntary 

bankruptcy. There are no other fiduciary responsibilities for 

this trustee to balance. PULP's renaining contentions regarding 

other potential "cross-border" complications are not 

sufficiently concrete to be given significant weight in our 

decision. 

CLP/COA also criticizes the RD's conclusions 

concerning financial protections. First, it contends, in 

essence, that Fortis is engaged in numerous ventures which may 

present risks that cannot now be foreseen and addressed by the 

Joint Proposal. Second, CLP/COA argues that the lower credit 

rating of Fortis makes a future downgrade for Central Hudson 

likely, but the Joint Proposal provides protection for 

ratepayers from the cost of such a downgrade for only three 

years. Finally, CLP/COA maintains that the accounting goodwill 

created by the proposed merger is too great to be sustainec. It 

PULP also suggests that Fortis's own investment guidelines 
state that the company will oppose proposals for golden 
shares when they arise, and suggests that this implies that 
fortis will attempt to negate the requirement in this case, 
perhaps using NAFTA. Pe~itioners point out, however, that 
the documents cited by PULP pertained to an unrelated company 
named "Fortis," not :Cortis Inc. of Canada. 
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says the goodwill will inevitably be impaired and ratepayers 

cannot be fully insulated from the effect of the resulting 

write-down or write-off. 

Staff responds that Fortis's ventures are not overly 

risky. Over 90% of its investments are in low-risk North 

American regulated utilities. It points out that even if For~is 

suffers losses in its other businesses, the Joint Proposal 

includes provisions that would prevent Ce~tral Hudson from being 

used as a source of cash. Tnese provisions, one of which is 

continued from the RSA and one of which is new, limit or 

preclude the payment of dividends by Central Hudson to its 

parent if Central Hudson's credit rating or equity ratio falls 

below defined levels. 

As to the time limitation on the automatic protection 

of ratepayers from the effects of a Fortis downgrade, Staff 

poin~s out that this provision is new and is the product of 

lessons learned from previous ~ergers. It says that in 

combination with the dividend restriction, the provision ensures 

adequate protection for ratepayers. 

With respect to goodwill, Staff states that it was 

keenly aware of the issue and recognized the risk. It says ~ha~ 

a significant portion of the positive benefit adjustments 

negotiaLed as part of the Joint Proposal were intended to 

compensate for that risk. 

Petitioners respond that CLP/COA itself acknowledges 

that the fi~ancial protection provisions of the Joint Proposal 

are as comprehensive, and even stronger, than analogous 

conditions we have imposed in other recent mergers. Petitioners 

contend that CLP/COA has failed to demonstrate why these 

provisions will not perf• rTI their intended functions, and they 

point out that Standard & Poor's has concluded that the ~ring 

fencingu set forth in ~he Joint Proposal could enable t~e rating 
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agency to differentiate the ratings of Central Hudson from those 

of Fortis. 

Furthermore, Petitioners argue, far from being 

inevitable as CLP/COA alleges, neither a credit downgrade nor an 

impairment of goodwill is likely for Fortis. They say that 

Fortis's level of goodwill after acquiring CHEG will be 

substantially lower than t~at of Iberdrola after its acquisition 

of Energy East. Petitioners note that Standard & Poor's and 

Dominion Bond Rating Services attirmed Fortis's ex~sting credit 

ratings after announcement of the merger agreement. In any 

event, they say, the ring fencing provisions of the Joint 

Proposal ens~re that the risk of any goodwill impairment will be 

borne by shareholders of Fortis, not the ratepayers of Central 

Hudson. 

With the addition of one further condition described 

below, we conclude the financial safeguards provided for iTT the 

Joint Proposal are adequate to protect Central Hudson's 

ratepayers from any fluctuations in the fortunes of the 

utility's parent company. Dividend restrictions combined with 

money pooling limitations and the ban on cross-default 

provisions will preclude Central Hudson from being used as a 

cash or credit source for Fortis's other ventures. The "golden 

share" requirement will prevent the placement of Central Hudson 

in voluntary bankruptcy. Goodwill accounting requirements will 

preclude the effects of any impairment that may occur from being 

reflected in utility rates. The automatic exclusion from rates 

of any credit cost increase attributable to a downgrade of 

Fortis's credit will be in place for only three years, but 

protection for ratepayers does not end with its expiration. 

Under our normal rate-setting standards, we have, and intend to 

exercise, the authority to exclude from rates any credit costs 

incurred by Central Hudson that are attributable to its parent 
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and are in excess of the cost of credit that would be incurred 

by the utility standing alone. 

Based on our experience with previous mergers, we will 

add to these safeguards a further provision concerning tax 

liabilities. During discovery, Fortis informed Staff that, post 

merger, Central Hudson's United States federal and New Yori 

State income tax returns would be filed as part of the 

consolidated tax returns of FortisUS, the holding company for 

Fortis's United States subsidiaries. Such consolidated tax 

returns join the regulated and competitive market affiliates of 

Fortis and could expose New York ratepayers to tax liabilities 

that are the responsibility of the non-reg~lated or out-of-state 

subsidiaries of Fortis. To prevent this risk, we will require 

that Petitioners commit that Fortis will indemnify Central 

Hudson for any tax obligations Central Hudson incurs that it 

would not have incurred if it had filed on a stand-alone basis. 

Fortis also informed Staff thaL it expects that the 

staff o= Central Hudson will prepare the consolidated returns 

and that tax elections and filing positions related to the 

return will be determined by Central Hudson management, with 

input provided by Fortis where required as it may relate tc the 

nature of the business activities of FortisUS Inc. and the non

regulated businesses of CHEG. 26 We will require that an Income 

Tax Preparation and Sharing AgreemenL be adopted and used to 

formalize this relationship, protect Central Hudson's customers, 

and allocate tax benefits and obligations among the companies 

participating in the consolidated income tax returns. The 

agreement is to be submitted as a compliance filing in this 

proceeding within 90 days following the closing of the merger 

26 Responses to Staff Interrogatories DPS-M27B (Sta=f's DPS-M78) 
and DPS-M316 (Staff's DPS-M116), which were provided in Staff 
Policy Pan.el Exhibit (PP-1) . 

-43-



HYDRO ONE/804 
Schmidt/Page 47 of 162

CASE 12-M-0192 

transaction. It must provide for full Staff access to all 

income tax records of subsidiaries that Join in the consolidated 

tax return with Central Hudson, and must also define the 

contractual mechanism for implementing the income tax 

indemnification requirement defined above. 

The financial safeguards defined in the Joint 

Proposal, with the one addition we have made, are strong and 

comprehensive. They are fully adequate to protect the interests 

of Central Hudson's ratepayers. 

Environment and Infrastructure 

In the RD, the judges rejected concerns raised by 

commenters that Fortis might reverse policies of Central Hudson 

to promote alternative and green energy within its service 

territory. The RD found such concerns misplaced, reasoning 

that, because of the differing roles of Central Hudson as a 

distribution utility and Fortis as an owner of other 

subsidiaries in the generation business, Fortis's past 

performance in other settings had little bearing on Central 

Hudson's future conduct as a Fortis affiliate subject to our 

regulatory supervision. CLP/COA excepts, expressing strong 

misgivings about Fortis's record in matters involving utility 

infrastructure and environmental impacts, and Petitioners 

contest CLP/COA's allegations in response. 

7he exception is denied. First, we decline to 

evaluate clai~s regarding the highly impassioned and localized 

disputes noted by CLP/COA, because they already have been 

adjudicated in other jurisdictions and because our investigative 

abilities and resources are better employed in deciding 

questions material to cases pending before us. 

Another, related consideration is that, as the judges 

observed, Central Hudson's scope of activity as an energy 

distribution company differs significantly from that of Fortis 
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as an energy producer. CLP/COA responds that Central Hudson's 

distribution system should and will evolve as dictated by 

environraental and energy policy objectives, and we agree. But 

the fact remains that, regardless of Central Hudson's corporate 

structure, the distribution system will continue to be designed, 

maintained, and operated by Central Hudson under New York's 

jurisdiction and regulations, in furtherance of the State's 

policies as adopted from time to time. 

Moreover, CLP/COA's concerns presuppose that Fortis's 

corporate outlook will contradict and supersede Central 

Hudson's. We find this assumption simplistic in several 

respects. First, as noted, the two firms are in different lines 

of business. Second, the supposition that Fortis would override 

Central Hudson's fundamental orientation toward environmental 

issues overlooks Petitioners' representations, which we deem 

binding upon them, that Fortis's decentralized model of 

corporate control will afford latitude to local management in 

case of differences between subsidiary and parent in terms of 

policy orientation or priorities. 

Central Hudson has a long-standing history of proven 

commitment to environmentally positive policies and practices. 

For example, the company supports about 1,323 net-metered 

residential or business customers using renewable generation 

(predominantly 14 megawatts of solar photovoltaic capacity) in 

its service territory, with another 148 systems pending. A 

major reason for this relatively large amount of installed solar 

PV capacity, which offsets an estimated 5,600 tons of greenhouse 

gas emissions annually, is that Central Hudson has been one of 

New York's most cooperative utilities in facilitating 

interconnection for customers that install renewable energy. 

Central Hudson's level of support for renewable energy 

reflects not simply internal corporate culture but also the 
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conditions 1n which the company operates. Thus, Central 

Hudson's relatively early embrace of farsighted environmental 

policies has been partly a response to the State's financial 

incentive programs and p~rtly a response to the high degree of 

environmental awareness that prevails among its customers. 

Regardless of corporate structure, we expect Central Hudson's 

orientation in that respect will continue to comport with state 

policies and customer preferences in its service territory, and 

therefore that the subsidiary will continue actively supporting 

expanded use of environmentally sound energy resources. 

Of course we also will exercise our legal authority as 

necessary to reinforce the company's perfor~ance of its 

obligat~ons under New York laws and regulations and we will 

monitor Central Hudson's responses to policy guidance, if any, 

from Fortis. 

Retail Access 

The Joint Proposal would call for Central Hudson to 

include, within 90 days following the closing of the merger 

transaction, a total bill comparison on all retail access 

residential bills using consolidated billing. The comparison 

would be generated using an existing Central Hudson program that 

has already been imp:emented. Within 60 days after the issuance 

of this order, Central Hudson would also be required to file a 

proposal to provide payment-troubled customers -- those suhject 

to service termination -- with similar bill comparison 

information. 

The RD noted that the Jo~nt Proposal expressly 

recognized that its provisions might have to be modified based 

on the outcome of the Commission's Retail Energy Markets case. 27 

27 Cases 12-M-0476, et al., Residential aP.d Small Non-residential 
Retail Energy Markets. 

-46-



HYDRO ONE/804 
Schmidt/Page 50 of 162

·------ ----~~ --

CASE 12-M-O192 

It recommended, therefore, that the 0oint Proposal be modified 

to defer implementation of both the publication of bill 

comparisons on the consolidated bills of residential retail 

access customers and the provision of bill comparison 

information to payment-troubled customers until 30 days 

following an order in that proceeding. RESA takes exception to 

this recommendation; it argues that establishing a fixed 

implementation period for these measures is premature, given 

that the outcome of the generic proceeding remains uncertain as 

to how bill comparisons should be presented, or even whether 

they should be used at all. 

Staff and Petitioners also except to the RD, but their 

objection is exactly the opposite of RESA's. They contend that 

Central Hudson is capable of providing the required bill 

compar:sons now and that postponing implementation until 

completion of the Retail Energy Markets case will merely 

engender needless delay. 

We agree with RESA that mandating an implementation 

plan before the nature of the plan to be implemented is fully 

defined would be unwise and potentially an inefficient use of 

resources. Therefore, we will depart from the Joint Proposal's 

terms and instead require that bill comparisons on consolidated 

bills and bill comparison information for payment-troubled 

customers be implemented in conformance with the requirements of 

the order in the Retail Energy Markets case, when issued. To 

the extent that Central Hudson has the capability to provide 

such bill comparisons more quickly or effectively than other 

utilities, that capability can be taken into account in that 

order. 
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PETITIONERS' ENHANCEMENTS 

Following the exchange of briefs on exceptions and 

opposing exceptions, on May 30, 2013, Petitioners filed a letter 

in which they proposed ''final enhancements" to the terms of the 

transaction beyond the terms included in the Joint Proposal. 

These enhancements are: 

1. Petitioners propose an extension of the freeze on delivery 

rates for an additional year beyond that provided in the 

Joint Proposal, to June 30, 2015. While Petitioners do not 

undertake to quantify the value of this additional one-year 

rate freeze, they note that, over the prior seven years, 

Central Hudson's delivery rates increased by an average of 

$23 million per year. They also state ~hat Central Hudson 

is committed to spending $215 million on capital 

improvements to its system by mid-2015. This willingness 

to make such a capital investment without an increase in 

rates to provide a return on that investment is a 

demonstration, they say, of Fortis's strong commitment to 

the State of New York. 

2. Petitioners offer to extend the Joint Proposal's ~no lay

off" commitment for both union and non-union employees of 

Central Hudson from two years to four years. 

3. Petitioners offer to extend, from five years to ten, their 

commitment to maintain Central Hudson's level of community 

support. 

4. Petitioners commit that the new board of directors of 

Central Hudson will include two independent directors who 

reside within Central Hudson's service territory, rather 
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than the one indepeudent director meeting such 

qualifications proposed in the Joint Proposal. 28 

Multiple Intervenors, PULP, and CLP/COA all filed 

comments, on June 5 or June 6, 2013, responding to Petitioners' 

offers of these enhancements. MI asserts that Petitioners' 

offer represents ~meaningful enhancements to the customer 

benefits and protections embodied in the Joint Proposal." MI 

further characterizes the enhancements as "entirely one-sided," 

in that they supplement previously offered benefits and 

protections [or customers without any reduction or Sllbtraction 

of such benefits. Consequently, MI argues that the enhancements 

offer should be evaluated very favorably, and it urges us to 

adopt the Joint Proposal with the enhancements. According to 

MI, the most compelling enhancement is the proposa: ~o extend 

the dellvery rate freeze for an additional year, through 

June 30, 2015. Although MI admits that the benefit is not 

quantifiable, it asserts that the benefit "almost certainly 1s 

material." 

PULP and CLP/COA similarly single out the one-year 

extension of the rate freeze in responding to Petit~oners' 

enhancements. Both PULP a~d CLP/COA argue that the additional 

year is not a benefit. Instead, they say, the offer undoubtedly 

reflects a situation in which Central Hudson is overearning and 

seeking to extend rates that are too high. Both point out that 

Central Hudson's rates were set based upon an allowed re~urn on 

equity (ROE) of 10% 1 a level that would likely be considered too 

The Petitioners' May 30, 2013, letter containing the proposed 
enhancements to the terms of the transaction stated that the 
second director would "reside, do business or work within 
Cenlral Hudson's service territory." Petitioners c:arified 
that this was in error and that the language should be as in 
~he Join~ Proposal where the independent director is required 
to reside in the service territory, and we will so require. 
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high in light of the current interest rate environment. They 

point to recently filed Staff testimony in the pending 

Conso~idated ~dison rate case, in which ~taff recommends an ROE 

of 8. 7%, 29 as well as two recent Commission orders, one approving 

an ROE of 9.3% for Niagara Mohawk30 and another requiring 

National Fuel Gas to show cause why its rates should not be 

lowered and made temporary in light of projected overearnings by 

that utility. 31 PULP arg~es that the average increase in rates 

over the last seven years is not particularly indicative of 

further trends, due to lower interest costs, cost cutting, high 

earnings, or other factors which call into question the 

reasonableness of current rates and ROEs. Both PULP and CLP/COA 

urge us to reject the Joint Proposal, the additional 

enhancements, and the proposed acq~isi~ion. 

We agree with MI that these enhancements can only be 

regarded as improvements to the Joint Proposal, as they provide 

additional benefits not previously proposed. The additional 

year of a rate freeze represents only a commitment on the part 

of Central Hudson not to file for a rate increase to take effect 

prior to July 1, 2015. I~ no way does it represent a guarantee 

that we would not ins~i~ute a proceeding to lower rates if such 

an action appeared to be warranted at any time during the next 

two years. Consequently, the assertions by PULP and CLP/COA 

that this promise by Central Hudson would entitle it to overearn 

during the period are inaccurate and unfounded. Our experience 

29 Cases 13-E-0030, et al., Consolidated Edison - Electric, Gas 
and Steam Rates, testimony of DPS Staff witness Craig E. 
Henry, prefiled May 31, 2013. 

30 Case 12-E-0201, Niagara Mohawk Power Corp. - Rates, Orde= 
Approving Joint Proposal (issued March 15, 2013). 

31 Case 13-G-0136, National Fuel Gas Distribution Corp. - Rates, 
Order instituting Proceeding and to Show Cause (issued 
April 19, 2013). 
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leads us to conclude that Central Hudson's expenses and capital 

investments during the next two years, even taking into 

consideration a more current cost of capital, would likely 

entitle it to some rate relief, such that Central Hudson's 

forgoing a rate increase has value for consumers. Consequently, 

we will accept the offered enhancements and add them as 

additional conditions to our approval of the acquisition. 

We accept these enhancements with two caveats with 

respect to future rate-setting for Centra1 Hudson, one 

clarification, and one modification. First, our ordering of the 

workforce commitnents does not lessen our right and obligation 

to closely examine Central Hudson's labor budget in future rate 

proceedings and does not preclude an adjustment to workforce 

estimate~ to ensure that rates are set at proper levels. 

Second, we note that our ordering of the extra year oi 

the rate freeze does not reflect our acceptance of Petitio~ers' 

statement that Central Hudson "will spend $215 on capital 

expenditures" between July 1, 2013 and June 30, 2015. We 

appreciate the expression of commitment to the utility's 

infrastructure in the se~vice territory and adopt it as a floor 

subject to consultacion with Staff as to overdll spending levels 

and priorities. We will require Central Hudson to develop its 

capital expenditure plan in greater detail in coordination with 

Staff. 

Further, we clarify that the extension of the rate 

freeze we are accepting applies to all of the terms and 

conditiocs of Central Hu~son's cuLLent rate plan as modified by 

the reguirements of this order. Those terms and conditions will 

remain in effect until c~anged by subsequent Commission order. 

Also, the Joint Proposal requires Central Hudson to 

file a report with the Secretary within 30 days after the first 

two anniversary dates of the merger's cJosing, comparing the 
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numbers of union and management employees on the anniversary 

date with those on the date on which the merger closed. With 

our adoption of Petitioners' enhancemencs, we will require this 

filing for the first four years after the merger's closing. 

In addition, the Joint Proposal provides targeLs for 

tree trimming expenditures, stray voltage testing and mitigation 

costs, and net plant only for one year. Extension of the rate 

freeze will require that targets be established for the second 

year. Therefore, we will require Central Hudson to define such 

targets in cooperation with Staff. Within 20 days following 

issuance of this order, Central Hudson will submit its capital 

invesLment plan and proposed targets for the second year of the 

rate freeze to the Director, Office of Gas, Electric, and Water 

for review. Forty-five days after that submission Central 

Hudson and Staff will file their respective or joinL 

recommendations concerning the tree trimming expenditure, stray 

voltage testing and mitigation cost, and net plant targets with 

the Secretary for a final Commission determination. 

MOTION FOR EVIDENTIARY HEARINGS 

Shortly before the RD was issued, CLP/COA was admitted 

as a party to the proceeding, and it filed a motion requesting 

evidentiary hearings. The RD was issued before responses 

opposing the motion were due. 32 Nevertheless, the judges 

reviewed the motion standing alone and recommended that we deny 

it. 

From a procedural standpoint, considering fairness and 

efficiency, the judges found the motion inconsistent with the 

rule that parties joining a proceeding already underway must 

3~ CLP/COA intervened and filed its motion May 1, 2013, with 
opposing responses due May 8. The RD was issued May 3. 
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accept the record as developed prior to their intervention, 33 

inasmuch as all previous intervenors had to meet a much earlier 

deadline for identifying issues allegedly requiring evidentiary 

hearings. 34 Moreover, the judges observed, the pre-filed 

testimony and exhibits could be incorporated into the record (as 

advocated by CLP/COA) without evidentiary hearings. 35 Meanwhile, 

in terms of substantive issues, the judges found "no factual 

questio~s that could be clarified by confrontation of witnesses 

and could materially affect the Commission's decision. " 36 

In addition to the CLP/COA motion, public comments 

submitted to us or published in the news media likewise express 

support for hearings. 37 Responses opposing the motion have been 

filed by Petitioners, Staff, and~=- PULP and IBEW have filed 

responses stating that they do not oppose the mot~on but 

proposing that it be held in abeyance pending our determination 

at this time whether outstanding or newly identified issues 

create a need for hearings. (Parties opposing the motion oppose 

the PUL? and IBEW recommendation as well.) 38 

33 16 NYC RR 4 . 3 ( c) ( 2 ) -
34 

35 

The RD cites only a 2ebruary 8, 2013 deadlir.e for identifying 
evidentiary issues. (RD, p. 4.) However, as we explain here, 
the judges adopted that deadline after the Joint Proposal was 
filed, thereby extending similar deadlines previously set for 
October 5, 2012 and then November 16, 2012. 

RD, p. 4. 

36 5 RD, p. . 

J' E.g., letters dated May 10, 2013 from Assembly Member Kevin A. 
Cahill to Chairman Brown; May 6, 2013 from u.S. Representative 
Sean Patrick Maloney to Chairma~ Brown; and April 30, 2013 
from Shayne R. Gallo, Mayor, City of Kingston, to Acting 
Secretary Cohen. 

38 IBEW's response antedates its decision to support the merger 
proposal, possibly implying that IBEW has abandoned its 
conditional support of additional hearinqs. 
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Having now had an opportunity to consider not only the 

motion as presented to the judges but also the subsequent 

responses and public comrr.ents on this question, we agree with 

the Judges that our decision regarding the merger should be 

based on the documentary evidence and public comments already in 

the record without additional hearings. 

As Petitioners suggest, a useful approach is to 

examine {l) whether the movants cite reascns for introducing the 

motion as late in the proceedings as they di~; {2) whether 

granting the motion wou~d prejudice other parties or the public 

interest; and, if so, (3) whether such prejudice would be 

outweighed by the hearings' evidentiary value. Regarding the 

last point, no party claims that evidentiary hearings are 

statutorily required in this case; therefore the hearing process 

already conducted suffices legally if the resulting record 

constitutes substantial evidence and provides a rational basis 

for decision. 

On the first question, that of timing, those opposing 

the motion are correct that there is no discernible reason for 

its submittal as late as May 1, 2013. There can be no serious 

claim that the merger proposal was esoteric or came as a 

surprise late in the proceeding, having been public knowledge 

since it was first announced on February 2:, 2012; nor, for 

example, does CLP/COA allege a belated discovery of new facts or 

issues. The present merger petitio~ was filed on April 20, 

2012, fo:lowed by a May 16, 2012 procedural conference open to 

all interested persons. The judges initially set an October S, 

2012 deadline "for all parties to file any statements of 

material factual issues they believe the [parties'] comments or 

testimony raise and warrant consideration in an evide~tiary 
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hearing." 3
Y They later extended that deadline to November 16, 

2012, as part of a general rescheduling designed to provide 

Staff and intervenors six additional weeks for discovery and 

testimony. 40 Then, after Lhe Joint Proposal was negotiated and 

filed, the judges issued yet another, similar invitation whereby 

"any party who contends that an evidentiary hearing on the Joint 

Proposal is necessary must demonstrate [by February 8, 2013] 

that a material issue of fact exists that cannot be resolved 

without the cross-examination of witnesses.u 41 

During the entire period from the initial April 2012 

filing until CLP/COA's actual intervention in May 2013, 

intervention was freely authorized for every interested 

applicant without opposition, so that CLP/COA's absence can only 

be deemed voluntary. Thus it was procedurally appropriate for 

the judges to rely on 16 NYCRR 4. 3 ( c) (2) in concluding that 

CLP/COA was subject to the several deadlines it had missed for 

requesting an evidentiary hearing, wholly apart from the j~dges' 

substan~ive finding that CLP/COA had failed to identify reasons 

for a heari:1g. 

Given the lack of a juslification for the late filing 

of CLP/COA's motion, technically it becomes ~nnecessary to reach 

the second question, whether the delay occasioned by extending 

the proceeding at this stage would prejudice the parties or the 

public interest. Nevertheless, we find that it would. As the 

judges slated when granting additional time (over Petitioners' 

objections) for preparation of Staff and intervenor cases: 

In scheduling administrative proceedings, the 

B Case 12-M-0192, Ruling on Schedule and Procedure (issued 
June 2 9, 1012), p. 1. 

40 Case 12-M-0192, Ruling on Motion for Reconsideration (issued 
July 31, 2012), p. 1. 

41 Case 12-M-0192, Ruling on Schedule and Content of Comments on 
Joint ?roposal (issued Jam ... ary 29, 201::.), p. 2 . 
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primary concern is fairness. To the extent 
possible, a schedule should be adopted that does 
not prejudice the interests of any party. Here, 
Petitioners have an interest in seeing their 
petition determined by the Cormnission within a 
cormnercially reasonable time. 4

~ 

Not only does that analysis remain valid at the 

present stage; but we now are met with the additional 

consideration that CLP/COA's proposed modification of the 

procedural schedule to accommodate hearings wou 1 ci be 1mfair to 

other parties that made efforts, including timely intervention, 

to comply with the schedule previously adopted. Such unfairness 

in turn would disserve the public interest by undermining the 

Commiss~on's, judges', and parties' interest in securing 

compliance with schedules established in future proceedings. 

Finally, the third question enumerated above is 

whether an otherwise prejudicial delay can be justified by the 

value the evidentiary hearings would add to the record. CLP/COA 

and others advocating a hearing have not satisfied that 

criterion. Typically in our proceedings, the reasons for an 

evidentiary hearing are that it enables parties to eJicit 

information that could not be obtained through discovery, or to 

test the accuracy or cogency of facts and opinions presented by 

opposing parties through their witnesses. 

The parties that intervened earlier than CLP/COA did 

not identify issues even arguably s~itable for such procedures 

despite three formal invitations to do so, as described above. 

Those currently seeking ~earings likewise have not shown that 

cross-examination might enhance the record regarding material 

4;, Case 12-M-0192, Ruling on Motion for Rtconsideration (iss~ed 
July 31, 2012), pp. 4-5, citing Case 08-E-0077, Entergy 
Corporation, et al. - Reorganization, Ruling on Discovery, 
Process, Schedule and Scope of Issues (issued August 14, 
2008), p. 31. 
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issues. Nor can they explain why the procedures actually used 

in this case have been less effect~ve than confrontation of 

witnesses. 

Thus, for example, CLP/COA says cross-examination is 

needed "to ensure clarity [and] accuracy and to probe 

credibility,"13 begging the question what material fact is 

unclear or unverified or raises an issue of credibility. 

Similarly, elected officials' public comments argue that a 

determination of the public interest under PSL §70 requires a 

factual basis; 4 ~ that "full and informed public input is vi. tal"; 45 

or that we must examine "[e]ach and every fact and estimate" 

regarding Petitioners' "f inane ial heal th, coITLrr.i tr;ients to 

customer service, labor contract continuation limitations, and 

promises of ratepayer relief." 46 Each of these premises, while 

unexceptionable on its ±ace, stops short of explaining why a 

decision should not be based on the reco=d already compiled 

through months of discovery, preparation of adversarial 

testimony and exhibits by Staff and intervenors, and a 

subsequent Joint Proposal negotiated over an additional two 

months in discussions open to all interested parties. 

The CLP/COA motion and other comments also attempt to 

characterize this case as a deviation from established 

procedures, insofar as the case has included no evidentiary 

hearings even though the merger proposal is momentous. This 

objection not only lacks a supporting legal theory, but also 

does not descr~be our practices accurately. To generalize about 

our merge~ proceedings, or indeed any Commission cases where 

hearings are merely disc~etionary, the most that accurately can 

45 

CLP/COA motion, p. 5. 

Gallo letter, supra, p. 1. 

Maloney letter, supra. 

Cahill letter, supra, p. 1. 
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be said is that the procedures adopted are tailored to the 

nature of the facts and issues to be determined. 47 For examp~e, 

among the merger cases cited by CLP/COA to show that evidentiary 

hearings are customary, three differed from this case in that 

each included establishment of a detailed rate plan, 48 and the 

:ourth differed in that the parties did not negotiate a Joint 

Proposal. 49 And in none of the other cases was the evidentiary 

hearing proposed belatedly as here. 

In summary, the judges were correct that to grant the 

motion for hearings would be improper because of the 

circumstances in which CLP/COA intervened, would be prejudicial 

and contrary to the public interest, and would not enhance the 

record on any material issue requiring a decision. 

CONCLUSION 

The acquisition of CHEG by fortis, subject to the 

terms of the Joint Proposa: as modified, clarified and 

n A typical criterion in choosing between evidentiary hearings 
and other procedures is whether the issues are factual. As 
the judges in another proceeding explained: "we are not 
excluding issues from consideration in the hearing 
process, ... instead, we are distinguishing between contested 
factual matters requiring adjudication and lega~ or policy 
matters, for which no facts are in dispute, and which are 
appropriately addressed by argument." Case 10-T-0139, 
Champlain Hudson Power Express Inc. - Transmission Siting, 
Ruling on Issues (issued May 8, 2012), p. 3, n. 7. 

48 Case 01-M-0075, Niagara Mohawk Power Corp., National Grid PLC, 
et al. - Merger, Opinion and Order Authorizing Merger and 
Adopting Rate Plan (i3sued December 3, 2001); Case 01-E-0359, 
N.Y.S. Electric & Gas Corp. - Price Protection Plan, Order 
Adopting Provisions Of Joint ?roposal With Modifications 
(issued February 27, 2002); Case 06-M-0878, National Grid PLC 
and KeySpan Corp. - Stock Acquisition, Order Authorizing 
Acquisition Subject to Conditions and Making Some Revenue 
Requirement Determinations (issued September 17, 2007}. 

49 Case 07-M-0906, Iberdrola S.A., Energy East Corp., et al. -
Acquisition. 
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supplemented in our discussion above, provides substantial 

benefits and minimal risks. We approve it as being in the 

public interest within the meaning of PSL §70. 50 

As the RD explained, the clearest articulation of the 

public interest analysis in a case such as this can be found in 

our decision approving the acquisition of New York State 

Electric and Gas Corporation and Rochester Gas & Electric 

Corporation by Iberdrola. 51 It starts by requiring Petitioners 

to make a three-part showing: that the transaction would provide 

customers positive net benefits, after considering (1} the 

expected benefits properly attributable to the transaction, 

offset by (2) any risks or detriments that would remain after 

applying (3) reasonable mitigation measures. 

Once we have gauged the net benefits by comparing the 

transact1o~'s intrinsic benefits versus its detriments and 

risks, we can assess whether the achievement of net positive 

benefits requires that the intrinsic benefits be supplemented 

with monetized benefits (sometimes described as "positive 

benefit adjustments" or PBAs). Then, if necessary, we establish 

a quantified PBA requirement, "as an exercise of informed 

judgmen~ because there is no mathematical formula on which to 

base such a decision. " 52 

50 In adopting the Joint Proposal's terms, we neither reject nor 
adopt the terms stated in §§VI.A. through F. of the Joint 
Proposal ("Other Provisions"), as they concern only the 
parties' mutual obligctions. Nothing in the JoinL Proposal 
would preclude reliance on our order adopting the Joint 
Proposal's terms, as precedent in other cases. See 
Cases 06-G-1185 and 06-G-1186, KeySpan Energy Delivery -
Rates, Order Adopting Gas Rate Plans (issued December 21, 
2007), pp. 58-60. 

51 RD pp. 57-58. 
52 Iberdrola order, p. 136. 
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In this instance, the elements we called for in 

Iberdrola are combined i~ a Joint Proposal whose terms include 

the basic merger transaction, measures to mitigate the 

transaction's risks or detriments, and supplemental, monetized 

benefits. In reviewing the proposed benefits achievable only 

through approval of the transaction and the Joint Proposal, we 

find them sufficiently significant, and the risks sufficiently 

minimized, to produce a net positive benefit for ratepayers that 

justifies approval of the transaction. 

As we have discussed, the benefits include $9.25 

million in guaranteed rate savings, a $35 million fund to be 

used for deferral write-offs and/or future rate mitigation, a 

$5 million Coffifi\unity Benefit Fund for low-income customer 

programs and economic development, and an earnings sharing 

mechanism more favorable to ratepayers than the present formula. 
' As for any offsetting risks or detriments, we find that they 

have been minimized sufficiently, because the Joint Proposal's 

terms as modified and adopted estab~ish comprehensive financial 

safeguards, corporate governance requirements, employee 

retention requirements, service quality and performance 

mechanisms, and other risk mitigation measures. Those 

provisions together with fortis's "federalN business model and 

an extension of Central Hudson's current level of community 

involvement wil: ensure the continuation of Central Hudson's 

role in its service territory as a responsive and responsible 

corporate citizen. 

Based on these considerations, we find that the 

proposed transaction provides a clear net benefit to Central 

Hudson's ratepayers, and that the transaction therefore is in 

the public interest as required by PSL §70. 

Finally, we are conditioning our approval of the 

transaction on Petitioners' providing the "enhancementsu 
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outlined above, namely: an extension of the originally proposed 

rate ~reeze through June 30, 2015; job security provisions 

extended to four years as compared with the two years originally 

proposed; continuation of Central Hudson's level of involvement 

in community programs for ten years, rather than the five 

originally proposed; and a provision that Central Hudson's Board 

of Directors will include two independent directors residing in 

the service territory, rather than one as originally proposed. 

In summary, we approve the merger transaction because 

it will serve the public interest as required by PSL §70; and we 

adopt Petitioners' proposed enhancements, because they provide 

other advantages additional to those enumerated in the Joint 

Proposal. Therefore, the motion is denied. 

The Commission orders: 

1. In accordance with the foregoing discussion, and 

subject to the determi~ations and understandings set forth 

above, ~he terms of the Joint Proposal dated January 25, 2013, 

which was filed in this proceeding on January 28, 2013, are 

adopted in che1r entirety except as otherwise noted, and are 

incorporated as part of ~his order. 

2. Fortis I~c. and CH Energy Group, Inc., on behalf 

of themselves and their subsidiaries Lha~ are parties to the 

petition initiating this proceeding, must submit a written 

statement of complete and unconditional acceptance of th~s order 

and its terms and conditions, signed and acknowledged by duly 

authorized officers before the earlier of the closing date of 

Lhe proposed acqu:sition or July 8, 2013. These statements must 

be filed with the Secretary and served contemporaneously on all 

active parties in this proceeding. In the absence of such 

acceptance, our approval of the proposed acquisition is 

rescinded. 
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3. Within 90 days following the closing of the 

merger, Fortis Inc. shall file with the Secretary a Tax 

Preparation and Sharing Agreement incorporating the provisions 

described in this order. 

4. Pursua~t to PSL §108, Central Hudson Gas & 

Electric Corporation is authorized to amend its Certificate of 

Incorporation to provide for the establishment of a class o: 

preferred stock having one share subordinate to any existing 

preferred stock, as defined by the terms of the Joint Proposal 

that we are adopting by this order. Such share of stock shall 

have voting rights only with respect to Central Hudson Gas & 

Electric Corpora~ion's right to commence any voluntary 

bankruptcy without the consent of the holder of that share of 

stock. 

5. As described in the body of this order, within 20 

days following the issuance of this order, Central Hudson Gas & 

Electric Corporation shall file with the Secretary its capital 

investment plar. and proposed targets for tree trimming 

expenditures, stray voltage testing and mitigation costs, and 

net plant for tne year ending June 30, 2015. Forty-five days 

afLer that submission, Central Hudson and Staff shall file their 

respective or joint recommendations concerning the tree trimming 

expenditure, stray voltage testing and mitigation costs, and net 

plant targets with the Secretary for a final Commission 

determination. 

6. The motion for evidentiary hearings filed by 

Citizens for Local Power and the Consortium in Opposition to the 

Acquisition is denied. 

7. The Secretary in his sole discretion may extend 

any deadlines established by this order. 
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8. This proceeding is continued but shall be closed 

by the Secretary as soon as the compliance filings nave been 

completed, unless he finds good cause to continue it further. 

(SIGNED) 

-63-
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JEE'E'REY C. COHEN 
Acting Secretary 
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Energy Group, Inc., and Central Hudson 
Gas & Electric Corporation for Approval 
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Case 12-M-0192 

Joint Proposal for Commission Approval of 
the Acquisition of CH ~nergy Group, Inc. by 

Fortis Inc. and Related Transactions 

I. INTRODUCTION 

This proposal ("Joint Proposal") for the complete 

resolution of the Joint Petition in this proceeding is submitted 

jointly to the New York State Public Service Commission 

("Commission") by Cascade Acquisition Sub Inc. ("Cascade"), CH 

Energy Group, Inc. ( "CHEG"), Central Hudson Gas & Electric 

Corporation ("Central Hudson''), Department of Public Service 

Staff ("Staff"), Department of State Utility Intervention Unit 

("UIU 11
), Dutchess County New York, Fortis Inc. {"Fortis"), 

FortisUS Inc. ( "FortisUS''), Multiple Intervenors, Orange County 

New York, and Ulster County New York. The supporting parties 

are referred to herein collectively as the "Signatories." 

II. PROCEDURAL SUMMARY 

Subsequent to the April 20, 2012 filing of the Joint 

Petition, direct testimony and exhibits, formal proceedings have 

[1) 
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included an on-the-record technical conference, two 

administrative conferences, scheduling and procedural rulings by 

the Presiding Administrative Law Judges, and extensive 

discovery. Twelve parties, including Staff, have been admitted. 

On October 12, 2012, in accordance with the procedural schedule, 

eight parties filed their initial positions. Staff filed 

corrected testimony on November 5, 2012. Petitioners submitted 

their reply comments and rebuttal testimony and Staff filed 

their rebuttal testimony on November 27, 2012. Staff also filed 

sur-rebuttal tes~imony on December 4, 2012. Three parties filed 

their lists of Disputed Issues of Material Fact on December 4, 

2012. 

Pursuant to a Notice of Potential Settlement filed by 

Petitioners on December 12, 2012, a series of settlement 

discussions commenced on December 17, 2012 and continued or 

December 18, 1~ and 20 and January 2,3,4,7,8 and 11, 2013. 

Following these discussions, drafts of this Joint Proposal and 

the Signatories' comments thereon were exchanged, and this Joint 

Proposal was executed by the Signatories. 

III. APPROVAL OF TRANSACTION 

The Signatories recommend that the Com.mission approve the 

indirect transfer to For~is of the ownership of Central Hudson 

through the acquisition and related transactions described in 

[ 2] 
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the Joint Petition, subject to the terms described herein. 1 The 

Signatories have concluded that these terms establish that the 

upstream transfer of the equity interests in Central Hudson is 

uin the public interest" pursuant to Public Service Law {~PsLn) 

Section 70, and should be approved. 

IV. TERMS OF COMMISSION APPROVAL 

A. Corporate Structure and Financial Protections 

1) Goodwill and Acquisition Cost Conditions 

a) Cascade, CHEG, Central Hudson, Fortis and FortisUS 

(referred to collectively herein as "Petitioners") 

agree that the Goodwill and transaction costs of 

this acquisition will be excluded from the rate 

base, expenses, and capitalization in the 

determination of rates and earned returns of Central 

Hudson for New York State regulatory accounting and 

reporting purposes. 

b) If, at any time after the closing of this 

acquisition, as a result of any impairment analysis 

by Fortis, FortisUS, CHEG or Central Hudson, either 

Fortis or FortisUS makes a book entry reflecting 

Pursuant to the February 20, 2012 ~greement and Plan of Merger, the acquisition 
will be accomplished by the merger of Cascade with and into CHEG, with CHEG as the 
surviving corporation that will be wholly-owned by Fortis. Central Hudson and its 
sister unregulated affiliates (Griffith Energy Services, Inc. and Central Hudson 
Enterprises Corporation) will continue to be ~holly-owned subsidiaries of CHEG and, 
therefore, indirect, wholly-owned subsidiaries of Fortis. 

(3 l 
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impairment of the Goodwill from this acquisition, 

Central Hudson must submit the impairment analysis 

to the Commission within five business days after 

the entry has been made. 

c) To the extent permissible under U.S. Generally 

Accepted Accounting ~rinciples {"U.S. GAAP"), no 

goodwill or transaction costs associated with this 

acquisition will be reflected on the books 

maintained by Central Hudson after the closing of 

the acquisition of CHEG by rortisUS and Fortis. 

Should changes in U.S. GAAP require that the 

goodwill associated with the acquisition be "pushed 

downu and therefore reflected in the accouncs of 

Central Hudson, the goodwill will not be reflected 

in the regulated accounts of Central Hudson for 

purposes of determining rate base, setting rates, 

establishing capital structure or other regulatory 

accounting and reporting purposes. 

ct) Central Hudson will provide a final schedule of the 

external costs to achieve the merger following 

consummation of the transaction as a demonstration 

that there will be no recovery requested in Central 

Hudson rates, or recognition in the determination of 

rate base of any legal and financial advisory fees, 

[ 4 l 
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or other external costs associated with Fortis' 

acquisition of CHEG, and indirectly, Central Hudson. 

2) Credit Quality and Dividend Restriction Conditions 

a) After the closing of this transaction, copies of all 

presentations made to credit rating agencies by 

Central Hudson, Fortis or any Fortis affiliate in 

the line between Central Hudson and Fortis that 

present or discuss the finances and credit of 

Central Hudson or CHEG, will be provided to Staff 

within ten business days of the presentation on a 

continuing basis. These presentations will be 

subject to the confidentiality and privilege 

provisions of sections VI.B 32 and 33 of the 

Restructuring Settlement Agreement (~RSA") approved 

by the Com.mission in Case 96-E-0909, In the Matter 

of Central Hudson Gas & Electric Corporation's Plans 

for Electric Rate/Restructuring Pursuant to Opinion 

No. 96-12, Order Adopting Terms of Settlement 

Subject to Modifications and Conditions (issued on 

February 19, 1998). 

b) To the extent not already in place, Fortis and 

Central Hudson must register with at least two major 

nationally and internationally recognized bond 

rating agencies, such as Dominion Bond Rating 

[ 5) 
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Services l''DBRSH), Fitch Ratings ("Fitchn), Moody's 

Investor Services ("Moody'su) and Standard & Poor 1 s 

("S&Pu). Consistent with section VI.B 20 of the 

RSA, Central Hudson will continue to maintain 

separate debt instruments and its own corporate and 

debt credit ratings with at least two of these 

nationally recognized credit rating agencies. 

Neither Fortis nor Central Hudson will enter into 

any credit or debt instrument containing cross 

default provisions that would affect Central Hudson. 

c) Fortis and Central Hudson will continue to support 

the objective of maintaining an "A" credit rating 

for Central Hudson, unless and until the Commission 

modifies its financial integrity policies. In so 

doing, Fortis and Central Hudson will maintain the 

equity capitalization r.atio of Cen~ral Hudson at the 

level used by the Commission in establishing Central 

Hudson's rates as follows, At each month end, 

Central Hudson and Fortis agree to maintain a 

minimum common equity ra tic ("MER'') (measured using 

a trailing 13-month average) in relation to the 

equity ratlo used to set rates. The MER is defined 

as no less than 200 basis points below the equity 

ratio used to set rates. In the event that the MER 
[6] 
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is not met, no dividends are payable until such time 

the MER is restored. 

d) In the event the Commission establishes rates for 

Central Hudson on a basis that does not recognize 

Central Hudson's actual equity capitalization, or 

deems or imputes for ratemaking purposes an equity 

capitalization below Central Hudson•s actual equity 

capitalization, Central Hudson shall be free to 

dividend its excess equity capitalization to match 

that recognized or deemed by the Commission in 

establishing Central Hudson's rates. 

e) If, as a direct result of a downgrade of Fortis 

Inc. 's debt within three years following the closing 

of this transaction, Central Hudson is downgraded to 

either S&P's or Fitch's BBB category {BBB+ or 

lower), or the equivalent for Moody's (Baal or 

lower) or DBRS's (BBB(high) or lower), and Central 

Hudson incurs increased costs of debt, the 

incremental cost of debt incurred by Central Hudson 

in comparison to the cost of debt which would 

otherwise have been incurred by Central Hudson under 

its pre-downgrade credit rating will not be 

reflected in Central Hudson's cost of capital or the 

[ 7 J 
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determination of Central Hudson's rates in 

subsequent rate cases. 

If such a downgrade occurs in the time discussed and 

debt is issued, then in subsequent rate cases 

Mergent Bond Record data {or the equivalent, if 

Mergent data is not available) for the relevant 

month(s) of issue will be used to quantify the 

adjustment needed to avoid reflecting the higher 

interest rate expense. For each one-notch downgrade 

to Central Hudson, one-third of the difference 

between A and Baa Public Utility Bond yield averages 

will be used to adjust the interest rate allowed in 

rate cases. The differential will only apply for 

each credit rating agency which downgrades Central 

Hudson's debt due to a Fortis downgrade. For 

instance, if Central Hudson is rated by two credit 

rating agencies and only one downgrades them due to 

a Fortis downgrade, then only 50% of the one-notch 

yield difference per Mergent Bond Record data will 

be used to calculate the interest rate adjustment in 

subsequent rate cases. 

f) Central Hudson will continue to comply with any and 

all sections of the RSA with respect to restrictions 

[ 8 l 
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on the payment of common dividends relaLed to credit 

ratings. 

g) Central Hudson will not lend to, guarantee or 

financially support Fortis or any of its affiliates, 

or any subsidiary or other joint venture of Central 

Hudson, except as is consistent with section VI.B 23 

of the RSA or permitted by the Money Pooling 

Conditions referred to below. rurthermore, Central 

Hudson will not engage in, provide financial support 

to or guarantee any non-regulated businesses, except 

as authorized in the RSA or by Commission order. 

h) Central Hudson shall maintain banking, cornm.itLed 

credit facilities and cash management arrangements 

which are separate from other affiliates. 

i) In addition to the special class of preferred stock 

referred to in item 4, below, Central Hudson's 

financing authorization in Case 12-M-0172, Order 

Authorizing Issuance of Securities, issued and 

effective September 14, 2012 {"financing Order") is 

amended to authorize Central Hudson to use private 

financing as an alternaLive to public debt 

offerings. This authorization supersedes Ordering 

Clause 5 in the Financing Order. Private financings 

are subject to the conditions and requirements 
[ 9] 
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described in the other Ordering Clauses in the 

Financing Order and, Central Hudson's proposal to 

address Ordering Clause 6 in the Financing Order, as 

was filed with the Commission on November 9, 2012, 

is accepted and approved by the Commission's 

adoption of this Joint Proposal. 

3) Money Pooling Conditions 

a) Central Hudson may participate in a money pool only 

if all other participants, with the exception of 

Fortis and FortisLIS, are regulated utilities 

operating within the United States, in which case 

Central Hudson may participate as either a borrower 

or a lender. Fortis and FortisLIS may participate 

only as lenders in money pools involving Central 

Hudson. Central Hudson may not participate in any 

money pool in which any participant directly or 

indirectly loans or transfers funds to Fortis or 

FortisLIS. 

b) Neither Fortis nor FortisUS, nor any of their 

affiliates may, at closing of the approved 

acquisition of Central Hudson, have any cross 

default provision that affects Central Hudson in any 

manner. Neither Fortis nor FortisUS, nor any of 

their affiliates may enter into any cross default 

(10] 
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provision following the closing that affects Central 

Hudson in any manner. Notwithstanding the 

foregoing, to the extent that any cross default 

provision that might affect Central Hudson already 

exists, Fortis and FortisUS must use their best 

efforts to eliminate that cross default provision 

within six months after closing. If any cross 

default provision remains in effect at the end of 

that period, Fortis and FortisUS must obtain 

indemnification from an investment grade entity, at 

a cost not borne by Central Hudson's ratepayers, 

which fully protects Central Hudson from the effects 

of any cross default provision. 

4) Special Class of Preferred Stock Conditions 

a) Central Hudson must modify its corporate by-laws as 

necessary to establish a voting right in order to 

prevent a bankruptcy, liquidation, receivership, or 

sinilar proceedings ("bankruptcy'') of Central Hudson 

from being caused by a bankruptcy of Fortis, 

FortisUS, or any other affiliate. The Commission's 

approval of this Joint Proposal will represent all 

Commission authorization necessary for Central 

Hudson to establish a class of preferred stock 

having one share (the "golden share"), subordinate 

[11] 
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to any existing preferred stock, and to issue that 

share of stock to a party who shall protect the 

interests of New York and be independent of the 

parent company and its subsidiaries. Such share of 

stock shall have voting rights only with respect to 

Central Hudson's right to commence any voluntary 

bankruptcy without the consent of the holder of that 

share of stock. Central Hudson shall notify the 

Commission of the identity and qualifications of the 

party to whom the share is issued and the Commission 

may, to the extent that such party is not reasonably 

qualified to hold such share in the Commission 1 s 

opinion, require that the share be reissued to a 

different party within three months of receipt of 

such notification. If Central Hudson has failed to 

propose a shareholder that is approved by the 

Commission within six months after the closing of 

the acquisition, the Commission will appoint a 

shareholder of its own selection. In the event that 

Central Hudson is unable to meet this condition 

despite good faith efforts to do so, it must 

petition for relief from this condition, explaining 

why the condition is impossible to meet and how it 

proposes to meet an underlying requirement that a 
[12] 
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bankruptcy involving Fortis, FortisUS, or any other 

affiliate does not result in its voluntary inclusion 

in such a bankruptcy. 

b) In any rate proceeding in which use of Central 

Hudson's capital structure is requested, Central 

Hudson will submit the most current written 

evaluations from at least two rating agencies 

addressing Central Hudson's credit profile. These 

credit reports shall be relied upon to the extent 

that they provide written evidence that supports the 

evaluation of Central Hudson and the treatment of 

Central Hudson's capital structure by the Commission 

primarily as a separate company, without material 

adjustments to the rating based on risks related to 

the capital structure and ratings of its ultimate 

parent. This evidence, together with the golden 

share would provide sufficient proof that the use of 

Central Hudson's capital structure should be used 

for rate making purposes. In the event written 

evaluations from at least two rating agencies do not 

provide such evidence or are not available, Central 

Hudson shall have the opportunity to meet its burden 

of proof through other means. Central Hudson's 

capital structure will continue to be reviewed in 
[13] 
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relation to the level of risk of Central Hudson at 

that time. 

5) Financial Transparency and Reporting Conditions 

a) Central Hudson must continue to use the standards of 

Generally Accepted Accounting Principles applicable 

to publicly-traded entities ("Public GAAP," "U.S. 

GAAP," or simply "GAAP") for :_ts financial 

accounting and financial reports. Central Hudson 

will, for purposes of its financial accounting and 

financial reporting, continue to use the generally 

accepted accounting principles which include, but 

are not limited to the determinations by the 

Financial Accounting Standards Board ("FASB"), or 

any successor entity, for U.S. publicly accountable 

enterprises {"U.S. GAAP" or simply "GAAP") . Any 

future changes in U.S. GAAP, including any decision 

to replace U.S. GAAP with International Financial 

Reporting Standards ("IFRS''), will be applied by 

Central Hudson. In the event of future changes to 

accounting standards, recovery by Central Hudson for 

the incremental costs incurred in making such 

changes will be addressed in a future rate 

proceeding. 

[ 14] 
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b) Central Hudson must continue to satisfy all 

Commission reporting requirements that currently 

apply to it; provided however, that nothing in this 

provision is intended to preclude Central Hudson 

from requesting relief from any such reporting 

provision and, further, that nothing herein is 

intended to require Central Hudson to continue to 

make reports in the future that utilities have been 

generally or generically excused by the Commission 

from making. 

c) After the closing of this acquisition, Central 

Hudson shall continue to comply with the provisions 

of sections 302 through 404 of the Sarbanes-Oxley 

Act ("SOXu) as if Central Hudson were still bound 

directly by the provisions of SOX, with the 

understanding that no filings with the Securities 

and Exchange Commission will be required. 

Specifically, Central Hudson's periodic statutory 

financial reports must continue to include 

certifications provided by its officers concerning 

compliance with SOX requirements, including 

certifications on internal controls, as if still 

bound by the provisions of SOX. 

[ 15 J 
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d) Central Hudson shall remain subject to annual 

attestation audits by independent auditors with 

respect to its financial statements and internal 

controls over financial reporting. 

e) Subject to the confidentiality and privilege 

provisions of sections VI.B 32 and 33 of the RSA, 

Fortis and Central Hudson will provide Staff access 

pursuant to section VI.B 30 of the RSA to the books 

and records and Standards Pertaining To 

Transactions, Conflicts Of Interest, Cost 

Allocations And Sharing Of Information Between 

Central Hudson Gas And Electric Corporation And 

Affiliates ("Standardsu), including, but not limited 

to, tax returns, of Fortis and FortisUS to the 

extent necessary to determine whether the rates and 

charges of Central Hudson are just and reasonable 

and provide Staff the opportunity to ensure that 

costs are allocated equitably among affiliates in 

accordance with the RSA, Standards and Central 

Hudson code of conduct and that intercompany 

transactions involving Central Hudson are priced 

reasonably in accordance with the RSA, Standards and 

Central Hudson code of conduct. Subject to the 

confidentiality and privilege provisions of sections 
[16] 
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Vl.8 32 and 33 of the RSA, that access must include, 

but not be limited to, all information supporting 

the underlying costs and the basis for any factor 

that determines the allocation of those costs. 

f) Commencing for the year in which the closing takes 

place, Central Hudson must file annually with the 

Commission Fortis financial statements, including 

balance sheets, income statements, and cash flow 

statements for Fortis, Inc. and its major regulated 

and unregulated energy company subsidiaries in the 

United States. U.S. business entities with annual 

revenues less than ten percent of total Fortis 

revenues may be aggregated, provided that each 

entity included is fully identified. Aggregated 

U.S. business entities shall be identified as either 

regulated or unregulated. To satisfy this filing 

requirement, Fortis Inc.'s U.S. GAAP Canadian dollar 

denominated quarterly and annual Financial Reports, 

including Management Discussion and Analysis, which 

have been filed publically with Canadian securities 

regulators, will be filed by Central Hudson with the 

Commission. Additionally, Central Hudson will 

provide to the Commission, to the extent available 

from a recognized financial reporting information 
[17] 
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service such as SNL Financial or Bloomberg, Fortis 

Inc. 's "as reported" quarterly and annual Balance 

Sheet, Income Statement and Statement of Cash Flows 

in U.S. dollars with the underlying currency 

translation assumptions. 

g) All information required by the financial 

transparency and reporting requirements in 

subparagraphs (a) through (f) above must be provided 

in English and in U.S. dollars, with the exception 

of Financial Reports and Management Discussion and 

Analysis referred to in subparagraph (f), and books 

and records and Canadian tax returns that 

statutorily require Canadian dollar reporting. In 

such cases, foreign exchange for U.S. dollar 

translation will be provided as described in 

subparagraphs (a) through (f) above and, shall be 

publicly available subject to the confidentiality 

and privilege provisions of sections VI.B 32 and 33 

of the RSA. 

6) Affiliate Transactions, Cost Allocations, and Code of 
Conduct 

a) Fortis shall be subject to the rules, practices, and 

procedures in the RSA, Standards, and code of 

[18] 
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conduct governing relations among CHEG and Central 

Hudson in the same manner as they apply to CHEG. 

b) Central Hudson will not enter into transactions with 

affiliates that are not in compliance with the RSA 

guidelines regarding affiliate transactions, 

including the updated Standards set forth in 

Attachment I. Central Hudson will also not enter 

into transactions with affiliates on terms less 

favorable to Central Hudson than specified in the 

RSA, including the updated Standards. 

c} Central Hudson shall provide 180 days notice to the 

Commission prior to the commencement of any planned 

material {i.e., individually or collectively 

exceeding greater than 5% of Central Hudson net 

income on an after tax basis) shared services 

initiatives, and prior to establishment of a 

services organization that would provide material 

(i.e., individually or collectively exceeding 

greater than 5% of Central Hudson net income on an 

after tax basis) services to Central Hudson. 

Further, any such noticed shared service initiative 

would require Commission approval. 

d) At or prior to the time of Central Hudson's next 

base rate filing it will consolidate the RSA, 
( 19] 
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Standards and codes of conduct into one 

comprehensive document and file the consolidated 

document with the Commission. The intention of this 

requirement is to organize the provisions into an 

integrated document without altering the effect and 

content of the provisions. 

7) Follow-On Merger Savings 

a) In the event that Fortis completes any additional 

mergers or acquisitions within the United States 

before the Commission adopts an order approving new 

rates for Central Hudson, Fortis must share the 

follow-on merger savings that are reasonably 

applicable to Central Hudson 3nd its customers 

between shareholders and ratepayers, on a 50/50 

basis, to the extent the portions of such savings 

realized by ForLis are material (i.e., 5 percent or 

more of Central Hudson net income on an after-tax 

basis). Central Hudson must submit, within 90 days 

of the follow-on merger closing, a comprehensive and 

detailed proposal to share the follow-on merger 

savings, to begin on the closing date of the follow-

on merger. In addition, the proposal must include 

an allocation method for sharing the synergy savings 

and efficiency gains among corporate entities that 

(20] 
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addresses the time period from the receipt of the 

synergy savings by Central Hudson until the 

Commission approves new rates. The ratepayer share 

shall be set aside in a deferral account for future 

Commission disposition. 

8) Corporate Governance and Operational Provisions 

a) No later than one year after the closing of Forcis's 

acquisition of CHEG, fortis shall appoint a board of 

directors for Central Hudson, the majority of whom 

will be independent (as defined in the Standards, 

see Attachment I), with the majority of such 

independent directors being resident in the State of 

New York, with emphasis on selecting candidates who 

reside, conduct business or work within the Central 

Hudson service territory. At least one independent 

director of Cencral Hudson shall be a resident of 

the service territory. Except with respect to the 

initial appointment of the board of directors for 

Central Hudson within one year following the 

closing, nothing in this Joint Proposal is intended 

to restrict the rights of Fortis to take any action 

before the Commission, or otherwise, regarding the 

appointment of directors meeting the above residency 

criteria at any time, as it sees fit. 

(21] 
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b) Subject to the right of Central Hudson to petition 

the Commission for approval to relocate its 

corporate headquarters outside of Central Hudson's 

service territory, the corporate headquarters cf 

Central Hudson shall remain within Central Hudson's 

service territory. Complete books and records of 

Central Hudson shall be maintained al Central 

Hudson's corporate headquarters. 

c) At least 50% of Central Hudson's officers shall 

reside within Central Hudson's service territory. 

d) Central Hudson shall be governed, managed and 

operated in the fashion described in Petitioners' 

testimony. Specifically, the Signatories agree 

that: 

i) The board of directors of Central Hudson will 

be responsible for management oversight 

generally, including the approval of annual 

capital and operating budgets; establishment of 

dividend policy; and determination of deb~ and 

equity requirements. The Central Hudson board 

of directors will have an audit committee, the 

majority of whom will also be independent. The 

responsibility of this committee will include 

the oversight of the ongoing financial 
(22] 
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integrity and effectiveness of internal 

controls of Central Hudson. 

ii) Central Hudson's local management will continue 

to make decisions regarding staffing levels and 

hiring practices; will continue to negotiate 

future collective bargaining agreements; will 

continue to be the direct contact and decision 

making authority in regulatory matters; and, 

will continue to represent Central Hudson in 

all future regulatory matters. 

iii) To provide continuity in the management and 

staffing of Central Hudson, and ensure that the 

necessary human resources are maintained to 

continue the delivery of safe, reliable service 

to customers, the current employees of Central 

Hudson (union and management) will be retained 

for a period of two years following the closing 

under their respective current conditions of 

employment. Central Hudson reserves the right 

to take disciplinary and any other actions it 

determines necessary or appropriate within its 

existing labor agreement and employee relations 

practices. Central Hudson also agrees to 

maintain for two years after the closing the 
[23) 
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level of operating employees, as defined in the 

Standards, that is recognized in rates and to 

file a report with the Secretary of the 

Commission within 30 days after the first two 

anniversary dates of the merger's closing 

comparing the level of union and management 

employees on the anniversary to date to the 

levels on the date upon which the merger 

closed. 

iv) To ensure the continued active corporate and 

charitable presence of Central Hudson in its 

service territory, Central Hudson shall 

maintain its community involvement at not less 

than current {2011) levels for five years after 

the closing of the acquisition {2013 through 

201 7) . 

8. PERrORMANCE MECHANISMS 

1) Customer Service 

The following targets and effective dates will apply: 

Measure Value Effective 

PSC Complaint Rate 1.1 - 1.6 7/1/13 
CS! 85 - 82, etc. 7 /1 /13 

structure per the 
current rate plan 

Keeping Scheduled $20 paid to 7/1/13 
Appointments customer for 

missed appt. per 
current rate plan 

(24] 
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These targets will continue to apply unless and until changed by 

Commission Order. 

2) Negative Revenue Adjustments ( "NRAs") 

The NRAs shown in the following table have been 

doubled from those in the current rate plan. 2 The NRAs 

in the current rate plan shall be tripled if targets 

are missed during a dividend restriction and 

quadrupled if targets are missed for three years 

within the next five year period. 

Central Hudson Service Quality Performance Mechanism 

Customer Satisfaction Index Negative Revenue Adjustment 

85% or higher None 

84% ..:;: CSI < 85% $475,000 

83% s CSI < 84% $950,000 

82% s: CSI < 83% $1,425,000 

< 82% $1,900,000 

Tota1 Amount at Risk $1,900,000 

The Commission's Order Establishing Rate Plan, issued June 1B, 2010, in Cases D9-
E-D588 and 09-G-0589, set forth electric and gas race plans for Central Hudson for 
che period July 1, 2010 through June 30, 2013. 

[25] 
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PSC Annual Complaint Rate Negative Revanu• Adjustment 

<1.1 None 

l. 1 $950,000 

1. 2 $1,140,000 

1.3 $1,330,000 

1. 4 $1,520,000 

1.5 $1,710,000 

1.6 or higher $1,900,000 

Total Amount at llisk $1,900,000 

3) Electric Reliability 

The electric service annual metrics for System Average 

Frequency IndeK {SAIFI) target of 1.45 and Customer 

Average Duration IndeK (CAIDI) target of 2.50 continue 

through 2013. 

Electric Reliability Reporting requirements, quarterly 

meeting requirements, revenue adjustment source, and 

exclusions are defined in Attachment II. 

All Electric Reliability NRAs of the current rate plan 

shall be doubled. In addition, the NRAs of the 

current rate plan shall be tripled if targets are 

missed during a dividend restriction and quadrupled if 

targets are missed for three years within the next 

five year period. All electric reliability targets 

[26] 
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for calendar year 2013 remain in effect until modified 

by a Commission order in a subsequent Central Hudson 

electric rate case. 

4) Gas Safety Metrics 

Emergency Response Time 

The gas emergency response time metrics of 75% 

response within 30 minutes and 90% response within 45 

minutes will be continued. 

Gas Leak Backlog 

The calendar year 2013 leak backlog target is 260 at 

year-end. The calendar year 2013 repairable leaks 

backlog target is 20 at year-end. 

Damage Prevention 

The calendar year 2013 total damages per 1,000 one 

call tickets target is 2.40. The calendar year 2013 

mismarks per 1,000 one call tickets target is 0.50. 

The calendar year 2013 Company and Company Contractor 

damages per 1,000 one call tickets target is 0.25. 

New Parts 255 and 261 Violation Metric 

Central Hudson will incur a negative revenue 

adjustment for instances of noncompliance (violations) 

of certain pipeline safety regulations set forth in 16 

NYCRR Parts 255 and 261, as identified during Staff's 

annual field and record audits. Attachment III sets 

[27] 
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forth a list of identified high risk and other risk 

pipeline safety regulations pertaining to this metric. 

Central Hudson will be assessed a negative revenue 

adjustment for each high risk or other risk violation, 

up to a combined maximum of 100 basis points per 

calendar year as follows: 

High Risk Violation Occurrences Basis Points Per Violation 

1-30 1/4 
Calendar Year 2013 

31+ 1/2 

1-25 1/2 
Calendar Year 2014 

26+ 1 

Other Risk Violation Occurrences Basis Points Per Violation 

1-30 1/9 
Calendar Year 2013 

~ 

Calendar 

31+ 1/3 

1-25 1/9 
Year 2014 

26+ 1/3 

This metric will be effective as of the start of the 

Commission Order in this case, but will then be 

measured on calendar years, as identified above. With 

respect to violations, only documentation or actions 

performed, or required to be performed, on or after 

[2 s l 
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the date of the Commission Order in this case will 

constitute an occurrence under the metric. 

At the conclusion of each audit, Staff and Central 

Hudson will have a compliance meeting where Staff will 

present its findings to Central Hudson. Central 

Hudson will have five business days from the date the 

audit findings are presented to cure any identified 

document deficiency. Only official Central Hudson 

records, as defined in Central Hudson's Operating and 

Maintenance plan, will be considered by Staff as a 

cure to a document deficiency. Staff will submit its 

final audit report to the Secretary of the Commission 

under Case 12-M-0192. If Central Hudson disputes any 

of Staff's final audit results, Central Hudson may 

appeal Staff's finding[s] to the Commission. Central 

Hudson will not incur a negative revenue adjustment on 

the contested finding until such time as the 

Commission has issued a final decision on the 

contested findings. Central Hudson does not waive its 

right to seek an appeal of any Commission 

determination regarding a violation under applicable 

law. 

If an alleged high risk or other risk violation set 

forth in Attachment III is the subject of a separate 
[29} 
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penalty proceeding by the Commission under PSL 25, 

that instance will not constitute an occurrence under 

this performance metric. 

Negative Revenue Adjustments 

Other than the Parts 255 and 261 metric, all Gas 

Safety NRAs of the current rate plan shall be doubled. 

In addition, the NRAs of the current rate plan shall 

be tripled if targets are missed during a dividend 

restriction and quadrupled if targets are missed for 

three years within the next five year period. 

Continuation 

All gas safety targets for calendar year 2013 remain 

in effect until modified by a Commission order i~ a 

subsequent Central Hudson gas rate case. 

5) Infrastructure Enhancement for Leak-prone Pipe 

A minimum capital budget of $7.7 million is 

established for the replacement of leak-prone pipe 

over calendar year 2014. The pipe to be removed from 

service shall oe identified and ranked using a r~sk

based methodology. If actual e&penditures fall short 

of $7.7 million, Central Hudson will defer for 

ratepayer benefit the revenue requirement equivalent 

of the shortfall multiplied by 0.5. Central Hudson 

shall maintain the minimum pipe replacement level 

[30] 
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beyond 2014 at $7.7 million, until changed by the 

Commission, 

C. RATE FREEZE PROVISIONS 

14)079il4. 2 

The Commission's Order Establishing Rate Plan, issued 

June 18, 2010, in Cases 09-E-0588 and 09-G-0589, set 

forth electric and gas rate plans for Central Hudson for 

the period July 1, 2010 through June 30, 2013. The July 

1, 2013 rate reductions for S.C. ll gas customers (see 

Section IX, Part B, and Appendix M, Sheet 4 of 5 of the 

current rate plan) will go into effect as provided in the 

current rate plan. In the period between July 1, 2013 

and June 30, 2014 (Rate Freeze Period), the provisions of 

the current rate plan applicable to "rate year 3", except 

as modified in this Joint Proposal, are continued. 

1) Earnings Sharing and Calculations of Earned Rates of 
Return 

The Earnings Sharing Provision in Section VI.D of the 

current Commission-approved rate plan will be modified 

as of July 1, 2013, to read: 

Actual regulatory earnings in excess of 
10.00% and up to 10.50% will be shared 
equally between ratepayers and shareholders. 
Actual regulatory earnings in excess of 
10.50% will be shared 90/10 
(ratepayer/shareholder). These earnings 
sharing percentages shall be maintained 
until the effective date of the succeeding 
Commission rate order. 

[31] 
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The Company will defer for the future 
benefit of ratepayers fifty percent of its 
share of any actual earnings in excess of 
10.50% to reduce the deferred debit 
undercollections of MGP Site Investigation & 
Remediation Costs, interest costs on 
variable rate, interest costs on new 
issuances of long term debt, property tax, 
and stray voltage expense; provided, 
however, that such reduction in deferred 
debit deferrals will be further limited so 
as not to cause the resulting actual 
earnings to decrease below a 10.50% return 
on equity. 

In calculating earned rates of return for regulatory 

purposes, the $35 million of combined write-offs of 

deferred regulatory assets and future rate mitigation 

funds, and the one-time funding of $5 million for 

economic development and low income purposes referred 

to in this Joint Proposal shall be included and not 

"normalized out" for purposes of determining actual 

expenses for the rate year in which those benefits are 

booked by Central Hudson. 

2) Distribution and Transmission Right-of-Way Tree 
Trimming and SIR Costs 

At the end of Rate Freeze Period, the actual total 

expenditures for distribution ROW tree trimming will 

be compared to $11.397 million and any under-spending 

will be deferred as of the end of Rate Freeze Period. 

Carrying charges at the Pre-Tax Rate of Return 

("PTROR") will be applied by the Company to the amount 

[32] 
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deferred from the end of Rate Freeze Period until the 

effective date of the succeeding Commission rate 

order. 

At the end of Rate Freeze Period, the actual total 

expenditures for transmission ROW tree trimming will 

be compared to $1.711 million and any under-spending 

will be deferred as of the end of Rate Freeze Period. 

Carrying charges at the PTROR will be applied by the 

Company to the amount deferred from the end of Rate 

Freeze Period until the effective date of the 

succeeding Commission rate order. In addition, the 

deferral for Manufactured Gas Plant ("MGP") Site 

Investigation and Remediation ("SIR") Costs authorized 

in Paragraph V.A.1 of the current rate plan will be 

modified as of July 1, 2013 to apply to all 

Environmental SIR costs incurred by Central Hudson 

during the period from July 1, 2013 to June 30, 2014. 

This modification does not limit Staff or the 

Commission's authority to review the prudence of any 

SIR costs. 

3) Stray Voltage Testing 

Actual Stray Voltage Testing expenditures, excluding 

mitigation costs, will be compared to $2.023 million 

for the twelve months ending June 30, 2014. Any 
[33] 
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under-spending as of June 30, 2014, exclusive of 

expenditures for actual mitigation costs, will be 

deferred for future return to customers with carrying 

charges at the PTROR. 

Actual mitigation costs in the twelve months ending 

June 30, 2014 will be compared to $350,000. The 

differences between $350,000 and actual mitigation 

expenditures will be deferred for future recovery by 

the Company, or return to customers, with carrying 

charges at the PTROR. 

D. NET PLANT TARGETS 

1410198~. 2 

The net plant targets for the twelve month period ending 

June 30, 2014 of $919.3 million for Electric and $252.2 

million for Gas, with associated annual depreciation 

expenses of $32.7 million and $9.0 million, respectively, 

will be established. 

The actual average electric and gas net plant balances at 

the end of the twelve month period ending June 30, 2014 

will be calculated using the calculation methods 

described in Attachment III. The net plant targets shown 

in Attachment III limit total Common Software 

construction expenditures, including Legacy Replacements, 

in the Rate Freeze Period to $5.0 million. 

[34] 
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Reconciliations 

The actual electric and gas net plant will be compared to 

the electric and gas net plant target for the twelve 

month period ending June 30, 2014, and the revenue 

requirement difference (i.e., return and depreciation as 

described in Attachment IV) will be determined. 

Deferral For the Benefit of Ratepayers 

If, at the end of the twelve month period ending June 30, 

2014, the revenue requirement difference from net plant 

additions is negative, Central Hudson will defer the 

revenue requirement impact for the benefit of customers. 

If, at the end of the twelve month period ending June 30, 

2014, the revenue requirement impact is positive, no 

deferral will be made. Carrying charges at the PTROR 

will be applied by the Company to the amount deferred 

from the end of the twelve month period ending June 30, 

2014 until addressed by the Commission in a Central 

Hudson rate order. 

E. LOW INCOME 

14307984 .l 

The Signatories agree that the existing funding for low 

inco~e programs available currently in rates will be 

supplemented with $500,000 from the Community Benefit 

Fund being made available by the Petitioners as a result 

of this transaction. In addition, the Signatories agree 

(35] 
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to the following modifications to existing low inco~e 

programs: 

1, Central Hudson's current low income program is made 

up of two components: the Enhanced Powerful 

Opportunities Program ("EPOP"), which is a targeted 

program open to selected participants, and a broad-

based bill discount program that provides a monthly 

bill credit to all customers that are Home Energy 

Assistance Program ("HEAP") recipients. 

2. The EPOP program and its associated funding will 

remain unchanged. 

3. The bill discount program currently provides a 

monthly bill credit of $11.00 to all customers who 

are HEAP recipients. Data provided by Central 

Hudson reflect that the program has 8,641 

participants as of the twelve months ended Novenber 

30, 2012, and projected annual spending of $1,140,612 

($11 X 12 X 8,641). 

4. Within 30 days of a Commission order in this 

proceeding, Central Hudson will modify its current 

discount program, which provides dual-service 

customers with one discount, by implementing the 

following discount levels for single and dual service 

bill discount program participants: 
[ 36] 
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Electric only Gas only Both Elec. & 

Gas 

Heating $17.50 $17.50 $23.00 

Non-heating $5.50 $5.50 $11.00 

14 30: 984. 2 

5. In order to ensure that no current participant faces 

a reduction in current benefit levels, any single 

service non-heating customer currently receiving a 

bill discount of $11.00 will continue receiving such 

benefit at the $11.00 level, instead of the $5.50 

level specified above. 

6. The total cost of the bill discount program is 

expected to be $1,662,672. Actual expenditures may 

vary based on HEAP participation levels. 

7. Central Hudson will waive service reconnection fees, 

no more than one time per customer until new rates go 

into effect, for customers participating in either 

the EPOP or bill discount programs. Funding for 

reconnection fee waivers is limited to $50,000 until 

new rates go into effect. Central Hudson may grant 

waivers to individual customers more than once during 

this period, on a case-by-case basis and for good 

cause shown, provided that the program funding 

allocation for such waivers is not exceeded. Upon 

notice to Staff and the UIU, Central Hudson will be 

[ 37] 
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permitted, first, to limit the waiver to {SO) percent 

of the total reconnection fee, if the cost of waived 

reconnection fees is projected to exceed the annual 

allocation, and, second to suspend the waiver program 

if the budget limit is reached. 

8. A sum of $500,000 of the total costs of the low

income bill discount and reconnection fee waiver 

programs is to be supplied from the Community Benefit 

rund. To the extent that actual expenditures exceed 

the rate allowance in current rates of $1,531,200, 

plus $500,000 from the Community Benefit Fund, any 

shortfall will be supplied first, from the cumulative 

unused portions of the current rate allowances for 

the bill discount program, which is expected to be 

approximately $500,000, and second, will be deferred 

as a regulatory asset. To the extent that actual 

expenditures fall short of the current rate allowance 

plus the cumulative unused portions of the current 

rate allowances for the bill discount program plus 

$500,000 from the Community Benefit Fund, any excess 

will be deferred for use of the low-income bill 

discount program and the reconnection fee waiver 

program in a future rate proceeding. 

[38] 
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9. Customers enrolled in the EPOP or low income bill 

discount programs will continue to be referred by 

Central Hudson to the New York State Energy Research 

and Development Authority's Empower-NY program or any 

successor to the Empower-NY program, for energy 

efficiency services. 

10. The parties agree that these modifications justify 

returning to a quarterly reporting schedule. Central 

Hudson will file quarterly and annual reports on the 

EPOP and bill discount programs with the Secretary 

and provide copies to other parties currently 

receiving copies of EPOP reports. With respect to 

the bill discount program, the reports will provide: 

a. The number of customers enrolled in the bill discount 

program; 

b. The aggregate amounts of low-income bill discounts for 

the quarter and year to date; and 

c. The number of reconnections of low income customers 

1~3019B4.: 

for which the fee was fully or partially waived, and 

the aggregate amount of reconnection fees waived to 

date. 

11. Nothing in this Joint Proposal is intended to 

preJudge the treatment of low income matters by the 

Commission in Central Hudson's ne~t rate case. 
[39] 
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E". RETAIL ACCESS 

! 4307984. :'. 

In support of the Commission's retail market development 

initiatives, Central Hudson will set forth a total bill 

comparison, using the existing Central Hudson computer 

program that had been previously implemented, on all 

retail access residential bills using consolidated 

billing issued after 90 days following closing. The 

Signatories agree that this total bill comparison is to 

provide information to retail access customers that 

should be made available by the utility as part of the 

Commission's retail energy markets initiatives. Central 

Hudson shall report quarterly to the Secretary on this 

initiative so that Staff can continue to review and 

supervise this initiative and report any changes deemed 

desirable to the Commission on an on-going basis. 

Central Hudson's quarterly reports will also be provided 

to other parties currently receiving Central Hudson 1 s 

EPOP reports. 

In addition, for similar purposes of supporting the 

Commission's retail market development initiatives, 

within 60 days following issuance of the Commission Order 

in this case, Central Hudson will file a proposal to 

provide payment-troubled (i.e., subject to termination) 

customers with bill comparison information. The type of 

[ 4 0 J 
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~eporting and continued monitoring appropriate Ior this 

initiative will be developed as part of the resolution of 

Central Hudson's ~ending proposal. 

The costs of these two initiatives will be funded from 

the existing Competition Education fund {net of the 

transfer of funds for economic development, as described 

below). Central Hudson shall propose a use or uses for 

any balance remaining in the Competition Education fund, 

after these two initiatives have been funded, in its 

first rate filing following the closing. In the event 

that the costs of these two initiatives exceed the 

funding available from the existing Competition Education 

fund (net of the transfer of funds for economic 

development), Central Hudson is authorized to defer the 

excess cOSLS for future recovery with carrying charges at 

the PTROR. 

The Signatories anticipaLe that modifications to either 

initiative may become appropriate based on developments 

in the ongoing generic retail access p~oceeding, Case 12-

M-0476. 

[ 41] 
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G. ECONOMIC DEVELOPMENT AND SUPPORT FOR STATE 
INFRASTRUCTURE ENHANCEMENTS 

lOOB84 ,2 

1. Economic Development 

The Signatories agree that $5 million will be 

allocated to economic development purposes to 

enhance the existing Central Hudson economic 

development programs. The $5 million is in adaition 

to the current Central Hudson rate allowance for 

economic development funding. The funding for this 

program will be through $4.5 million from the 

remaining balance of the $5 million Community 

Benefit Fund being provided by Petitioners and 

$500,000 from Central Hudson's Competition Education 

Fund. 

The parties to this proceeding will confer following 

the execution and filing of this Joint Petition in 

this case to seek to jointly develop consensus 

modifications to the existing Central Hudson 

economic development programs. Central Hudson shall 

make a filing with the Commission within 15 days 

following the Commission 1 s order in this case 

proposing modifications to the existing economic 

development programs that include the parties' 

agreements. As part of the filing made by Central 

[42] 
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Hudson, expedited consideration by the Commission 

will be requested. The proposal will be for 

programs that will continue to be administered by 

Central Hudson pursuant to existing Commission 

authorizations, with the clarifications and 

modifications as follows. Central Hudson will 

continue to hold custody of funds and administer the 

programs with input from the Counties in Central 

Hudson's service territory. The SS million will not 

receive carrying charges. The proposal will include 

the criterion that all applications for projects 

that do not have participation from Empire State 

Development, a County Industrial Development Agency, 

a County Community College, or local municipal 

resolution pursuant to existing program requirements 

will seek a letter of support from the County of 

origin. In addition, the proposal will state that 

Central Hudson will seek participation concerning 

award notifications and announcements from the 

County of origin prior to issuing such 

announcements. 

In addition to filing the above proposal, Central 

Hudson will meet twice per year with representatives 

from all of the Counties in the Central Hudson 
[ 41] 
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service territory to discuss economic development 

and potential program improvements. Nothing in this 

Joint Proposal is intended to prejudge the treatment 

of economic development matters by the Commission in 

Central Hudson's next rate case. 

2) State Infrastructure Enhancements 

Central Hudson shall continue to support the New 

York State Transmission Assessment and Reliability 

Study ("STARS"), the Energy Highway and economically 

justified gas expansion. Fortis agrees to provide 

equity support to the extent required by Central 

Hudson for such projects as receive regulatory 

approval and proceed to construction. 

3) Gas Expansion Pilot Program 

Central Hudson will commit to actively promote its 

"Simply Better" gas marketing expansion campaign in 

the Rate Freeze Period, seeking gas customer 

additions where Company gas facilities already 

exist, and economic expansion of its gas system, 

consistent with the Commission's Part 230 

regulations, to identified expansion target areas in 

each operating district. The Company will continue 

to provide requesting and targeted customers with 

access to conversion calculators, third-party 

t 44 l 
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turnkey conversion services (potentially including a 

project specialist from start to finish, a licensed 

heating installation professional, a detailed 

cost/benefit proposal on converting their heating 

equipment, removal of existing oil tank, and 

coordination of the service and heating 

installations), and available financing from third

party lenders to assist customers who are seeking 

gas delivery service or to convert from alternate 

fuels. 

In the even~ that adequate financial commitments can 

be secured from new firm service customers and 

municipal franchise approvals on reasonable 

conditions are secured in locations where Central 

Hudson does not currently have gas facilities or 

local franchises, Central Hudson will commit to file 

for expedited Commission approval to exercise such 

franchises as are shown by Central Hudson's analyses 

to comply with Part 230. 

Central Hudson will begin, within 90 days of an 

Order in this proceeding approving this Joint 

Proposal, to track all gas service requests and keep 

record of: ( 1) applicable gas service request dates 

(i.e., customer request received, Company evaluation 
[45] 
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or comrnitmen~ made, service denied/initiated); 

(2) the address of requested service including the 

township and county; {3) calculated cost to install 

new service lines and main extensions including 

customer payment responsibility; and (4) reasons for 

a service not being initiated. Customer information 

will be protected consistent with the updated 

Standards addressed elsewhere in this Joint 

Proposal. 

Central Hudson will propose applying a limited pilot 

expansion program aimed at testing ideas to 

economically expand gas to customers. The pilot can 

be either part of a new franchise filing or a 

separate filing to the Commission no later than July 

1, 2013. The pilot will test all or any of the 

following ideas: 

(1) Piggy back on top of anchor customers to reduce 

the actual need for additional pipe beyond the 100 

foot rule; 

(2) surcharge all customers or specific customers 

over five years or more based on the savings from 

their alternative fuel to write down assets in order 

to meet the overall Rate of Return (ROR) by year 5; 
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(3) increase the minimum 100 feet allowed by a 

higher "average" amount for everyone in the customer 

cluster to be served based on anticipated additional 

revenues; and/or 

(4) Trade Alliance by Central Hudson to purchase 

heating equipment from manufacturers for 

conversion/new customers and pass the savings to 

customers. 

H. NEXT RATE CASE FILING 

The Signatories recognize that Central Hudson may file 

new rate case applications at any time; however, the 

Petitioners agree to make such filing no earlier than the 

date that would be permitted for filing for rates to 

become effective on or after July 1, 2014. In its next 

rate case filing, Central Hudson shall provide, in a 

format similar to that of Petitioners' rebuttal 

testimony, an updated comparison between the debt ratings 

of Central Hudson and the regulated affiliates of Fortis 

based upon the latest rating agencies' analyses available 

at that time. In the same rate case filing, Central 

Hudson wi]l include its analysis of Staff's white paper 

recommendations on LAUF. 

[47) 
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V. ECONOMIC BENEFITS, INCLUDING SYN~RGIES AND POSITIVE BENEFIT 
AD:USTMENTS 

Petitioners have agreed to provide quantified economic 

benefits comprised of the following synergy and positive 

benefit adjustments: (i) synergy savings which are 

guaranteed for a period of 5 years and which will provide 

for future rate mitigation of $9.25 million over the 5 

years; (ii) a cotal of $35 million of combined write-offs 

of deferred regulatory assets and future rate mitigation 

funds; and, (iii) one-time funding of $5 million for a 

Community Benefit Fund for economic development and low 

income purposes. The Signatories agree that the benefits 

identified herein are sufficient to meet the Commission's 

public interest criterion (PSL Section 70). 

In reaching these agreements, the Signatories have 

recognized a number of additional factors that demonstrate 

that these quantified benefits are appropriate. The 

Signatories agree that the corporate governance and 

financial commitments made by Petitioners, together with 

the nature of Fortis' business model and proven track 

record, reduce the risks presented by this transaction and 

provide additional value to Central Hudson's ratepayers. 

In addition, the Signatories agree that absent the 

transaction, it 1s likely that Central Hudson could have 

[48] 
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demonstrated a need for a rate increase for the Rate Freeze 

Period. However, as a consequence of Central Hudson opting 

not to file a rate case for the Rate Freeze Period as part 

of the terms of this Joint Proposal, rates will be frozen 

for the full Rate Freeze Period. The parties agree these 

provisions provide additional benefits. 

A. Synergy Savings/Guaranteed Rate Reductions 

The Signatories have agreed that t~e transaction will 

produce synergy savings/guaranteed future rate mitigation 

totaling $9.25 million ($1.85 million/year for 5 years). 

Petitioners have agreed to guarantee these cost savings 

for a period of five years, and will begin accruing these 

guaranteed cost savings in the month following closing. 

The Signatories recognize that this accrual will provide 

rate mitigation for the benefit of customers that will be 

available at the start of the first rate year in the next 

rate case filed by Central Hudson. The Signatories 

anticipate that the forecast effect of the synergy cost 

savings will also be reflected in rates in Central 

Hudson's next rate case. 

B. Deferred Storm Restoration Cost Write-offs and Future 
Rate Mitigation 

A total of $35 million will be provided to Central Hudson 

by Fortis upon the closing of the transaction and will be 

[ 4 9 l 
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recorded as a regulatory liability to be applied to write 

off regulatory assets on the books of Central Hudson due 

to storm restoration costs and to provide balance sheet 

offsets and rate mitigation in Central Hudson's next rate 

filing. 

1) Storm Restoration Cost Write-offs 

Central Hudson currently has two storm restoration 

cost deferral petitions pending before the 

Commission in Cases ll-E-0651 {$11.0 million 

exclusive of carrying charges) and 12-M-0204 ($1.6 

million exclusive of carrying charges), for a total 

of $12.6 million exclusive of carrying charges. 

Additionally, Central Hudson has estimated that the 

incremental storm restoration costs above the 

current rate allowance resulting from Super-storm 

Sandy will be approximately $10 million. The 

Signatories agree that Central Hudson shall file a 

formal Super-storm Sandy deferral petition as soon 

as reasonably practicable. 3 

The Signatories agree to utilize a placeholder total 

for these three events of $22 million. The 

The Signatories agree that the review of the new petition will be 
expedited to the extent possible. 

( 50] 
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Signatories agree that $22 million will be written 

off promptly after the closing against the $35 

million regulatory liability being funded by Fortis, 

subject to true-up for subsequent Commission 

determinations concerning the storm restoration 

costs of the three storms. The Signatories agree 

that the three deferral requests will be reviewed by 

Staff consistent with the principles and practices 

in the recent Central Hudson storm restoration 

deferral petitions involving Twin Peaks (February 

2010) in Case 10-M-0473 and the December 2008 ice 

storm in Case 09-M-0004. 

2) Disposition of the Remaining Balance 

The difference between the $35 million being 

provided by Fortis and the $22 million in 

placeholder storm restoration cost write-offs is 

currently estimated as a $13 million placeholder. 

The Signatories agree that this $13 million 

difference will be reserved as a regulatory 

liability with carrying charges at the pre-tax rate 

of return rate. At the time of the final, trued-up 

storm restoration cost determination by the 

Commission, the reserve and associated carrying 

charges will be adjusted up or down to conform to 
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the Commission's determination. The final amount 

will be reserved for additional future balance sheet 

write-offs or other rate moderation purposes, as 

shall be determined in Central Hudson's next rate 

case. 

C. Community Benefit Fund 

A total of $5 million will be provided by Fortis for a 

Community Benefit Fund to be utilized for low income and 

economic development purposes as discussed in greater 

detail previously in this Joint Pr~posal. 

VI. OTHER PROVISIONS 

A.. Counterparts 

HJ01964.2 

This Joint Proposal may b~ executed in counterparts, all 

of which taken together shall constitute one and the same 

instrument which shall be binding upon each signatory 

when it is executed in counterpart, filed with the 

Secretary of the Commission and approved by the 

Commission; provided, however, that, upon execution, 

filing with the Secretary and prior to approval by the 

Commission, each Signatory shall be bound to support 

adoption of this Joint Proposal and, to the extent 

required by the context, to undertake actions necessary 

for implementation of the provisions of this Joint 

Proposal upon its approval by the Commission. 

[52] 
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B. Provisions Not Separable 

14 ~O" 9~4. 2 

~he Signatories intend this Joint Proposal to be a 

complete resolution of all the issues in Case 12-M-0192 

and the terms of this Joint Proposal are submitted as an 

integrated whole. If the Commission does not accept this 

Joint Proposal according to its terms as the basis of the 

resolution of all issues addressed without change or 

condition, each Signatory shall have the right to 

withdraw from this Joint Proposal upon written notice to 

the Commission within ten days of the Commission Order. 

Upon such a withdrawal, the Signatories shall be free to 

pursue their respective positions in this proceeding 

without prejudice, and this Joint Proposal shall not be 

used in evidence or cited against any such Signatory or 

used for any other purpose. It is also understood that 

each provision of this Joint Proposal is in consideration 

and support of all the other provisions, and expressly 

conditioned upon acceptance by the Commission. Except as 

set forth herein, none of the Signatories is deemed to 

have approved, agreed to or consented to any principle, 

methodology or interpretation of law underlying or 

supposed to underlie any provision herein. 

f 53 l 
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C. 2rovisions Not Precedent 

The terms and provisions of this Joint Proposal apply 

solely to, and are binding only in the context of the 

purposes and results of this Joint Proposal. None of the 

terms or provisions of this Joint ?roposal and none of 

the positions taken herein by any Signatory may be 

referred to, cited, or relied upon by any other party in 

any fashion as precedent or otherwise in any other 

proceeding before this Commission ~r any other regulatory 

agency or before any court of law for any purpose other 

than furtherance of the purposes, resulLs, and 

disposition of matters governed by this Joint Proposal. 

This Joint Proposal shall not be construed, interpreted 

or otherwise deemed in any respect to constituLe an 

admission by any SignaLory regarding any allegations, 

contentions or issues raised in this proceeding or 

addressed in this Joint Proposal. 

D. Submission of Proposal 

14307964.2 

Each Signatory agrees to submit this Joint Proposal to 

the Commission, to support and request its adoption by 

the Commission, and not to take a position in this 

proceeding contrary to the agreements set forth herein or 

to assist another participant in taking such a contrary 

position in these proceedings. 

rs41 
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E. further Assurances 

The Signatories recognize that certain provisions of this 

Joint Proposal require that actions be taken in the 

future to fully effectuate this Joint Proposal. 

Accordingly, the Signatories agree to cooperate with each 

other in good faith in taking such actions. In the event 

of any disagreement over the interpretation of this Joint 

Proposal or implementation of any of the provisions of 

this Joint Proposal, which cannot oe resolved informally 

among the Signatories, such disagreement shall be 

resolved in the following manner: (a) the Signatories 

shall promptly convene a conference and in good faith 

attempt to resolve any such disagreement; and (b) if any 

such disagreement cannot be resolved by the Signatories, 

any Signatory may petition the Commission for resolution 

of the disputed matter. 

f. Entire Agreement 

This Joint Proposal, including all attachments, exhibits 

and appendices, if any, represents the entire agreement 

of the Signatories with respect to the matters resolved 

herein. 

VII. SIGNATURES 

WHEREFORE, This Joint Proposal has been agreed to as of 

January 25, 2013 by and among the following, each of whom by his 
[ 55] 
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or her signature represents that he or she is fully authorized 

to execute this Joint Proposal and, if executing this Joint 

Proposal in a representative capacity, that he or she is fully 

authorized to execute it on behalf of his or her principal(s). 

[SIGNATURES APPEAR ON THE FOLLOWING PAGES.] 

[ 561 
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Caae 12-M-0192 

SIGNATURB PAGES TO JOINT PROPOSAL DATED JANUARY 25, 2013 

Cascade Acquisition sub Inc., Portis Inc. and PortiaUS Inc. 

By: 7<;~2 
Barry v:ie7 
Vice President, Finance and 
Chief Financial Officer of Fortie Inc. 

CH Bnergy Group Inc. 

By: 
Christopher A. Capone 
Executive Vice-President and Chief Financial Officer 

Central Hudson Gas & Electric Co%poration 

By: 
Michael L. Mosher 
Vice-President Regulatory Affairs 

Staff of N.Y.S. Department of Public Service 

By: 
John L. Favreau, Esq. 
Assistant Counsel 
Staff of N.Y.S. Department of Public Service 

New York Department of State Utility Intervention Unit 

By: 

Robert T. Friel 
Director 

OUtchees County New York: Dutchess County supports the 
following portions of the Joint Proposal: paragraphs IV.G.l 
and v.c (Economic Development), paragraph V.A (Synergy 
Savings/Guaranteed Rate Reductions), paragraph V.B 
(Deferred Storm Restoration Cost Write-offs and Future Rate 
Mitigation}, and paragraph IV.C and the portions of 
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Case 12-M-0192 

SIGNATURE PAGES TO JOINT PROPOSAL DATED JANUARY 25, 2013 

Cascade Acquisition Sub Inc., Fortis Inc. and FortisUS Inc. 

By: 
Barry v. Perry 
Vice President, rinance and 
Chief Financial Officer of Fortis Inc. 

CH Energy Group Inc. 

~ist~~¥ 
Executive Vice-President and Chief Financial Officer 

Central Hudson Gas & Electric Corporation 

By: 
Michael L. Mosher 
Vice-President Regulatory Affairs 

Staff of N.Y.S. Department of Public Service 

By: 
John L. Favreau, Esq. 
Assistant Counsel 
Staff of N.Y.S. Department of Public Service 

New York Department of State Utility Intervention unit 

By: 

Robert T. Friel 
Director 

Dutchess County New York: Dutchess County supports the 
following portions of the Joint Proposal: paragraphs IV.G.l 
and v.c (Bconomic Development), paragraph V.A {Synergy 
Savings/Guaranteed Rate Reductions), paragraph V.B 
(Deferred Storm Restoration Cost Write-offs and Future Rate 
Mitigation), and paragraph IV.C and the portions of 
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Case 12-H-0192 

SIGNATURE PAGES TO JOINT PROPOSAL DATED JANUARY 25, 2013 

Cascade Acquisition Sub Inc., Fortis Inc. and FortisUS Inc. 

By: 
Barry V. Perry 
Vice President, Finance and 
Chief Financial Officer of Fortis Inc. 

CH Energy Group Inc. 

By: 
Christopher A. Capone 
Executive Vice-President and Chief Financial Officer 

Central Hudson Gas & Electric Corporation 

By: Iv{. L. ~t4-, 
Michael L. Mosher 
Vice-President Regulatory Affairs 

Staff of N.Y.S. Department of Public Service 

By: 
John L. Favreau, Esq, 
Assistant Counsel 
Staff of N.Y.S. Department of Public Service 

New York Department of State Utility Intervention Unit 

By: 

Robert T, Friel 
Director 

Dutchess County New York: Dutchess County supports the 
following portions of the Joint Proposal: paragraphs IV.G.l 
and V.C (Economic Development), paragraph V.A {Synergy 
Savings/Guaranteed Rate Reductions), paragraph V.B 
(Deferred Storm Restoration Cost Write-offs and Future Rate 
Mitigation), and paragraph IV.C and the portions of 
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Cascade Acquisition Sub Inc., Portie Inc. and FortisOS Inc. 

By: 
Barry v. Perry 
Vice President, Finance and 
Chie£ Financial Officer of Portie Inc. 

CH Energy Group Inc. 

By: 
Christopher A. Capone 
Executive Vice-President and Chief Financial Officer 

Central Hudson Gas & Electric Corporation 

By: 
Michael L. Mosher 
Vice-President Regulatory Affairs 

Staff of 

By: 
John L. Fa reau, Beg. 
Assistant Cowisel 
Staff of N.Y.S. Department of Public Service 

New York Department of State utility Intervention Unit 

By: 

Robert T. Friel 
Director 

Dutchess County New York: Dutchess county supports the 
following portions of the Joint Proposal: paragraphs IV.G.1 
and v.c (Economic Development), paragraph V.A (Synergy 
Savings/Guaranteed Rate Reductions), paragraph V.B 
{Deferred Storm Restoration Cost Write-off• and Future Rate 
Mitigation), and paragraph IV.C and the portions of 
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Cascade Acquisition Sub Inc., Fortis Inc. and FortisUS Inc. 

By: 
Barry v. Perry 
Vice President, Finance and 
Chief Financial Officer of Portis Inc. 

CH Energy Group Inc. 

By: 
Christopher A. Capone 
Executive Vice-President and Chief Pina.ncial Officer 

Central Hudson Gas & Electric corporation 

By: 
Michael L. Mosher 
Vice-President Regulatory Affairs 

Staff of N.Y.S. Department of Public service 

By: 
John L. F&vreau, Eaq. 
Assistant counsel 
Staff of N.Y.S. Department of PUblic service 

By: 

Robert T. F'riel 
Director 

Intervention Unit 
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Outchess County New York: Dutchess County supports tb@ 
following portions of the Joint Proposal: paragre.phs IV.G.l 
and v.c (Economic Development), paragraph V.A (Synergy 
9avings/Cuarant • Gd Rate RQd~ction~I, paragraph v.e 
(Deferred Storm Restoration Cost Writa-offs and Future Rate 
Mitioation), and paragz:aph IV.C and the portions of 
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paragraph IV.ff related to the one-year rate freeze. In 
addition, Dutchess County takes no position with respect to 
the matters discussed in rest of the Joint Proposal. 

Multiple Intervenors 

By: 
Michael B. Mager, Esq. 
Couch White, LLP 
Attorneys for Multiple Intervenors 

Orange County New York: Orange County supports the 
following portions of the Joint Proposal: paragraphs IV.G.l 
and V.C (Economic Development), paragraph V.A (Synergy 
Savings/Guaranteed Rate Reductions), paragraph V.B 
(Deferred Storm Restoration Cost Write-offs and FUture Rate 
Mitigation), and paragraph IV.C and the portions of 
paragraph IV,H related to the one-year rate freeze, In 
addition, Orange County takes no position with respect to 
the matters discussed in rest of the Joint Proposal. 

By: 
&dward A. Diana 
County Executive for Orange County 

Ulster County New York: Ulster County supports paragraphs 
IV.G and v.c of the Joint Proposal and takes no position 
with respect to the matters discussed in rest of the Joint 
Proposal. 

By: 
Mike Hein 
Ulster County Executive 
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paragraph IV.H related to the one-year rate freeze. In 
addition, Dutchess County takes no position with respect to 
the matters discussed in rest of the Joint Proposal. 

By: 
Marcus Molinaro 
Dutchess County Executive 

Multiple Intervenors 

By: ~/3.~ 
Michael B. Mager, Beg. 
Couch White, LLP 
Attorneys £or Multiple Intervenors 

Orange County New York: Orange County supports the 
following portions of the Joint Proposal: para.graphs IV.G.1 
and V.C {Economic Development), paragraph V.A (Synergy 
Savings/Guaranteed Rate Reductions), paragraph V.B 
(Deferred Storm Restoration cost Write-offs and Future Rate 
Mitigation}, and paragraph IV.C and the portions of 
paragraph IV,H related to the one-year rate freeze. In 
addition, Orange county takes no position with respect to 
the matters discussed in rest of the Joint Proposal. 

By: 
Edward A. Diana 
County Executive for Orange County 

Ulster County New York: Ulster County supports paragraphs 
IV.G and v.c of the Joint Proposal and takes no position 
with respect to the matters discussed in rest of the Joint 
Proposal. 

By: 
Mike Hein 
Ulster County Executive 
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paragraph IV.H related to the one-year rate freeze. In 
addition, Dutchess County takes no position with respect to 
the matters discussed in rest of the Joint Proposal. 

By; 
Harcus Molinaro 
Dutchess County Executive 

Multiple Intervenors 

By: 
Michael B. Mager, Esq. 
Couch White, LLP 
Attorneys for Multiple Intervenors 

Orange County New York: Orange County supports the 
following portions of the Joint Proposal: paragraphs IV.G.1 
and V.C (Economic Development), paragraph V.A (Synergy 
Savings/Guaranteed Rate Reductions), paragraph V.B 
(Deferred Storm Restoration Cost Write-offs and Future Rate 
Mitigation), and paragraph IV.C and the portions of 
paragraph IV.H related to the one-year rate freeze. In 
addition, Orange County takes no position with respect to 
the matters discussed in rest of the Joint Proposal. 

By: Q _,,.c2 c6l 42 
~ Edwa;I! A. Diana 
-7- County Executive for Orange County 

Ulster County New York: Ulster County supports paragraphs 
IV.G and V.C of the Joint Proposal and takes no position 
with respect to the matters discussed in rest of the Joint 
Proposal. 

By: 
Mike Hein 
Ulster County Executive 
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paragraph IV.H related to the one-year rate freeze. In 
addition, Dutchess County takes no position with respect to 
the matters discussed in rest of the Joint Proposal. 

By: 
Marcus Molinaro 
Dutchess County Executive 

Multiple Intervenors 

By: 
Michael B. Mager, Esq. 
Couch White, LLP 
Attorneys for Multiple Intervenore 

Orange County New York: orange County supports the 
following portions of the Joint Proposal: paragraphs IV.G.1 
and v.c (Economic Development), paragraph V.A (Synergy 
Savings/Guaranteed Rate Reductions), paragraph V.B 
(Deferred Storm Restoration Cost Write-offs and Future Rate 
Mitigation), and paragraph IV.C and the portions of 
paragraph IV.H related to the one-year rate freeze. In 
addition, Orange County takes no position with respect to 
the matters discussed in rest of the Joint Proposal. 

By: 
Edward A. Diana 
County Executive for Orange County 

Ulster County New York: Ulster County supports paragraphs 
IV.G, the portions of paragraph IV.H related to the one
year rate freeze, and V.C of the Joint Proposal and takes 
no position with respect to the matters discussed in rest 
of the Joi:t P71. 
By·/J/~Mi' "~ Ulster County Executive 
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STATE OF NEW YORK 
BEFORE THE 

PUBLIC SERVICE COMMISSION 

Case 12-M-0192- Joint Petition of Fortis Inc. et al. and CH Energy 
Group, Inc. et al. for Approval of the Acquisition of 
CH Energy Group, Inc. by Fortis Inc. and Related 
Transactions. 

STANDARDS PERTAINING TO TRANSACTIONS, 
CONFLICTS OF INTEREST, COST ALLOCATIONS 

AND SHARING OF INFORMATION BETWEEN 
CENTRAL HUDSON GAS AND ELECTRIC CORPORATION 

AND AFFILIATES 

I. Introduction 

This Standards Pertaining To Transactions, Conflicls Of Interest, Cost 

Allocalions And Sharing Of Information Between Central Hudson Gas And 

Electric Corporation And Affiliates replaces and supersedes the Amended and 

Restated Settlement Agreement As Approved by the Commission on February 19, 

1998 Wilh Modifications and Conditions ( .. RSA"), Case 96-E-0909 (Attachment I 

Standards of Conduct) as to the language and topics addressed herein. All other 

provisions of the RSA. including Attachments A-H, J, K, remain as approved .by 

the Commission in Case 96-E-0909 unless otherwise agreed to by the Parties in 

writing or ordered by the Commission. Central Hudson Gas and Electric 

( .. Central Hudson") retains the right to manage its own affairs including the right 

to amend the Standards of Conduct from time to time in a manner consistent with 

the Commission's Orders and statute. Central Hudson shall provide the Secretary 

and Department of Public Service Staff ( .. Staff') with thirty (30) days notice prior 

to amending these Standards. 

The following pertains to transactions, conflicts of interest, cost allocations and 

the sharing of infonnation (collectively referred to herein as the "Standards") between 
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CentraJ Hudson and affiliates. 1 References in these Standards to any of the foregoing 

affiliates shaJl be deemed to include any successors. Central Hudson shall comply with 

the Standards within thirty (30) days following their effective date. Nothing in these 

Standards relieves Central Hudson or its affiliates from any obligation they may have 

pursuant to the PSL, including Sections 70 and 110. Nothing herein serves to divest 

Central Hudson or its affiliates of their legaJ rights under the PSL, Public Service 

Commission ("C omrnissi on") Orders or othetwi se. 

All costs end revenues recorded on Central Hudson's books of account from all 

affiliate transactions shall conform in all material respects to the Commission's 

Uniform System of Accounts. 

ll. Organizational Structure 

A. Separation and Location 

Central Hudson shall maintain separate books of account and other business 

records from its affiliates. 

Central Hudson shall petition the Commission for approval before it 

establishes and maintains at an existing Central Hudson location separate and distinct 

office and work space from any competitive affiliate operating in any energy-related 

business(es) within Central Hudson's service territory. 

Central Hudson shall maintain appropriate physical and technological security, 

with an appropriate monitoring system, to prevent competitive affiliates from 

accessing or obtaining Central Hudson's confidentiaJ information or other information 

that may provide the affiliate with a competitive advantage. 

Central Hudson will not conduct competitive services, including competitive 

behind-the-meter energy services, absent an application to, and approval by the 

Commission, except that CentraJ Hudson will be permitted to provide solutions to 

customer reliability and deliverability issues related to electric and gas transmission 

and distribution. 

1 Affiliates are considered any entity as defined as such under Public Servi-cc Law ("PSL") §110(2), 

2 

. --
1 
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Finally, any affiliate shall be established as a separate business entity from 

Central Hudson. 

B. Board of Directors 

No later than one year after the closing of the acquisition of CH Energy Group, 

Inc. ("CHEG") by Fortis Inc. ("Fortis"), Fortis will appoint a board of directors for 

Central Hudson. the majority of whom will be independent2, with the majority of such 

independent directors being resident in the State of New York and with emphasis on 

selecting candidates who reside, conduct business or work within the Central Hudson 

service territory. 

111. Affiliate Transaction.! 

A. Standard! of Competitive Conduct 

Central Hudson shall comply with the Commission rules governing Uniform 

Business Practices:3 

1. Sales Lead.! 

Central Hudson will not provide market information or sales leads for 

customers in its service territory to any affiliate, including an affiliated energy services 

company and will refrain from giving any appearance that it speaks on behalf of an 

affiliate. 

2 Independent is as defined in Section I OA of the Securities Exchange Act of 193 4. Nothing herein 
prohibits an independent Central Hudson director from being elected to the board or directors of Fortis 
Inc., and such appointment shall not immediately and by itself deprive the Central Hudson director of 
his or her status as independent for purposes of these Standards. If, however, the election of an 
independent Central Hudson board member to the Fortis Inc. board would result in a minority of 
independent directors on the Central Hudson board, excluding that director, Central Hudson and/or 
Fon is shall notify the Secretary of !he Commission of the nomination of such director within 10 days 
following the issuance of the Fortis lnc. proxy materials pertaining to the election of Fortis Inc. board 
members. As part of such notice, Central Hudson 11.nd/or Fortis shall describe the benefits to Central 
Hudson and its customers of having such director serve on both boards. In the event that the 
Commission raises concerns about such director's service on both boards, Central Hudson and Fortis 
shall make reasonable business efforts to address such concerns. In the event that the Commission does 
not deem the efforts or measures taken by Central Hudson and Fortis to be adequate for their intended 
purpose, Fortis and Central Hudson shall, within no more than two years, ensure that the Central 
Hudson board is constituted with a majority of independent directors, excluding the director previously 
elected to the board of Fortis Inc .. 
JFortisUS Energy Corporation, which owns four Qualifying Facilities with II combined output of 
approximately 23 MW, all of which is sold under contracts with National Grid, does not operate in 
Central Hudson's service territory or compete with Central Hudson. 

3 
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Central Hudson will not imply or represent to any customer, supplier or third 

party that any form of advantage may accrue to such customer, supplier or third party 

in the use of Central Hudson's services as a result of that customer, supplier or third 

party dealing with an affiliate. No affiliate will imply or represent to any customer, 

supplier or third party that any form of advantage may accrue to such customer, 

supplier or third pany in the use of Central Hudson's services as a result of that 

customer, supplier or third party dealing with an affiliate. Central Hudson will not 

purchase goods or services on preferential terms offered only by suppliers who 

purchase goods or services from or sell goods or services to an affiliate of Central 

Hudson. 

2. Customer Inquiries 

If a customer requests information about securing any competitive retail 

service or product offered within Central Hudson's service territory by an affiliate, 

Central Hudson must provide a list of competitive retail companies or affiliates that 

are qualified and approved pursuant to Central Hudson's standards (including retail 

access standards) as providers of the requested products or services within Central 

Hudson's service territory. While this list may include Central Hudson affiliates, the 

list must provide information by company in alphabetical order and may not place 

greater emphasis on or promote any Central Hudson affiliate. A Central Hudson 

employee shall not promote any competitive retail affiliate operating in Central 

Hudson's service territory, other than to acknowledge, at the request of a customer, 

that an affiliation exists between Central Hudson and such affiliate or provide a list of 

competitive retail providers, which may include competitive retail affiliates. 

3. Customer Information 

Central Hudson shall not release proprietary customer information to Energy 

Service Companies ("ESCOs''), including an ESCO affiliated with Central Hudson, 

without the prior authorization by the customer and subject to the customer's direction 

regarding the ESCOs to whom the infonnation may be released.4 Central Hudson 

4 It is not a release or information by Central Hudson where an ESCO acce.sses customer information 
through Central Hudson's wemite, or otherwise, without Central Hudson's knowledge. Central 
Hudson will act in accordance with Unifonn Business Standards. 

4 
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shall maintain verifiable proof of customer authorization for two years after receipt of 

the authorization. The verifiable proof shall be available to Staff at Central Hudson's 

offices upon request. Under no circumstance will Central Hudson release more than 

24 months of proprietary customer infonnation unless authorized to do so by the 

customer or ordered to provide the information by a regulatory authority or court of 

competent jurisdiction. Proprietary customer information includes the customer's 

name, address, telephone number, accowtt number, social security number and credit 

report. If a customer authorizes the release of information to a Central Hudson 

affiliate or one or more of the affiliate's competitors, Central Hudson shall make that 

infonnation available to the affiliate and/or other competitors designated by the 

customer on a non-discriminatory basis. Nothing herein shall require Central Hudson 

to release customer information to its affiliate or any competitor unless such release is 

authorized by the customer. 

Except for purposes of complying with applicable statutes, regulations and 

orders, Central Hudson will not disclose to any competitive affiliate or non-affiliate 

any customer or market information about its gas or electric transmission and 

distribution systems that may provide a competitive advantage in the gas and electric 

markets. Customer or market infonnation includes, but is not limited to, confidential 

information that Central Hudson receives from a marketer, customer or prospective 

customer, which is not available from sources other than Central Hudson, unless it 

makes such information available to all competitors on a non-discriminatory basis. 

Pursuant to the Commission's Order on Rehearing Granting Petition for 

Rehearing issued and effective December 3, 2010 in Case 07-M-0548, Central Hudson 

may also enter contracts for the benefit of customers with third party service and/or 

materials providers, including affiliates, that include the transfer of proprietary 

customer information or other confidential material. Central Hudson may enter a 

contract with an affiliate or third party service and/or material provider that requires 

the transfer of proprietary customer infonnation or o1her confidential material if the 

affiliate or third party executes a Confidentiality and Non-Disclosure Agreement. 

s 
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Under all circwnstances where Central Hudson transfers proprietary customer 

information or other confidential market data to an affiliate, ESCO, or other third party 

Central Hudson shall execute a Confidentiality and Non-Disclosure Agreement with 

the affiliate, ESCO or other third party. The Confidentiality and Non-Disclosure 

Agreement shall restrict access to the protected material to only those employees of 

the recipient affiliate, ESCO or other third party whose functions require that they 

have access to the subject infonnation. Such employees shall be instructed to 

maintain the confidentiality of such information and execute an Individual Non

Disclosure Agreemenl A copy of Central Hudson's Confidentiality and Non

Disclosure Agreement is set forth as Code of Conduct Attachment I. Central Hudson 

shall retain executed Confidentiality and Non-Disclosure Agreements at its 

headquarters for Staff's review upon its request. 

Central Hudson's critical infrastructure information shall remain, in all media 

formats, within the headquarters of Central Hudson, and it shall retain customer data 

(i.e., names, addresses, telephone nwnbers, social security nwnbers, credit reports) in 

all media formats, within the headquarters or customer service center of CentraJ 

Hudson unless a regulatory authority or court of rompetent jurisdiction requires 

Central Hudson to provide the infonnat.ion. 

4. Complaint Procedure 

If any competitor or customer of Central Hudson believes that Central Hudson 

has violated the Standards, such competitor or customer may file a complaint in 

writing with Central Hudson. Central Hudson will respond to the complaint in writing 

within twenty (20) business days after receipt of the complaint. After providing its 

response to the complainant, Central Hudson and the romplainant will meet, if 

necessary, in an attempt to resolve the matter infonnally. If Central Hudson and the 

complainant are not able to resolve the matter informally within fifteen (15) business 

days after the commencement of the informal resolution process, the complainant may 

refer the matter to the Commission for disposition. This provision shall not preclude 

the Commission from addressing any such matter more expeditiously in the event 

that exigent circwnstances so require. Nothing herein shall preclude a complainant 

from filing a formal complaint before the Commission without participating in the 

6 
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informal resolution process. In any instance in which a formal complaint is filed with 

the Commission Central Hudson shall have a full and fair opportunity to be heard 

through a process established by the Commission. The Commission may order any 

such remedies to resolve the complaint as are within its statutory authority. 

5. No Advantage Gained by Dealing with Affiliate 

Central Hudson will refrain from giving any appearance that Central Hudson 

speaks on behalf of any affiliate operating in its service territory. Central Hudson will 

not participate in any joint promotion or marketing with any affiliate operating in its 

service territory. Concerning competitive retail electric or natural gas services offered 

in the market, Central Hudson will not represent to any customer, supplier or third

party that an advantage may accrue to such customer, supplier or third-party in the use 

of the Company's tariffed services as a result of that customer. supplier or third-party 

dealing with a competitive affiliate. A competitive affiliate operating in any energy

related business(es) within Central Hudson's service territory may not use the name 

"Central Hudson11 to market its competitive product. No non-Central Hudson 

company will be allovved by Central Hudson or Fortis to use the Central Hudson 

name, trade names, trademarks, service markets or a derivative of a name of Central 

Hudson in any manner. 5 

6. No Rate Di!crimination 

All similarly-situated customers, including ESCOs and customers of 

ESCOs, whether affiliated or unaffiliated, will pay the same rates for Central 

Hudson's tariffed utility services. If there is discretion in the application of any 

tariff provision, Central Hudson must not offer its affiliate more favorable terms 

and conditions than it has offered to all similarly-situated competitors of the 

affiliate. In particular, Central Hudson shall process all requests for similar 

service in the same manner, within similar time periods, and without any 

preferential treatment for customers seeking tariffed services from Central 

Hudson affiliates. Central Hudson shall not give preference to a customer of an 

affiliate, or to an affiliate. regarding repairs or maintenance, or operation of its 

5 "Non-Central Hudson company" means an entity that is not controlled by Central Hudson or Fortis 
and that is not an a11iliate of Central Hudson or Fortis Inc. 

7 
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system. 

Central Hudson shall, pursuant to Public Service law Section 66(12)(d), charge 

all tariff customers the rates and charges specified in its schedule filed and in effect. 

Central Hudson may provide non-tariffed service to customers) including 

affiliates, by contract or other similar arrangement. Contract service provided by 

Central Hudson shall not affect the rate paid by tariffed customers. Central Hudson 

shall maintain executed contracts or other arrangements on file at its corporate 

headquarters available for review by Staff upon request. 

B. Training and Certification 

Central Hudson and any affiliate operating in its service territory, shall conduct 

training on these Standards for its officers and directors (including employee directors) 

and Shared Employees. Central Hudson's officers and directors, Shared Employees 

and affiliates operating in Central Hudson's service territory shall certify familiarity 

with these Standards within ninety {90) days following their effective date. Central 

Hudson shall certify that it has provided training regarding the Standards to any new 

officers, directors and Shared Employees within ninety (90) days after the start date 

for each new officer, director, or Shared Employee. 

C. Adherence to Standards 

On an annual basis Central Hudson's General Counsel and Vice President 

Human Resources and Health & Safety, or their successors, shall provide certification 

to the Commission of Central Hudson's adherence to the Standards. If, after an 

investigation by an independent auditor and hearing, the Commission finds that 

Central Hudson is not in substantial compliance6 with the Standards, the Commission 

can order Central Hudson to pay for the cost of the independent auditor. If Central 

Hudson is in substantial compliance with the Standards it may petition to defer and 

recover the costs of the independent auditor without regard to the Commission's three

part test for deferral accounting. As part of the independent auditor's investigation it 

shall review the transactions and cost allocations necessary to determine Central 

Hudson's substantial compliance or lack thereof 

6 Substantial compliance shall be detennined by the Commission. 

8 
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IV. Ethics 

All Central Hudson employees, officers and directors must adhere to Central 

Hudson1s Code of Business Conduct and Ethics ("Ethics Code") as it may be amended 

from time to time. Central Hudson will maintain its Ethics Code at its headquarters in 

a manner available to Staff upon request. Central Hudson will make the Ethics Code 

available to its employees, officers and directors electronically at all times. 

A. Corporate Governance 

Central Hudson directors, officers and employees shall adhere to the applicable 

CHEG Governance Guidelines as they may be amended from time to time. 

Governance Guidelines set forth Central Hudson's principles and requirements for 

conflict of interest, recusal from participation in decision making and other corporate 

governance issues. Central Hudson will maintain its Governance Guidelines at its 

headquarters in a manner available to Staff upon request. Central Hudson will make 

its Governance Guidelines available to its employees, officers and directors 

electronically at all times. 

V. Cost Allocations 

Central Hudson will continue to follow the cost allocation procedures 

approved by the Commission as the Guidelines for Transactiom Between Central 

Hudson and its Affiliates approved by the Commission in Case 96-E-0909 as set forth 

in Attachment H Cost Allocation Guidelines of the Amended and Restated Settlement 

Agreement as Approved by the Commission on February 19, 1998. [n the event that 

Central Hudson's affiliate transactions exceed $7.5 million, as measured by the 

transactions in the immediately preceding rate year excluding transactions with an 

affiliated Transmission Company ("Transco") and dividend payments, Central Hudson 

and Staff will discuss appropriate modifications to the Cost Allocation Guidelines set 

forth in the RSA at Attachment H. If such discussions do not lead to a resolution of 

cost allocation issues within ninety (90) days Central Hudson shall notify the 

Commission's Secretal)' and convene a collaborative to resolve cost allocation issues. 

Adherence to the Guidelines will assure that Central Hudson maintains proper cost 

9 
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allocation procedures regarding transactions between Central Hudson and its affiliates. 

Central Hudson will meet annually with Staff on or before April 1 of each year to 

review its cost allocations and their application. If at any time Central Hudson 

becomes aware of events likely to cause a reconsideration of or material change to its 

ownership or cost allocations, Central Hudson will advise Staff and arrange a meeting 

in order to consider cost allocation issues. Central Hudson may seek to amend the 

Cost Allocation Guidelines from time to time and will file with the Secretary of the 

Commission all proposed amendments and supplements to the guidelines at least 

thirty (60) days prior to their proposed effective date. These procedures apply to 

Paragraphs V (A-D) set forth below. 

A. Transfer or Assets 

Public Service Law Section 70 applies to certain transfers of assets from 

Central Hudson to any affiliate. Central Hudson will continue to abide by the 

Guidelines for Transactions Between Central Hudson and its Affiliates approved by 

the Commission in Case 96-E-0909 as set forth in Attachment Hof the Amended and 

Restated Settlement Agreement as Approved by the Commission on February 19, 

I 998. Central Hudson will maintain its affiliate transaction guidelines at its 

headquarters in a manner available to Staff upon request. Central Hudson wiU make 

its affiliate transaction guidelines available to its employees, officers and directors 

electronically at all times. Any affiliate receiving goods or services from Central 

Hudson will compensate Central Hudson in a timely fashion. Standard commercial 

terms for payments will apply to transactions between Central Hudson and its 

affiliates. If the Commission detennines that the commercial terms applicable to a 

transaction between Central Hudson and an affiliate are unreasonable it may issue an 

appropriate remedy. 

B. Transfer or Sen'ices 

Central Hudson will continue to abide by the Guidelines for Transactions 

Between Central Hudson and its Affiliates approved by the Commission in Case 96-E-

0909 as set forth in Attachment H of the Amended and Restated Settlement 

Agreement as Approved by the Commission on February 19, 1998. Central Hudson 

will maintain its affiliate transaction guidelines at its headquarters in a manner 

10 
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available to Staff upon request. Central Hudson will make its affiliate transaction 

guidelines available to its employees. officers and directors electronically at all times. 

Any affiliate receiving goods or services from Central Hudson will compensate 

Central Hudson in a timely fashion. 

C. Insurance 

Central Hudson and any affiliate may be covered by common propeny, 

casualty and other business insurance policies. Such policies shall provide Central 

Hudson with commercially reasonable protections against liability. Central Hudson 

and its affiliates shall maintain a corporate structure sufficient to protect it from the 

liabilities of its affiliates, as well as any increases in Central Hudson's insurance 

costs resulting from the inclusion of property or assets held by an affiliate(s) in 

such insurance p:,licies. Central Hudson shall, to the extent that market information 

is available, submit with each rate case petition. a market survey to detennine whether 

it could obtain insurance separately from its affiliates on financial and other terms and 

conditions superior to the common policies maintained with its affiliates and reJX)rt to 

the Staff the results of its survey, The costs of such p:,licies shall be allocated 

among Central Hudson and any affiliate in an equitable manner. 

D. Penonnel 

J, Sharing of Employees, Officers and Di recton 

Central Hudson and its affiliates may have Shared Employees. Operating 

employees, defined as non-management employees, shall not be shared except 

for purposes of training or emergencies-including mutual assistance. A Shared 

Employee is a Central Hudson employee assigned to perform work for Central 

Hudson and one or more affiliate(s) for a period of more than six months. 

Central Hudson shall maintain a list of Shared Employees by position and 

employee number updated every six months at its offices and available for 

inspection by Staff upon request. 

Operating officers (i.e., those officers providing other than corporate 

services) of Central Hudson will not be operating officers of any of its affiliates. 

An officer or director of Central Hudson may not serve as an officer or 

11 
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director of a competitive affiliate operating in Central Hudson's service territory. 

Corporate employees may be provided by Central Hudson on a fully 

loaded cost.basis. During its provision of any such shared services. such 

individual shall be subject to all requirements in these Standards pertaining to 

information obtained about/from Central Hudson. Nothing herein shall limit the 

Commission1s authority to determine ratemaking issues arising out of such 

transactions. 

Central Hudson shall allocate the costs of employees performing work for 

Central Hudson and an affiliate pursuant to Attachment H of the Amended and 

Restated Settlement Agreement as Approved by the Commission on February 19, 

1998. 

Officers and directors of Central Hudson may not use any of the Company1s 

marketing, sales, advertising, public relations, and/or energy purchasing expertise to 

provide services to any affiliate that competes with Central Hudson in any energy• 

related business within Central Hudson's service territory. Before any Central Hudson 

employee performs work for an affiliate, whether such employee is a Shared 

Employee or not, Central Hudson shall ensure that such employees are familiar with 

the Standards. Nothing herein shall limit the Commission's authority over ratemaking 

issues arising out of such transactions. 

Affiliates may provide services to Central Hudson and may have 

separate contracts and billings for such services. Nothing in this section shall 

authorize Central Hudson to engage in a transaction with any affiliate if such 

transaction would otherwise be prohibited under these Standards, or authorize 

Central Hudson to tender preferential treatment to any affiliate. Any 

management, construction, engineering or similar contract between CentraJ 

Hudson and any affiliate and any contract for the purchase by Central Hudson 

from an affiliate shall be governed by PSL § 110. 

2. Transfer of Employeea 

If a CentraJ Hudson employee accepts a position with any affiliate, he or she 

will be required to resign from Central Hudson, unless there is a conflict with the 

12 
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collective bargaining agreement in which case the collective bargaining agreement 

shall control. Any such employee shall be prohibited from copying or taking any non

public customer or competitively sensitive market infonnation from Central Hudson. 

3. Compensation for Employee Transfers 

Employees may be transferred from Central Hudson to an affiliate or an 

affiliate to Central Hudson. Employees transferred by Central Hudson to an 

affiliate competing with Central Hudson in Central Hudson's service territory 

may not be reemployed by Central Hudson for a minimum of one year after such 

traru;fer. Central Hudson will file annual reports with the Commission showing 

transfers between Central Hudson and any affiliates by employee number, former 

company, former position and salary and new company, new position and salary 

or annualized base compensation. If the Commission detennines that employee 

transfers inappropriately harm Central Hudson and its customers the Commission 

may order an appropriate remedy. 

4. Employee Loans in an Emergency 

The foregoing provisions in no way restrict any affiliate from loaning 

employees to Central Hudson to respond to an emergency that threatens the safety or 

reliability of service to customers; nor shall such provisions restrict Central Hudson 

from loaning employees to other regulated utilities, whether affiliated or unaffiliated, 

to respond to an emergency that threatens such safety or reliability of service to 

consumers. Central Hudson shall allocate the costs of employees loaned to, or from, a 

Central Hudson affiliate pursuant to Attachment H of the Amended and Restated 

Settlement Agreement as Approved by the Commission on February 19, 1998. 

S. Compensation and Benefits 

The compensation of Central Hudson's operating employees, officers and 

directors (including employee directors) may not be tied directly to the perfonnance of 

any affiliates; provided, however, that this provision shall not preclude such 

compensation based upon aggregate perfonnance of Central Hudson and any affiliate, 

including compensation based on Fortis's stock performance. The employees of 

Central Hudson and any affiliate may participate in common pension and benefit 

13 
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plans, and the cost shall be allocated pursuant to Attachment Hof the Amended and 

Restated Settlement Agreement as Approved by the Commission on February 19, 

1998. 

6. Legal Representation 

Central Hudson shall have its own internal and/or external counsel whose 

primary responsibility is Central Hudson. Central Hudson shall not provide counsel 

for a competitive affiliate operating in Central Hudson's service territory in any matter 

between the two affiliates where the interest of the competitive affiliate is adverse to 

that of Central Hudson. Regarding any matter Central Hudson will take appropriate 

steps to ensure that Central Hudson's interests are vigorously and independently 

protected. Outside counsel shall adhere to the same standards as are required of 

Central Hudson to protect Central Hudson's confidential infonnation that may be 

available to them in the course of their representation. 

VI. Audits 

A. Access to Boolu, Records and Reports 

The following provisions govern the access by S~ and are not intended to supersede 

or otherwise limit or expand the applicability of the PSL. to all books and records 

related to all transactions for goods and services end cost allocations that occur 

between Central Hudson and any affiliates: 

1. AcceS!I to Information 

Staff will have access. upon reasonable notice and subject to appropriate 

resolution of any issues pertaining to applicable privileges and protections against 

disclosure, including the attorney/client privilege, and confidentiality, to the books and 

records of any affiliate, controlled by Central Hudson, with which Central Hudson has 

transactions. Staff will have access to the extent necessary to verify the reasonableness 

of the charges associated with the transactions, to confinn that the terms and 

conditions of the transactions do not discriminate against entities competing with 

Central Hudson in its service territory. and as necessary for ratemaking purposes. 7 For 

7 The provisions of the RSA at 70• 73, titled 32. Privileged /'!formation and JJ. Confidenrialiry of 
Record shall gO\lern and control the resolution of privilege and confidentiality issues that may arise. 
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any affiliate over which Central Hudson does not have sufficient control to require 

such access, Central Hudson shall nevertheless employ its best efforts to provide such 

access and, in the event Central Hudson is unable to do so, it shall provide an 

explanation of the reasons therefor. These Standards will not be interpreted as 

restricting Staff in obtaining any affiliate infonnation pursuant to PSL § 110. Nothing 

herein shaU limit the Commission1s authority over ratemaking issues arising out of 

such transactions. 

2. Location of Audit Information 

All access to Central Hudson's books and records and the books and records of 

affiliates controlled by Central Hudson shall be provided at Central Hudson's 

headquarters and shall be available to Staff upon request and in no event shall these 

provisions unreasonably delay Staffs ability lo perform its audit functions. Central 

Hudson will use its best efforts to provide access to the books and records of affiliates 

it does not control at its headquarters and will provide Staff with an explanation if it 

cannot do so. Any information provided shall be subject to applicable privileges and 

protections against disclosure pursuant to Civil Procedure Law and Rules §§ 3101 and 

4503 and as provided for in the PSL and the Commission's regulations at 16 NYCRR 

Parts 3 through 5 including resolution of confidentiality issues pursuant to the 

Commission's regulations on confidential infonnation at 16 NYCRR Part 6, with due 

regard to the regulations of any other commission that may have jurisdiction over the 

information. 

3. Company Liaison 

A senior officer of Central Hudson will designate an employee, as weH as an 

alternate to act in the absence of such designee ("Liaisons"), to act as liaison between 

Central Hudson and Staff. The Liaisons will facilitate the production of information to 

Staff. If Central Hudson believes that information requested by Staff should not be 

provided Central Hudson will provide the reason for its belief through the Liaisons. 

Nothing herein shall deprive Centre.I Hudson, or its affiliates, of the ability to claim privilege or 
confidentiality as set forth in the RSA. 

IS 

--·-1· 
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8. Reporting 

Commencing with lhe period ending December 31, 2013, Central Hudson shall 

file, by April 1 of each year, a joint annual report to the Commission, swnmarizing, 

for the prior year, any asset transfers, shared employees, employee transfers, employee 

loans for emergencies, contracts, cost al locations, affiliate transactions and competitor 

or customer complaints concerning the cowse of conduct between Central Hudson and 

any affiliate that is related to these Standards. Further, any management employee 

lransfers shall be reported to the Commission on a quarterly basis beginning on April 

I of each year. 

Employee transfers between Cenlral Hudson and an affiliate shall be reported 

by employee number, fonner company, fonner position, new company and new 

_position. Employee loans from an affiliate to Central Hudson to respond to an 

emergency that threatens the safety or reliability of service to consumers shall be 

reported by employee number, companies involved and length of loan period. 

C. Confidentiality of Records 

Central Hudson and, as applicable, any affiliate shall designate as confidential 

any non-public infonnation to or of which Staff requests access or disclosure, and 

which such entity believes is entitled to be treated as a trade secret, and may submit 

infonnation to the Commission or Staff subject to the Commission's regulations on 

confidential infonnation at 16 NYCRR Part 6. 
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Case 12-M-0192 
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ELECTRIC RELIABILITY PERFORMANCE MECHANISM 
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Joint Proposal Case 12-M-0192 

Electric Reliability 

Operation of Mechanism 

Attachment II 
Page 1 of 3 

This electric service Reliability Performance Mechanism 

("reliability mechanism") has been in effect for Central Hudson 

Gas & Electric Corporation beginning on June 18, 2010 and will 

remain in effect until reset by the Commission. The measurement 

periods for the reliability mechanism metrics will be on a 

calendar year basis. 

The reliability mechanism establishes the following 

performance metrics: 

(a) threshold standards, consisting of system-wide performance 

targets for frequency and duration of electric service 

interruption defined as: 

1. CAIDI - Customer Average Interruption Duration Index. 

The average interruption duration time (customers-hours 

interrupted) for those customers that experience an 

interruption during the year. 

2. SAIFI - System Average Interruption Frequency Index. It 

is the average number of times that a customer is 

interrupted per 1,000 customers served during the year. 

The electric service annual metrics for System Average 

Frequency Index (SAIFI) and Customer Average Duration Index 

(CAIDI) shall be a 15 basis point (electric, pre-tax) potential 

negative revenue adjustment for failure to achieve an annual 

1 
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SAIFI target of 1.45, and a 15 basis point {electric, pre-tax) 

potential negative revenue adjustment for failure to achieve an 

annual CAIDI of 2.50. These index targets are the same as 

approved in the 2009 Rate Order in Case 09-E-0588 (2009 Rate 

Order). After the merger, the revenue adjustment will double 

where the Company does not satisfy a performance target. 

(b) The Quarterly Meeting process will be continued per the 2009 

Rate Order. 

All revenue adjustments related to this reliability 

mechanism will come from shareholder funds and will be deferred 

for the benefit of ratepayers. 

Exclusions 

The following exclusions will be applicable to operating 

performance under this reliability mechanism: 

(a) Any outages resulting from a major storm, as defined in 

16 NYCRR Part 97 (i.e., at least 10% of the customers 

interrupted within an operating area or customers out of 

service for at least 24 hours), except as otherwise 

noted. 

{b) Any incident resulting from a catastrophic event beyond 

the control of the Company, including but not limited to 

plane crash, water main break, or natural disasters 

(e.g., hurricanes, floods, earthquakes). 
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(C) Any incident where problems beyond the Company's control 

involving generation or the bulk transmission system is 

the key factor in the outage, including, but not limited 

to, NYISO mandated load shedding. This criterion is not 

intended to exclude incidents that occur as a result of 

unsatisfactory performance by the Company. 

Reporting 

The Company will prepare an annual report{s) on its 

performance under this reliability mechanism. The annual 

report(s) will be filed by March 31st of each year to the 

Secretary. 

The reports will state the: 

(a) Company's annual system-wide performance under the RPM 

and identify whether a revenue adjustment is 

applicable and, if so, the amount of the revenue 

adjustment; 

(b) Company's performance under the other metrics and 

identify whether a revenue adjustment is applicable 

and, if so, the amount of the revenue adjustment; and 

(c) Basis for requesting and provide adequate support for 

all exclusions. 
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12-M-0192 

PARTS 2551261 MATERIALS 

HIGH RISK Sf.CT IONS PART 155 

ACTIVITY TITLE 
Mllleriel • Gcncnl 
TIU&IIMaliffll of p;.,., 
Pi11e Duian - General 
DtrilJI or com-. Oencrwl Jreruimnants 
o,,.;... of c ......... ncn!J - Flaxil,ilitv 
De•iim of Com-i. - S•-mu and anclKlra 
Co-.....,, Station.: Emcrirencv ,butdDw o 
Com-onr Stations: P1cnllftl lirnitin11 devices 
Com....,.,or Si.tiON; Ventilation 
Valves OIi niDC(inCI to......,,...,~ al 12S 01ill or more 
Dimibirtion liDC vlllvns 
Vault&: Stn,clllrll Ooai"" ~auircmonts 
Vau1a: O,ainaae and w.-olum 
Pn,1e.:tioa ,....;nit .ecideatal IWCl'PrCSHlrinR 

Control of !he-•- of au dclivcn,cl fn>m hi"h -IIU!e di11n1nllion ....,c:m, 
"-uirmtcnt• for du""' of """'n"" 1etichncl linlilin• devicc1 
Ratiuiml c:MaCitv ofnressu~ relievin.t end loniti111t starions 
n.,.iiliclllion ofweldina -dma 
O.,alilica1ion of Welden 
""'!Wien from wcaher 
Mil!lr JoinlS 
.Pr,:n,ntion mr weldinar 
IR-lion and te'1 of111eld1 
Nondit11n1cli\'c tu~=PimeliK to ~,,, al 125 PS!G ~ man: 
W~di~ imNctor 
Rmllir or rcmo11III of dl:lec!I 
Joinin<1 Of M,lftial1 Otb..- Th.,, Bv Welmna • G"""ral 
JoininR Of M11eri•l1 Othor Thm Bv Welding - Con- Pioc 
Join,n1 or Ma1eritl1 Other Titan Bv Wcldina • Pmlic Pill< 
Pliwic 11ii,c:; Ouolilvin.11 DOr.lOIII to make ic>in11 
Norili~lllion .-uircmenlll 
Comulilll>Qc with eo.-uclion 01111:ulanb 
ln•"""tion; o..w.l 
J-••on of maieriala 
i R .... oir ofl1cel "'"" 
iR.on.oi, of Dlaalic nl= 

Bmcls and elbowr 
W rillklc bend, ill ,ieel niric 
l11111Jl11ion ofnlqtic "'~ 
Und-ow,cl clamn« 
Cu,tomermcten and HrYico roguJaton: l1111allation 
Servi" Jina: l11t111laiP11 
Servi"' line,; LoC4tion 0 rvaiv... 
Extt:mal c:omllial'I ocmtnil: Bllricd ou11bvtero-...i oioeliPn inltllllcd after Julv 31. 1971 
Exlemtl oom>Sicn COIIIJOI; Buried or M1hmcrJ1ed oipcline• il11!tllod before A11J111II I 1971 
Elnomal co1TD.1i111> oontrol: l'Po!eclivc COillmll. 
E1<1m,.i oom,,.;on conll"OI: Olhodic nrotccrion 
Ex!Cmll C<>rroaion cmt«,I: l•tGnilOrina 
ht!mial "°'""' ion C(lntn,I: OtliQ:Jt Ntd .:.ollllrUC1icn of tnnsmiasi1111 line 
Remedial 111.cuurn: GC11Cnl! 
Rcu,cdial 111-11,n: ir.nanimon line• 
s ......... h Int ""11dfCfflmll fouteel oiDGlinCI to ""'""'eat 125 PSIG or mon1 
Gcnml rniuiremefl!J fU PORA DES\ 
UnimMlir,a to a musun: ofll5 PSIO or m11re in 1tecl pipeli...,1 
U111111dillll ro 1 -uni lea lllan 125 PSlG 
co-11ion '° M<Vice •uh;..,, to lhi• Pan 
General nrn,mon• 
n,,,..,.u,, Oulllificauo,, 
Esacnrial, of ,_,,,tino: and mllin~ Di.ti 
Cb•""" in cliff laution: ~ui<C<I lllidv 
Dain"'"' -,,co,tJon nm anun 
EmetRCncv Plan• 
Cl.illomer oducllion •d info1111.11ion ...,,....,.. 
Maximum allow able ..,_,,,; ftu lffllAUW. St=J o,- Jtlulic .,.,..li11e1 
MIIXimum a!low•ble ..-..otin.a. -Jtq: Hillh ores,...., dillri bul io,r 5YllCIIQ 

Maximum ancl mi11im11111 all0111•blc nnenrim> g1cnw,:: Low ~-ure diltribution SYllffll1 

Oclariza~on of 1111 

ATTACHMENT Ill 
Page 1 of 4 

CODE ss::rnrw RISK FAl'TOII 
21S.5llt'LfbHcl HIGH 

255.65" HIGH 
25U03 HIGH 
2SS.143 HIGH 
255.1.59 mott 
2SU61 HIGH 
2SH67 HIGH 
25U69 HIOH 
2.55.l?l HIGH 
2SS.179 HIGH 
2SUBI HIGH 
155.183 HIGH 
2SS.119 HIGH 
25U95 HIGH 
255.197 HIGH 
255.199 HIGH 
255.101 HIGH 
255.225 HfGH 
255.227 HIGH 
255.:231 HIGH 
255.233 HIGH 
255.235 HIGH 

255.24 ({al r"h\ HIOH 
255.24lh).4ol IIlOH 

2S5.244/•\ r"h\ le\ HlOH 
255.245 HIGH 
255.273 HIGH 
2$:1.279 HIGH 
255 ,211 KIGH 

25S.2U(al/blldl HIGH 
255.302 I-HOH 
255.301 HIGH 
255.305 HIGH 
255 307 HIGH 
2S5.30!1 HtGH 
255.311 HIOH 

255,313(aHbHc} HIOH 
25UIS HIOH 
215.321 HIOH 
25',325 HIGH 

255,357fdl HIGH 
255.36l(cl If\ la\lh) 1i\ HIGH 

25Ufistbl HIGH 
255.US(dl,(al HIGH 

:ZSS.417 HIGH 
2S.5.461{c} HIGH 

25!1.461 moH 
2SS.461f'aUel HIOH 
BS,476£1\lol HIOH 

2SH8l HIGH 
25J.•U(1l.lbl HIGH 

2SU05hl.(b),{c)ldl HIGH 
2S5.5S3 {a).(bUcl./1'\ HIGH 

2SS.3S5 H!Ofl 
2S5.S57 HIGH 

2SUS91al HIGH 
255.601 HlGH 
2l5.604 HIGH 
25'-605 HIGH 
255.60, HIOH 
255.614 HIGH 
255.615 HIGH 
255.616 HIQH 
255.619 HIGH 
2S5.621 HIOH 
25s,62] HIGH 

2S5.625r11 n., H!OH 
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PARTS 255 / 2B1 MATERIALS 

T..,n;,,a oi1>11lmea lll>der _,,,, 
l"Unlllllt of oiodineJ 
C.onll'Ol bom M-• 
Tl'UIIDia,on lmc.: Pwolliu 
Leu•- s..ne.1 - Tnnaninion 
T,-,aion Ii-. Ocnerw1111awremenu for n,pair =cedurer 
Truarniui"'I IU>el. Pcnnencar fiold renllir ofimi,crtectiona Md d.mueo 
Tr•tmillli a,, Ii-: l'ormanen1 field rei,1ir of weldt 
Tl'IIISlll,mM liilet: Pem,anen1 field ~•ir oflcak• 
Tur•miuion lin01: Tesriu ormiain 
Di111'ibuti011 ,.,.lcmo: Leak Nn'CVI and ......,,,,,1-, 

~on,-- dlliofll: ""'<edurea - r tmio111: J......,.lion md IHlillll relief dcvicn 
ComlllWICr llllirm: Addilianll in.-::1io111 
C.omlll"Ulcr llllriom: au de1i:<tion 
l'naNre lirnilillll 111d ngu)Jlina mDno: lnm1c1ion md ielllina 

111 ..... ,,uor Slarion Ovcmn:u..., Prolcclion 
Tranamlaion Linl:' V11]vet 

Pn,fflllion of 1<:eidmtal iimition 
Pto1oc:rino- CUI iron 0iP<li,.... 
I R,,.,Ja,;cmont of eornosed or undermined cat ,ran pioino 
R,,.,Jacern ent of earl iron mainl ..... 11,:Ling c><e-1.-.rioru 
Leski: ~orlh 
Lnk•: tnscrwnm, 11en1,ilivi1V ~en licaion 
Lew: Tvne I 
Lcal.o: Tvti< 2A 
lea1CT.,,..2 
Leak Follow-1111 
Hiidt Corucaucnoo Arcu 
Reo,11llod Elcmcnll flMPl 
Knowl..ia~ QI! TraininA CIMPl 
ldcnti fiCl!ion of Pa1m1ial Thro•, 10 Pipehnc J nuquilY end LJ .. or 1he Thrcll I dc:ntificalioa ill u lnie..,.;.., --I! MP) 
8-.,lu,e Auelllfllenl Plan/ lMP} 
f'nn.ductu,o 18-alino Al-nt /IMP) 
OiJl9CI AIIHlfflffll CIMP\ 
&.tanll Com,aiofl 0mm A1unment /ECO Al /IMPl 
11111:m•l Con-otinn D,re,:1 Aue1mcn1 (lCOAl /!MP) 
Con6m,a&ooy Dirw Alacumcnt !CDA l (IMP) 
Addro,m • intemilY 11111 .. {IMP\ 
Prrvcruivc and MilialllH MN11rn lo Pro11,c1 the Hiah CDD....,,,enoc Arca UMPl 
Cominual i'l'oc:e,,1 or Evllullion and AIICmffl:111 (IMP) 
R&.......unt lnterv1l1 (IMP) 
Omonl r..iuimner,111 of I ODPIM olan 
iffl!llc11um111tion rcq11ircmcnt1 of a GDPIM olm. 
Required elnnfflt1 of• G DPI M plan. 
Roa,.;,w. ,_,,,,. wh.., "°"'-•ion ""''"Ii RIii fail. 
1-uimnetm 111Mtl lia110fiod Detrole11111 Hl {LPG) """"'tar"""' ao1i11'v 10 imolerncnt • GDPIM plan 

HIGH RJ&K 81CTIONS PART 161 
IOi,ontian uidmai,.awl"plan 
L~llllCSur,ey 
C•rbon monoxide !RVention 
W unillR !U m,-,em,rn 
HEFP A Liai""' 
W ami1111: Tu llllnttti mt 

W1min111q: Clau A «lndmon 
Wami11.11-= Clua B coadilion 

ATTACHMENT Ill 
Page 2 of4 

255,627 HIGH 
2'5,629 HIOH 

255.Ulfal HIOH 
255.705 HIGH 
2S!!'.706 HIOH 
ll5.7ll HlOH 
255.713 HIGH 
2!5,715 HIGH 
2!!'5.717 HIGH 
255.719 HJOH 
255.723 HIGH 
255,729 HIGM 
25!1.731 HIOH 
255.132 HIGH 
2!!''-736 HIGH 

255.7391"• 111,\ HIGH 
2U743hlfhl HIGH 

2iUO HIOH 
255.15! HIGH 
2S5.7H HIGH 
255.756 HIGH 
2Sl.7'7 HIGH 

255.107/dl HTGH 
255.809 HIGH 

255.SJ lrhl.fc).(d).fo) HIGH 
255.al J(b).(c).(d) HIGH 

255,115 HIGH 
255.8]9/1\ HIGH 

255.905 HIOH 
255.911 HIGH 
255.91 S HIGH 
U5.917 HIGH 
255,919 HIGH 
255.92! HlOH 
255.923 HI.OH 
255.925 HIGH 
2.55.927 HIOH 
255.931 HIGH 
25S.9J3 HIOH 
255.9lS HIGH 
2.'iS.937 HIOH 
255.939 HIOH 
llS.1003 HIOH 
255.1001 HIGH 
255.1007 HIGH 
2!!'5.1009 HIGH 
25.S.lOU HIGH 

261.15 HIGH 
261. L 711\.Col HIOH 

261.ll HIGH 
261.SI HIGH 
261.53 HIGH 
261.55 HIGH 
261.57 HIGH 
26!,59 HIGH 
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PARTS 255 / 261 MATERIALS 

OTHER RISK SECTIONS PART 255 

ACTIV11Y mLE 
frc3crYation of records 
Comrlf'ellOr statim: Oesian and consiruction 
Com..,_, statiOTI: Liauid removal 
Corn11rcssor sw:ions: Additional saf~ 110ui11mcn1 
Vaults: Aca:ssibility 
Vaults: Scah"" ventina and ventilation 
C11lorimc:tcr or calorim mr strucWl'-e3 
Desi11.n oressun: of plastic fittinRS 
Valve installtion in 11!a,lic 11ipe 

Jnstrumenl conlrol and sam11hn11 Dioinll. and comoonenti 
Limitatior,s On Welders 
Qua] ity liWU1111lCC IH"DRnUII 

PrehCllting 
StrelS rel iel--in& 
I nS!leCtion and test of weld, 
Nondestruclive testin1t-Pincl inc 10 operate Bl 125 PS!G or more 
Plastic oine: Oualitvim1. ioinin.R orocedures 
Plastic Di11c: OualifvinR ucnons to malcc ioinl.! 
Plastic pipe: lns~ection of joints 
Bends and elbows 
Pro1ec:tion from hazards 
I nstal I at ion or pipe in a ditch 
C..sing 
Cover 
Cunomc:r met en and rcau I a tors : Location 
C11nomc:r meters and r....ulaton, Protection from damuc 
CU$\Orner meters and sco-ice rcauleton: Installation 
Customef meter installations: Or1er11ina IIR'.IISure 
Service lines: ln5llllllllion 
Service lines: valve reci uiR<rnents 
Service lines: Loc:ation of valves 
Service lillt$: Gcnenil reauircments for conncc1i011S to m~in oi11inJ1. 
Service lines: Cormections 10 cast iron or ductile ,ran mains 
Service I ines: Steel 
Service lines: Cast iron and ductile iron 
Service I 111cs: l>lastic 
Service lines: Cnnno-r 
New service lines not in use 

Service Jina: t1'~ flaw valve oerfomiancc !landards 
E1demlll co1TOsion control: Buried or submer111ed D ioel inc, in!ta!led after J ulv 31. 1971 
Extemal corrosion control: Exammetion of buried Dioel inc when exooscd 
Exlema1 CQfTQll ion control: Protective coatinR 
RcctiilCf lnspEl;tion 
E)I\Cmal cocrosi011 contJQI: Electrical i50lalion 
External corrosion conlnlL Tes! s131.iorui 
External corrosion control. Test lead 
Ex1emal c:om>sion control : lnterfemice currents 
Internal com11ion control: Gcmnl 
Atmosnheric COITOsion oontroJ: Clencfal 
Atmos1>hmc corrosion comrol: Monitorina 
Remedial meas=: transmission lines 
Remedial mca,u=: Pinclincs lines other than cast iron or ducLile irun lines 
Rcrncdia! mepurcs· CUI iron and ductile iron i:,ii,elines 
Dire>Q Assessment 
Corrosion control records 
General reauircmmt.s (TEST!NG) 
Suen 11th test rea uirements for steel o i oel ines to ollmlle at 125 PS I G or more 

ATTACHMENT Ill 
Page 3 of4 

RISK 
CODE SECTION FACTOk 

2SS.17 0TH 
2S5.16J 0TH 
255.16S 0TH 
255.111 oru 
25S.185 0TH 
2S5 187 orn 
2$5 .190 Ot'H 
255. 191 0TH 
2SS. 191 0TH 
2.55.203 0TH 
255.229 0TH 
2S5.230 om 
2SS.237 om 
lSS.239 0TH 

2S5.2•1Cc) 0TH 
m .2•J(f) 0TH 

2.SS.283 0TH 
2SS.285(c).(cl Olli 

255.287 0TH 
255.Jllfd) 0TH 

255.31'7 0TH 
255,319 Olli 
255.321 0111 
lSS.327 0TH 
255.353 Olli 
255.355 0TH 

2S5.357( a).(b).{c) 0TH 
25SJS9 0TH 

255.36 l Cal.lbHcUdl 0TH 
2SS.J63 om 

255J6S(aJ.(cl 0TH 
2SS.367 0TH 
25S.369 0TH 
255.371 01H 
255,373 0TH 
255.37~ 0TH 
255.)77 0TH 
2SS.J19 Olli 
:m.1s1 0TH 

25S,4S5Ca} 0111 
2SS.4S9 0TH 

2SS.46Ua\.CbUd\.ieHf\ r11\ 0TH 
2S5.465 (b).(cHO OTII 

255,467 0TH 
255.469 0TH 
255.471 Olli 
255473 OTII 

255 47S(a.Vbl 0TH 
2SS.479 0TH 
2S5.481 0TH 

2SH8S(c) Olli 
2S5.487 0TH 
2SS.489 orn 
2S5.•90 0TH 
2SS.49! 0TH 
255.503 0TH 

25 S S05( c ).{h ).(ii 0TH 
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PARTS 255 / 261 MATERIALS 

T ellt reauirements for p(l)e] ines to operate at less than 125 PS JG 
Trst reoulrements for service lines 
Environmental pro~ion 111d safetv n,a11ireml"llts 
Retords (TESTING) 
Notification requirements (UPGRADES) 
Genenl requirements (UPGRADES) 
C onvemon IO servi ec subieet to lhis Part 
Chanac in class location: Confirmation or revision of=imum allowable imetllina orusurc 
Continuina surveillanec 
Odorization 
Pipeline MarkeB 
TIVl!imiuion lines: Record kec11ina 
Distribution wstems: Patrol!in11: 
Test miuirements for rcinstatina service lines 
I nae ti ve Sen, ices 
Ab1111donment or inactivation of fac1 Htics 
Com orcssor statioos: storaae of combustible m 11en1ll 
Pre1!Ul"C I im itina and tellUI atina stations I nsfl«:llon and testin11: 
l'reMUTC limitin11: and rea11!atina :nations. Tel emeten n11: or recordina aauaes 
Rc11:t1lator Station MAOP 
Service Reaulator- Min&. Oner. Load 
Distribution Line Valves 
Val vc maintenance: Service ! i ne valves 
Re1Wlator Sta ti on V au I ts 
C 111\ked bell and soi""' ioin ts 
ReDOrts of accidents 
EmCl1lCllcv I ists of' Ol!Cnltor DCr30!\nel 
Leak$ General 
Leaks: Rec()rdS 
T~2 
Tvne3 
lnterrutitions or service 
Loaaina 1111d enalvsis o( a"" emeni.encv ,~rts 
Annual R"""n 
Rccortin11: safctv-rela1cd conditions 

General flMP) 
Chana.es ID an lntcllfitv ManAu~mcnt Pro2ram (IMP) 
Low Sln:M Rea:nessment flMPl 
Mcasunna Pro.11.ram Effa:tiveness flMPl 
Records {IMP) 
Records an operator must keep 

OTIIER RISK S!CTIONS PART Ml 
Hiah Pressuit: Pfoin11: - Annual Notice 
Wamin.11. 11111:: Class C condition 
Wamini tlll:!: Action and follow-up 
Wamin11: Taa Rctords 
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255.507 om 
255.511 0TH 
2555!5 0TH 
255.517 0TH 
255.552 0TH 

2S5.553(d).(el 0TH 
255.5S9(b) 0TH 

255.61 l!a).(d) 0TH 
255.613 0TH 

255.62S(e).(O 0TH 
255. 707(a).(c).(d).(e) 0TH 

255.709 0TH 
255.72J(b) OTif 

255.725 0TH 
255.726 0TH 

2S5.727(b'f.(a) 0TH 
255.735 0TH 

255. 739(c).(dl 0TH 
255.741 0TH 

255.743 (cl 0TH 
255.744 (dl.(el 0TH 

255.747 0TH 
255.748 0TH 
255.149 0TH 
255.753 0TH 
255.801 0TH 
255.803 0TH 

255 .80S{al.(b).(~H11Hh) 0TH 
255.S07{a).(b).(c) 0TH 
255 .815{b).{cl.ld) 0TH 

255.817 0TH 
2 S S .823(a ).(b) 0TH 

255.825 0TH 
255.829 0TH 
255.831 0TH 
255.907 om 
255.909 0TH 
2SS.94l 0TH 
255.945 0TH 
255.947 0TH 
255.1011 0TH 

26!.!9 0TH 
26!.6! 0TH 

26 \ .63(a}-(h) 0TH 
261.65 0TH 
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Central Hudson Gas & Electric Corporation 

Net Plant Targets for TME 6/30/2014 
($000) 

~lectnc Net t"lant I araer; 

Plant In Service 

Accumulated Reserve 

Net Plant 

NlBCWlP 

Net Electric Plant Target 

Depreciation Expen11 Target: 
Transportation Depreciation 3 

uu Net t'lant I arger; 

Plant 1 n Service 

Accumulated Reserve 

Net Plant 
NIBCWIP 

Net Gas Plant Target 

Depreciation Expen•e Target: 

Transportation Depreciation 3 

Depreciation Expense 3 

Gas Depreciation Expense Target 

Elecb'ic1 
TME 8130/2014 

1,262,196 

(360,501) 

901,695 
17,638 

919,333 I 4 

1,991 

32 710 

34 701 4 

Ga11 

TME 6/30/2014 

361, 1.46 

(117,428) 

243,718 

8438 

252,158 I 4 

417 

8,999 

9,416 I .. 

1 
- Electrtc and Gas amounts include allocation of Common Plant. 

a - Electric and Gas Plan~ Reserves and NIBCWIP are from Staff Exhibits ARP-3 
and ARP-4, Schedule 7. 

3 
- Electric and Gas Depreciation are from Staff Exhibits ARP-3 and ARP-4, Schedule 1. 

4 
- Net Plant and Depreciation Target. 
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STATE OF NEW YORK 
PUBLIC SERVICE COMMISSION 

CASE 12-M-0192 - Joint Petition of Fortis Inc., Fortis US Inc., 
Cascade Acquisition Sub Inc., CH Energy Group, 
Inc., and Central Hudson Gas & Electric 
Corporation for Approval of the Acquisition of 
CH Energy Group, Inc. by Fortis Inc. and 
Related Transactions. 

NOTICE OF SCHEDULE FOR FILING EXCEPTIONS 

(Issued May 3, 2013) 

Attached is the Recommended Decision of Administrative 

Law Judges Rafael A. Epstein and David L. Prestemon in this 

proceeding. Briefs on exceptions are due electronically to the 

Secretary at secretary@dps.ny.gov and to all active parties by 

4:00 p.m, on May 17, 2013. 

Briefs opposing exceptions are due by 4:00 p.m. on 

May 24, 2013, following the same procedures. The parties' 

briefs should adhere to the guidelines for filing documents with 

the Secretary (www.dps.ny.gov). 

(SIGNED) JEFFREY C. COHEN 
Acting Secretary 
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CASE 12-M-0192 - Joint Petition of Fortis Inc., Fortis US Inc., 
Cascade Acquisition Sub Inc., CH Energy Group, 
Inc., and Central Hudson Gas & Electric 
Corporation for Approval of the Acquisition of 
CH Energy Group, Inc. by Fortis Inc. and 
Related Transactions. 

RECOMMENDED DECISION 

BY 

ADMINISTRATIVE LAW JUDGES 

RAFAEL A. EPSTEIN AND DAVID L. PRESTEMON 
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STATE OF NEW YORK 
PUBLIC SERVICE COMMISSIO~ 

CASE :2-M-0192 - Joint Petition of Fortis Inc., Fortis US Inc., 
Cascade Acquisition Sub Inc., CH Energy Group, 
Inc., and Central Hudson Gas & Electric 
Corporation for Approval of the Acquisition of 
CH Ene~gy Group, Inc. by Fortis Inc. and 
Related Transactions. 

RECOMMENDED DECISIO~ 

RAFAEL A. EPSTEIN and DAVID L. PRESTEMON, 
Administrative Law Judges: 

BACKGROUND 

On February 20, 2012, CH Energy Group, Inc. (CHEG), 

the parent company of Central Hudson Gas & Electric Corporation 

(Central Hudson), entered into an Agreement and Plan of Merger 

(Merger Agreement) with Fortis Inc. (Fortis), a Canadian holding 

company; FortisUS Inc. (FortisUS), a wholly-owned subsidiary of 

Fortis; and Cascade Acquisition Sub Inc. (Cascade), a wholly

owned subsidiary of FortisUS. Under the terms of the Merger 

Agreement, CHEG would merge with Cascade, with CHEG as the 

surviving entity. As a result, Central Hudson, a regulated New 

York electric and gas corporation, would become indirectly a 

wholly-owned subsidiary of Fortis. 

Under §70 of the Public Service Law (PSL), the 

transfer of ownership of all or any part of the franchise, works 

or system of any gas or electric corporation is prohibited 

without the consent of the Commission. That consent may be 

given only if the Commission determines that the proposed 

acquisition, with such terms and conditions as the Corrunission 

may fix and impose, uis in the public interest.u Consequently, 

on April 20, 2012, Fortis, FortisUS, Cascade, CHEG and Central 
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Hudson (collectively, "Petitionersu) sought such consent by 

filing the petition that is the subject of this proceeding. 

Subsequent to the filing, the matter was assigned ~o 

Administrative Law Judges, and a Notice of Proposed Rulemaking 

was published. 1 On May 16, 2012 the Judges conducted an initial 

procedural conference. Participants at the conference in 

addition to Petitioners and staff of the Department of Public 

Service (Staff) were the Utility Intervention Unit of the New 

York Department of State's Division of Consumer Protection 

(UIU); the International Brotherhood of Electrical Workers 

Local 320 (IBEW Local 320); the Retail Energy Supply Association 

(RESA}; Multiple Intervenors (MI); Empire State Development 

Corporation; and the County of Dutchess. All were admitted as 

parties to the proceeding, as were Hess Corporation, the County 

of Orange, the County of Ulster, the Joint Task Force of the 

Town and Village of Athens (Athens Joint Task Force), the Public 

Utility Law ProJect of New York, Inc. (PULP), and, as a group, 

Accent ~nergy Midwest Gas, LLC, Accent Energy Midwest II, LLC, 

IGS Energy, Inc., and Interstate Gas Supply, Inc. 

Following a status conference on June 27, 2012, and 

upon reconsideration of an initial ruling, the Judges adopted a 

schedule for the proceeding calling for the filing of initial 

comments or testimony (at the option of the party) by 

October 12, 2012, and reply comments or rebuttal testimony by 

November 2, 2012. Ultimately, initial testimony was filed by 

Staff and PULP, and initial comments were submitted by Athens, 

Dutchess County, ESD, IBEW Local 320, MI, and UIU. Reply 

comments were received from Athens, and rebuttal testimony was 

filed by Petitioners. Staff was subsequently authorized to 

submit surrebuttal testimony in response to Petitioners, and did 

so on December 4, 2012. 

1 New York State Register, May 23, 2012, p. 15. 
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On December 12, 2012, Petitioners filed a Notice of 

Settlement pursuant to which all parties, except PULP, actively 

participated in negotiations that lasted approximately ten 

business days, and resulted in the Joint Proposal that we are 

addressing in this Recommended Decision. 2 The Joint Proposal was 

filed with the Secretary on January 28, 2013, and was signed by 

Petitioners, Staff, MI, UIU and the Counties of Dutchess, Orange 

and Ulster. 3 It states the conclusion of the signatories that 

the proposed merger, with the cerms and conditions set forth in 

the proposal, meets the public interest standard of PSL §7C and 

should be approved. 

Statements expressing general support for the Joint 

Proposal were filed on February 8 1 2013, by Petitioners, Staff, 

MI and uIU. The Counties reiterated their limited support. 

Statements opposing adoption of the Joint Proposal in its 

present form were filed by PULP, RESA, the New York State Energy 

Marketers Coalition (NYSEMC), and IBEW Local 320. Replies were 

2 

3 

PULP explains in its comments in opposition to the Joint 
Proposal that it was unable to participate due to a lack of 
availab~e resources caused by a delay in the receipt of 
funding. Initial Comments of Public Utility Law Project of 
New York, Inc. (PULP) in Opposition to Joint Proposal (PULP 
Initial Comments), pp. 1-2. 

The signatures of the Counties are accompanied by disclaimers 
stating that they are affixed for the purpose of expressing 
support for specific provisions of the Joint Proposal, and 
that the Counties take no position on the balance of the 
document. In general, the Counties stated support for 
provisions calling for a rate freeze, the crediting of synergy 
savings, and the payment of positive uenefits including the 
Community Benefit Fund and write-down of regulatory assets. 
~he Counties participated as parties, and signed the Joint 
Proposal, through their county executives. Subsequent to 
execution of the Joint Proposal, the Ulster County 
legislature, by resolution, and a majority of the members of 
the Dutchess County legislature, by letter, opposed approval 
of the proposal, while Orange County Executive Edward Diana 
submitted comments supporting ic fully. 

-3-
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filed on February 15, 2013, by Petitioners, Staff, IBEW 

Local 320, MI, PULP, and RESA. 

In a January 29, 2013 ruling establishing a schedule 

for statements in support of, or opposition to, the Joint 

Proposal, the Judges specified that any party advocating an 

evidentiary hearing on the Joint Proposal must specify in its 

initial comments (due February 8, 2013) a material issue of fact 

that could not be resolved without the cross-examination of 

witnesses. No party's initial comments attempted to make such a 

showing. 

On May 1, 2013, two additional parties were admitted: 

Citizens for Local Power (CLP) and the Consortium in Opposition 

to the Acquisition (Consortium). Although some members of these 

groups had previously submitted comments, the organizations 

themselves had not participated in the proceeding prior to their 

admission. 

By motion dated May 1, 2013, CLP and the Consortium 

have requested an evidentiary hearing. Although the time for 

opposing responses has not yet expired, we recommend on the 

basis of the present record that the Commission deny the motion.~ 

Regardless of what any responses might assert, we find that the 

motion is contrary to the principle in Rule 4.3(c) (2) that late 

intervention is permitted only subject to the new party's 

acceptance of the record as of the intervention date; and, more 

substantively, that the motion fails to satisfy the requirement 

in the January 29, 2013 ruling that any request for hearings be 

supported by issues that require cross-examination. 

We agree with CLP and the Consortium that this case is 

as i~portant as others where hearings have been held. In our 

At Petitioners' request, without opposition from any other 
party, the due date for responses to the motion has been 
accelerated to May 6, 2013. 

-4-
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view, however, the determining factor is that an evidentiary 

hearing would serve no legitimate function because the 

controversies in the proceeding, notably including those raised 

by CLP and the Consortium in comments filed simultaneously with 

the motion, present no factual questions that could be clarified 

by confrontation of witnesses and could materially affect the 

Commission's decision. Moreover, while we also agree that the 

prefiled evidence should be available in the record as a 

potential basis for the Commission's decision, a hearing is nol 

necessary to accomplish that result. 

PUBLIC COMMENTS 

On february 21, 2013, public statement hearings 

concerning the Joint Proposal were held in Kingston and 

Poughkeepsie. Approximately 40 people attended the hearings, 17 

of whom provided comments on the record. Commenters included 

Central Hudson customers from throughout the utility's service 

territory, as well as New York State Assembly Member Kevin 

Cahill and Town of Rosendale Council Member Manna Jo Greene. 

The original notice of public statement hearings 

called for all comments to be submitted by March 21, 2013. 

After receiving numerous requests for additional time from 

public officials and others, the Secretary extended the deadline 

through May 1, 2013. During the extension period, additional 

public statement hearings were held on April 17, 2013, in 

Poughkeepsie and April 18, 2013 in Kingston. Approximately 130 

people attended the hearings and 47 provided comments. Speakers 

included Assembly Member Frank Skartados, Dutchess County 

Legislators Richard Perkins and Joel Tyner, Rosendale Council 

Member Greene, Rosendale Supervisor Jeanne Walsh, Woodstock Town 

Council Member Jay Wenk, and a representative from the office of 

State Senator Cecilia Tkaczyk. All speakers at all of the 

public statement hearings opposed the merger. Through May 1, 

-5-
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2013, another approximately 316 comments opposing the merger 

were received by the Commission by mail, e-mail, telephone, and 

posting to the Commission's website. In addition, 896 

individuals had signed a petition posted on the SignOn.org 

website expressing opposition to the merger. 5 

Comm.enters opposed to the merger included Senator 

Tkaczyk and Senator Terry Gipson; Assembly Members Cahill, Didi 

Barrett, and James Skoufis; City of Beacon Mayor Randy Casale; 

Town of Woodstock Supervisor Jeremy Wilber; 13 members of the 

Dutchess County Legislature, by joint letter; Dutchess County 

Legislature Assistant Majority Leader Angela Flesland, 

individually; and former Member of Congress Maurice D. Hinchey. 

All of these past and present public officials urged the 

Commission to disapprove the proposed merger transaction, as did 

resolutions adopted by the Ulster County Legislature; the City 

of Newburgh; the Towns of Esopus, Marbletown, Newburgh, New 

Paltz, Olive, Rosendale, and Woodstock; the Village of Red Hook, 

and the Rosendale Environmental Commission. The Economic 

Development Committee of the Town of Red Hook also opposed the 

merger, as did AARP, the Sierra Club, the Dutchess County 

Central Labor Council, and the Hudson Valley Area Labor 

Federation. 

Opponents of the merger expressed varying degrees of 

concern about the potential for long-run negative consequences 

not only for Central Hudson ratepayers, but also for the 

economic well-being of the utility's Mid-Hudson service 

territory if the transaction were consummated. The themes 

evoked most frequently in the comments derived from the 

perception that the transaction would replace a well-regarded, 

5 The SignOn.Org website allows petition signers to cause 
e-mails to be sent to the Secretary memorializing their 
signatures, and many individuals availed themselves of that 
option. The numbers cited above do not include those e-mails. 

-6-
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highly capable and locally engaged utility with a foreign entity 

of unproven quality having no inherent ties to the service 

territory and financial objectives that may conflict with the 

interests of ratepayers. These concerns are epitomized by the 

comments of Jennifer Metzger, Chair of the Town of Rosendale 

Environmental Commission, who stated that "Central Hudson's 

community involvement has benefited Rosendale tremendously,n and 

warned that: 

this level of involvement will decrease or 
perhaps end in the future if the company is 
acquired by Fortis Inc. - a foreign company with 
multiple holdings outside the region and country 
that has an inherent incentive to cut costs and 
operational expenses in its subsidiaries to 
improve its own profitability. 

This perceived potential for a divergence of interests 

between a distant holding company and the local community served 

by its utility subsidiary was a source of concern for nearly all 

of the cornrnenters, many of whom expressed a general uneasiness 

with the prospect of foreign ownership of critical 

infrastructure necessary to provide essential electric and gas 

services. Some saw this as a continuation of a disturbing trend 

toward more and more foreign ownership of U.S. businesses, and 

expressed concern that domestic control over vital industries 

was being lost. 

Others had more specific concerns. Many commenters 

described Central Hudson as having been very proactive in 

promoting energy efficiency and renewable energy. They 

suggested that there was no language in the Joint Proposal that 

would ensure a comparable environmental responsiveness from the 

merged companies. In a similar vein, many commenters noted 

Central Hudson's record of community involvement and support for 

local economic development. They questioned whether that level 

of commitment would extend beyond the funding expressly provided 

-7-
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in the Joint Proposal, which they characterized as a purely 

short-term benefit. 

For other cornmenters, the issue was primarily 

economic. They viewed the putative financial benefits of the 

Joint Proposal for ratepayers as meager and transitory, while 

the financial risks would be substantial and persistent. 

Assembly Member Cahill, for example, argued that the proposed 

merger transaction makes no financial sense. Fortis, he 

suggested, could not make a profit and still maintain current 

levels of service for Central Hudson ratepayers. Ultimately, he 

contended, customers would be forced to provide that profit 

through either increased rates or decreased service reliability 

and safety. 

Prior to the issuance on April 24, 2013, of the notice 

announcing the preparation of this recommended decision, the 

Commission had not received a single public comment supporting 

the merger. The first such comment, posted on April 24, came 

from Charles S. North, President and CEO of the Dutchess County 

Regional Chamber of Commerce. Mr. North stated that after 

meeting with Central Hudson officials and learning the facts of 

the transaction, he strongly supported it. Fortis's commitments 

to provide $50 million in benefits and to maintain Central 

Hudson as a standalone entity are a win/win for customers, he 

said. In Mr. North's opinion, Central Hudson will benefit from 

rhe resources of a larger organization and has done right by its 

customers in agreeing to the merger. 

Subsequently, through May 1, 2013, the Commission has 

received approximately 274 comments urging that the merger be 

approved. About 133 of those comments came from Central Hudson 

employees. Many others came from Central Hudson customers and 

from businesses and business organizations including the Edison 

Electric Institute, the Hudson Valley Economic Development 

-8-
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Corporation, the Putnam County Economic Development Corporation, 

the Westchester County Office of Economic Development, the 

Dutchess County Economic Development Corporation, the Council of 

Industry of Southeastern New York, the New Paltz Regional 

Chamber of Commerce, the Sullivan County Partnership for 

Economic Development, the Greater Newburgh Partnership, the 

Orange County Industrial Development Authority, and the Orange 

County Partnership. Supporters of the merger emphasize the 

value of the positive benefits provided for in the Joint 

Proposal and the commitments of fortis to operate Central Hudson 

as a stand-alone entity, maincaining local jobs and keeping its 

headquarters in the community. The economic development 

organizations stress particularly the importance of the proposed 

$5 million Community Benefit Fund (described below). 

Supplemental comments were filed on May 1, 2013 by 

five parties: CLP and the Consortium, jointly; Joint Proposal 

signatory MI; opponent IBEW Local 320; and Petitioners. CLP and 

the Consortium expounded in detail on the benefits and 

detriments of the merger as proposed, to show that it not only 

would fail the pertinent Commission's positive net benefits test 

but would be affirmatively harmful and, in that respect, 

compares unfavorably with all the major energy company mergers 

the Commission has approved since 1999. They said the Joint 

Proposal satisfies neither the statutory public interest 

standard, nor the criteria in the Settlemenc Guidelines such as 

conformity with state policies and consensus among adversarial 

parties. They charged Fortis with disingenuousness or 

indifference regarding values the Commission should uphold in 

the pursuic of objectives such as environmental protection, 

economic development, utility infrastructure improvements, and 

development of sustainable energy resources. 

-9-
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For the most part, MI's comments repeated its 

criticism of previously raised objections to the Joint Proposal 

and emphasized the potential loss of $49.5 million in positive 

benefits to ratepayers if the proposal were rejected. Ml also 

argued that less weight should be given to comments from 

entities that did not participate fully in the process leading 

to the Joint Proposal, particularly those of the legislatures of 

uutchess and Ulster Counties whose county executives were 

signatories to the proposal. 

IBEW Local 320 repeated its previously stated concerns 

about Central Hudson's outsourcing policies and their impact on 

union jobs and service quality, and contends that they have not 

been alleviated. The Joint Proposal should not be approved, it 

said, unless provision is made for a needed infusion of internal 

workers. The union also submitted a copy of an e-mail sent by a 

Central Hudson Vice President to employees urging them to submit 

comments to the Commission supporting the merger and providing 

templates for that purpose. The e-mail states that, "The number 

of posted comments matters - even if form letters are used 

[emphasis in original].u IBEW Local 320 states that the "vast 

majority" of employees who have responded with comments are not 

represented by the union. 

Petitioners' additional comments contended that the 

record demonstrates that the Joint Proposal will produce 

benefits that greatly exceed any risks presented by the merger. 

They cited comments by Staff in support of the Joint Proposal 

stating Staff's view that the criteria for apprcval of the 

merger under PSL §70, as established in previous Commission 

decisions, have been met or exceeded, and that the transaction 

compares favorably with those previously approved. 

Petitioners also argued that comments received in 

opposition to the merger, mainly from non-parties, have 
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generally been misinformed, are contradicted by the terms of the 

Joint Proposal and/or the co~ments of the signatories, and have 

added nothing of significance to the record. For many of the 

most frequently raised criticisms of the merger, Petitioners 

provided information tending to refute the allegations, for 

example, with respect to concerns about foreign ownership of 

Central Hudson, NAFTA, environmental issues, infrastructure 

investment, financial risks, and so forth~ 

concluded that lhe Joint Proposal: 

Petitioners 

is a compelling path forward that assures the 
continuation and enhancement of Central Hudson 
consistent with its past performance as a well
run, low-cost utility that is extraordinarily 
sensitive to local needs and Commission 
requirements. 6 

All of the comments received have been included in the 

official record and have been fully reviewed and considered in 

the preparation of this recommended decision. 

DESCRIPTION OF JOINT PROPOSAL 

The Joint Proposal expresses the agreement of the 

signatory parties that the proposed acquisition of Central 

Hudson by Fortis is in :he public interest for purposes of 

PSL §70, and should be approved, subject to the terms described 

in the proposal. Broadly speaking, those terms are intended to 

perform two functions: the mitigation of any potential risks 

that mignt arise from consummation of the merger transaction, 

and the securing of incremental public benefits co ensure a net 

positive outcome from the transaction. In this section, we 

describe the provisions of the Joint Proposal and the statements 

supporting and opposing their adoption. 

6 Additional Comments of Petitioners, p. 47. 
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A. RisK Mitigation 

1. Corporate Structure, Governance and Financial 
Protections 

Petitioners state that although their original 

petition voluntarily included provisions intended to address 

concerns that were identified in prior Commission orders 

addressing the acquisition of distribution utilities, the Joint 

Proposal signatories have agreed to even more comprehensive and 

stringent requirements for corporate structure, corporate 

governance and financial protections. Staff agrees, arguing 

that the Joint Proposal incorporates "a myriad of customer 

protections" addressing such matters as goodwill and acquisition 

costs; credit quality and dividend restrictions; money pooling; 

a special class of preferred stoc~ to be issued in the event of 

the bankruptcy of Fortis (the "golaen share"); financial 

transparency and continued financial reporting requirements; 

updated affiliate transactior. ar.d cost allocations, as well as, 

Code of Conduct rules and standards; follow-on merger savings; 

and corporate governance and operational protection provisions.' 

Similarly, MI states that although Petitioners' original 

proposal \\did a commendable job of advancing reasonable customer 

protections, the Joint Proposal provides additional and/or 

strengthened financial and operational protections for 

customers." 8 

a. Goodwill and Acquisition Costs 

To the extent that the consideration paid by Fortis 

for the stock of CHEG exceeds the book value of CHEG's assets, 

an accounting asset 1 goodwill, will be created. As the 

7 

A 

Department of Public Service Staff Statement in Support of 
Joint Proposal (Staff Statement), p. 10, 

Initial Comments of Multiple Intervenors in Support of Joint 
Proposal (MI Comments) 1 p. 12. 
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Commission has made clear in previous orders, neither the cost 

of acquiring, nor the cost of carrying, that asset should be 

borne by utility customers, and the ex~~Lence of goodwill should 

not adversely affect ratepayers. The Joint Proposal includes 

provisions intended to ensure that this will be the case for 

Central Hudson customers. It bars goodwill associated with the 

merger transaction from being recorded on the books of Central 

Hudson, to the extent pe~mitted by U.S. Generally Accepted 

Accounting Principles (U~S- GA.AP). If those accounting rules 

require goodwill to be "pushed downu to Central Hudson for 

financial reporting purposes, the Joint Proposal precludes it 

from being reflected in the regulated accounts of Central Hudson 

on which rates are based. In addition, if either Fortis or 

FortisUS is obligated to record an impairment of the goodwill 

created by the transaction, the Commission must be notified 

within five days. Staff argues that this provision will afford 

it and the Commission adequate time to take steps to ensure that 

the impairment does not adversely affect Central Hudson 

customers. Finally, the Joint Proposal requires Central Hudson 

to submit to Staff a schedule of all external legal, financial 

advisory and similar coses incurred to achieve the merger in 

order to permit the Commission to ensure that they cannot be 

recovered in rates. 

b. Credit Quality and Dividend Restrictions 

Staff identified the possibility of Central Hudson's 

credit standing being adversely affected by the finances of 

Fortis as a significant risk of the proposed merger. 

Accordingly, the Joint Proposal incorporates an array of 

conditions designed to protect the credit quality of the 

utility. 

First, to permit the Commission to adequately monitor 

the impact of the transaction on Central Hudson's finances, the 
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Joint Proposal establishes a continuing requirement that copies 

of all presentations made by Central Hudson, Fortis or any 

Fortis affiliate be provided to Staff within ten business days. 

Both Fortis and Central Hudson are required to be registered 

with at least two major nationally and internationally 

recognized rating agencies, to maintain separate debt 

instruments, and to be separately rated by at least two rating 

agencies, In addition, neither Fortis nor Central Hudson will 

be permitted to enter into any debt instrument containing cross

default provisions that could affect Central Hudson. 9 

To mitigate the risk of an increase in Central 

Hudson's financing costs, the Joint Proposal requires that 

Fortis and Central Hudson support the objective of maintai~ing 

an "A" credit rating for the utility, unless the Commission 

modifies its financial integrity policies. Also, to ensure that 

Central Hudson maintains the common equity capitalization ::m 

which rates are based, the Joint Proposal would bar Central 

Hudson from paying dividends if i:s average common equity ratio 

for the 13 months prior to the proposed dividend were more than 

200 basis points below the ratio used in setting rates. 10 Staff 

states that this is an additional ratepayer financial protection 

9 A cross-default provision is one that can trigger defau~t on a 
debt obl~gation based on a default on a different debt 
obligation. For example, a provision in a Central Hudson debt 
instrument permitting accelerat~on of the due date for 
repayment in the event of a default by Fortis on one of its 
bonds would be a cross-default provision prohibited under the 
terms of the Joint Proposal. 

10 In response to a question posed by the Judges, the signatory 
parties clarified their intention that this provision would 
bar a dividend not only when Central Hudson's trailing 13-
month average equity ratio was already below the 200 basis 
point Lhreshold, but also when the payment of the dividend 
wo~ld itself cause the average to drop below the threshold, 
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beyond those chat the Commission has required in prior 

transactions. 

The Joint Proposal would also continue dividend 

restrictions originally imposed as part of a Restructuring 

Settlement Agreement (RSA) approved by the Commission in 1998. 11 

Among other things, the RSA stipulates that if Central Hudson's 

senior debt rating is downgraded below 'BBB+' by more than one 

credit rating agency and the downgrade is because of the 

performance of, or concerns about, the financial condition of 

its parent or an affiliate, dividends will be limited to a rate 

of not more than 75% of the average annual income available for 

dividends, on a Lwo-year rolling average basis. In che event 

that the debt rating is placed on 'Credit Watch' for a rating 

below 'BBB' by more than one credit rating agency, dividends are 

limited to 50% of the average net income, and if there is a 

downgrade below 'BBB-' by more than one credit rating agency, no 

dividends are allowed to be paid until such time as the rating 

has been restored to 'BBB-' or higher. 

In addition to continuing the RSA limitations, the 

Joint Proposal includes a new provision that would insulate 

Central Hudson ratepayers from the effects of a downgrade to 

Fortis's credit rating. If within three years of the merger 

Central Hudson's credit rating were downgraded as a direct 

result of a Fortis downgrade, the higher debt cost resulting 

from the downgrade would not be reflected in Central Hudson's 

cost of capital used to set rates. Ratepayers would be held 

harmless for the financial impact of the Fortis downgrade. 

The Joint Proposal also would bar Central Hudson from 

providing financial supporc to Fortis or its other affiliates 

11 Case 96-E-0909, Central Hudson Gas & Electric Corporation, Order 
Adopting Terms of Settlement Subject to Modifications and 
Conditions (issued February 19, 1998). 
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except as permitted by the Joint Proposal, the RSA or a 

Commission order. It would also require that Central Hudson's 

banking and other financial arrangements be kept separate from 

those of other Fortis affiliates. 

Finally, the Joint Proposal would authorize Central 

Hudson to deregister from the United States Securities and 

Exchange Commission (SEC) and rely more on the private market 

under SEC Rule 144A to issue debt. 12 The Com.~ission's order 

issued last year in Case 12-M-0172 would be ame~ded to permit 

such private financing. 13 It is expected that the availability 

of this option will enhance Central Hudson's pricing position, 

lowering its debt costs, and benefiting ratepayers. 

c. Money Pooling 

Money pools enable affiliated companies to make thei~ 

excess cash on hand available as a quick, low-cost source of 

short-term funding for other pool participants. The Joint 

Proposal would permit Central Hudson to participate in such 

pooling arrangements, but only with Fortis, FortisUS and other 

entities that are regulated utilities operating in the United 

States, provided that Fortis and FortisUS may participate only 

as lenders and may not receive loans or fund transfers, directly 

or indirectly. Cross-default provisions affecting Central 

Hudson would be prohibited. 

12 Rule 144A is a safe harbor exemption from the registration 
requirements of the Securities Act of 1933 that allows 
companies to sell securities in the pr~vate market to 
qualified institutional buyers in a more timely fashion with 
fewer disclosures and filing requirements. 

13 Case 12-M-0172, Central Hudson Gas & Electric Corporation, 
Order Authorizing Issuance of Securities (issued Septerr~er 14, 
2012) . 
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d. Special Class of Preferred Stock 

The Joint Proposal would require the creation of 

special class of Central Hudson preferred stock to be held by a 

trustee approved by the Commission. Without the consent of the 

holder of this "golden share," Central Hudson would be precluded 

from entering into voluntary bankruptcy. This is identical to a 

provision included in the Commission's order approving the 

acquisition of New York State Electric and Gas Corporation and 

Rochester Gas & Electric Corporation by Iberdrola. 14 

With the golden share in place, Central Hudson would 

be permitted to demonstrate in future rate cases that its stand

alone capital structure should be used for setting rates. That 

demonstration would be made by submitting current written 

evaluations from at least two rating agencies supporting the 

evaluation of Central Hudson as a separate company, without 

material adjustments based on risks related to the capital 

structure and ratings of Fortis. If such evaluations were not 

available, Central Hudson would have the burden of providing 

comparable evidence to support the stand-alone assumption. 

e. Financial Transparency and Reporting 

The Joint Proposal incorporates a number of provisions 

intended to ensure that the Commission and its Staff have ready 

access to the financial data and other information necessary to 

continue our regulatory oversight of Central Hudson. It 

provides that Central ~udson will continue to use the standards 

of GAAP for its financial accounting and financial reports. If 

that accounting method were replaced for publicly-traded 

entities, the change would apply to Central Hudson. Central 

Hudson would also be required to continue to satisfy all of the 

14 Case 07-M-0906, Iberdrola, S.A. et al. - Acquisition Petition, 
Order Authorizing Acquisition Subject to Conditions (issued 
January 6, 2009} (Iberdrola order}, pp. 43-44. 
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Commission's reporting requirements for jurisdictional companies 

of its size and nature. 

Central Hudson would also continue to comply with the 

provisions of sections 302 through 404 of the Sarbanes-Oxley Act 

(SOX) as if Central Hudson were still bound directly by the 

provisions of SOX, even Lhough it would be a subsidiary of a 

foreign holding company. This would include annual attestation 

audits by independent auditors with respect to Central Hudson's 

financial statements and internal controls over financial 

reporting. 

The Joint Proposal would also require that Staff be 

given ready access to any books and records of Fortis and its 

affiliates that Staff might deem necessary to determine whether 

the rates and charges of Central Hudson are just and reasonable. 

That access must include, but is not limited to, all information 

supporting the underlying costs and the basis for any factor 

tnat determines the allocation of those costs. Central Hudson 

would also be required annually to file the financial 

statements, including balance sheets, income statements, and 

cash flow statements of Fortis and its major regulated and 

unregulated energy company subsidiaries in th~ United States, 

and to provide, to the extent available from a recognized 

financial reporting information service, the "as reported'' 

quarterly and annual balance sheets, income statements and 

statements of cash flows of Fortis in U.S. dollars with the 

underlying currency translation assumptions. All required 

financial filings would be in ~nglish and in U.S. dollars or, if 

that were not practicable, with the underlying currency 

translation assumptions. 

f. Affiliate Standards 

The RSA approved by the Commission when Central Hudson 

was reorganized as a subsidiary of CHEG included a set of 
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standards addressing transactions, conflicts of interest, cost 

allocations, and information sharing among Central Hudson and 

its affiliates. The Joint Proposal would update and revise 

those standards and apply them to Fortis. Central Hudson would 

be barred from entering into transactions with affiliates that 

were not in compliance with the transaction standards; would be 

prohibited from sharing operating (i.e., non-management) 

employees with affiliates, and would be required to g~ve 180 

days' prior notice and obtain Commission approval prior to the 

start of any material shared services initiatives or the 

establishment of a shared services organization that would 

provide material services to Central Hudson. 1
$ Current cost 

allocation guidelines would be continued, out would be subject 

to revision if intercornpany transactions grew beyond a defined 

level. Staff contends that, collectively, these provisions 

ensure that the Commission will have adequate advance notice of 

any change in Fortis's expressed philosophy of allowing its 

subsidiary utilities to operate on a stand-alone basis. 

g. Follow-On Merger Savings 

The Joint Proposal includes a condition that would 

ensure Central Hudson customers an appropriate share of any 

savings resulting from future mergers or acquisitions by Fortis 

until new rates are set. This condition, Staff says, is 

identical to follow-on merger savings provisions that have been 

adopted as a condition to the approval of other recent mergers. 

h. Corporate Governance and Operational Provisions 

The Joint Proposal contains a number of provisions 

intended to address concerns that the responsiveness of Central 

Hudson to the community it serves might be diminished as a 

15 "Material" is defined as services individually or collectively 
having a value greater than 5% of Central Hudson's net income 
on an after tax basis. 
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subsidiary of a foreign holding company. The provisions specify 

that the headquarters of the utility would remain within the 

service teLritory. 16 A new board of airectors would be appointed 

within one year with a majority of directors who are 

independent, and at least one independent director would be 

required to live within the service territory. 17 At least 50% of 

Central Hudson's officers would also be required to live within 

the territory. These requirements, Staff says, go beyond what 

is currently required for CHEG. 

In addi~ion, the Joint Proposal specifies that Central 

Hudson is to be governed, managed and operated on a stand-alone 

basis post-merger. Local management would continue to make 

decisions concerning staffing levels, and current employees, 

both management and non-management, would be retained for two 

years after closing of the merger. Within 30 days after each of 

the first two anniversary dates of the merger closing, Central 

Hudson would be required to file a report with the Secretary 

comparing the level of union and management employees on that 

date to the levels on the merger closing jate. The collective 

bargaining process would be continued. The Central Hudson Board 

would continue to be responsible for management oversight, 

including capital and operating budgets, dividend policy, debt, 

and equity requirements. The Board would also have an audit 

16 In response to a question from the Judges, the signatory 
parties clarified that "headquarters" means the place where 
all senior officers and their support staff, legal, 
administrative, accounting, operating supervision, and other 
head office functions are located. 

17 The signatory parties agreed in response to a question from 
the Judges that an independent director is one who receives no 
consulting, advisory or other compensation from Central Hudson 
or an affiliate or subsidiary of Central Hudson. A director 
who is an officer, employee or consultant of Central Hudson, 
FortisUS, Fortis, or any other Fortis affiliate would not be 
considered independent. 
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committee, with a majority of members who are independent, and 

it would continue to be responsible for the financial integrity 

and effectiveness of internal contzols. Finally, to maintain an 

active corporate and charitable presence in the service 

territory, Central Hudson would agree to maintain its 2011 level 

of community involvement through 2017. 

2. Performance 

A common theme throughout the testimony and comments 

in this case has been the concern that pressure to demonstrate 

the profitability of the merger transaction might lead to 

deferred investment in utility plant, reduced maintenance levels 

and other cost-cutting measures that could eventually have a 

negative impact on Central Hudson's provision of safe and 

reliable service. To reduce this risk, the Joint Proposal 

includes a broad range of performance-related mechanisms, some 

of which are more stringent than those currently applicable to 

Central Hudson. All of these performance mechanisms would 

continue until modified by the Commission in a subsequent 

proceeding. The Joint Proposal also incorporates provisions 

mandating specific levels of expenditures for importar.t safety, 

mainteuance and infrastructure development activities. 

a. Performance Mechanisms 

i. Service Quality 

Under the terms of the Joint Proposal, the Service 

Quality Performance Mechanism included in Central Hudson's 

current rate plan would be continued with two changes. First, 

the maximum negative revenue adjustment (NRA) imposed as a 

result of failure to meet defined targets would be doubled from 

$1.9 million annually to $3.8 million. Second, the target for 

the PSC complaint rate would be lowered, from 1.7 per year per 

100,000 customers to 1.1. In addition, during a period of 

dividend restriction under the financial provisions of the Joint 
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Proposal, Lhe maximum NRA would increase to $5.7 million, and it 

would rise further, to $7.6 million, if performance targets were 

missed three times in any five-year period. 1e 

ii. Electric Reliability 

The Joint Proposal would maintain the electric 

reliability standards included in Central Hudson's current rate 

plan. As with the service quality performance mechanism, 

potential NRAs would be doubled immediately, tripled in the 

event of a dividend restriction, and quadrupled if targets were 

missed in three of any five calendar years. In addition, 

Attachment II to the Joint Proposal defines uniform reporting 

requirements that Staff says will aid its monitoring of Central 

Hudson's performance and will contribute to consistency of 

reporting among utilities. 

iii. Gas Safety 

As with electric reliability, the gas safety 

performance targets in Central Hudson's current rate plan would 

be continued, with potential NRAs immediately doubled, tripled 

in the event of a dividend restriction and quadrup:ed if targets 

are missed in three of five calendar years. In addition, the 

Joint Proposal would establish a new metric for compliance with 

certain pipeline safety regulations set forth in 17 NYCRR 

Parts 255 and 261, with potential NRAs of up to 100 basis 

18 In response to a question from the Judges, the signatories 
clarified this was what was intended by the phrase "if targets 
are missed for three years within the next five year period,n 
in section IV.B.2 of the Joint Proposal. 
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points. The provision is essentially the same as ones the 

Commission adopted for Corning Natural Gas and National Grid. 19 

iv. Leak-Prone Pipe 

The Joint Proposal would increase required annual 

expenditures for the replacement of leak- prone pipe, as 

determined through a risk-based analysis, frcm $6.0 million to 

$7.7 million, as recommended by Staff. Staff says the increase 

can be expected to drive down active leaks, reduce leakage rates 

on the distribution system and lower overtime and operating and 

maintenance costs. If Central Hudson fails to expend the 

required amount, one-half of the revenue requirement equivalent 

of the shortfall would be deferred for ratepayer benefit. 

b. Expenditure Requirements 

i. Right-of-Way Tree Trimming 

The Joint Proposal would continue to budget 

expenditures for right-of-way tree trimming through June 30, 

2014 at the level established in Central Hudson's current rate 

plan for the year ending June 30, 2013. At the end of the one

year extension, actual expenditures would be compared to the 

budget. Any shortfall would be deferred for the benefit of 

ratepayers with carrying charges at the pre-tax rate of return. 

ii. Stray Voltage Testing 

The Joint Proposal would establish targeted 

expenditures for the year ending June 30, 2014, of $2,023 

million for stray voltage testing and $350,000 for stray voltage 

mitigation. If Central Hudson's expenditures fell short of 

19 Case 11-G-0280, Corning Natural Gas Corporation, Order 
Adopting Terms of Joint Proposal and Establishing a Multi-Year 
Rate Plan (issued April 20, 2012), p. 21; Cases 12-E-0201 and 
12-G-0202, Niagara Mohawk Power Corporation d/b/a National 
Grid - Electric and Gas Rates, Order Approving Electric and 
Gas Rate Plans in Accord with Joint Proposal (issued March 15, 
2013), pp. 13-14. 
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either of the targets, the shortfall would be deferred for the 

benefit of ratepayers with carrying charges at the pre-tax rate 

of return. 

iii. Infrastructure Investment 

The Joint Proposal would continue the net plant 

reconciliation mechanism included in Central Hudson's current 

rate plan with new targets established for the year ending 

June 30, 2014. Actual net plant in service as of thal date 

would be compared to the targets and the revenue requirement 

impact of any difference would be calculated using the 

methodology described in Attachment IV to the Joint Proposal. 20 

If the difference were negative, Central Hudson would be 

required to defer the revenue requirement impact for the benefit 

of ratepayers with carrying charges at the pre-tax rate of 

return. If the difference were positive, no deferral would be 

permitted. 

B. Incremental Benefits 

While the provisions of the Joint Proposal discussed 

above are intended to be beneficial to ratepayers, their primary 

purpose is to reduce the potential for negative impacts fr~m the 

merger. Consequently, in an effort to ensure a net positive 

outcome for ratepayers if the merger transaction is approved, 

the Joint Proposal includes a number of provisions that are 

designed to generate incremental benefits that would not be 

realized in the absence of the merger. 

1. Rate f'reeze 

Under the terms of the Joint Proposal, Central Hudson 

rates currently scheduled to remain in effect through June 30, 

20 The signatory parties confirmed that references to 
~Attachment IIIu on page 34 of the Joint Proposal should read 
"Attachment IV." 
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2013, would continue through June 30, 2014. Staff calculates 

that this ~rate freeze" would provide a small, but positive 

benefit to ralepayeis. 

2. Earnings Sharing 

Central Hudson's current rate plan specifies that when 

the utility's earned return on equity exceeds 10.5%, ratepayers 

receive 50% of the excess up to an earned return of 11.0%; 80% 

of the excess between 11.0% and 11.5%; and 90% of the excess 

over 11.5%. Under the terms of the Joint Proposal, the 50% and 

90% sharing thresholds would be lowered, and the 80% sharing 

level would be eliminated. Ratepayers would be credited with 

50% of earnings between 10.0% and 10.5%, and 90% in excess of 

10.5%. In addition, Central Hudson would be required to apply 

50% of its share of earnings exceeding 10.5% to write down 

ceYta1n deferred expenses that would otherwise be recovered in 

rates, provided that doing so would not reduce the actual earned 

return below 10.5%. Through this revised sharing mechanism, 

Staff says, ratepayers would gain if any unexpected savings 

materialize as a result of the merger, but Staff rates the 

likelihood as small given the earnings impact of the other 

positive benefits req~ired by the Joint Proposal. 

3. Synergy Savings 

The signatories to the Joint Proposal agree that the 

merger transaction will generate synergy savings of at least 

$1.85 million, and Central Hudson would guarantee this amount 

for five years, for a tctal of $9.25 million. The savings would 

begin to accrue in the month following closing of the merger 

transaction and would be available for rate mitigation at the 

start of the first rate year in the next rate case filed by 

Central Hudson. 
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4. Deferral Write-Offs and Future Rate Mitigation 

The Joint Proposal specifies that upon closing of the 

merger, Fortis will provide Central Hudson $35 million which 

will be recorded as a regulatory liability, to be used to write 

down storm restoration expenses for which deferral and recovery 

from ratepayers has been requested in three pending petitions to 

the Commission, including most notably one for Superstorm Sandy. 

To the extent the total expense recovery ultimately authorized 

by the Corr~ission is less tha~ $35 millio~, the bulunce would be 

reserved as a regulatory liability with carrying charges at the 

pre-tax rate of return, subject to fut~re disposition by the 

Commission. 

5. Community Benefit Fund 

In addition to the S35 million for deferral write-offs 

and rate mitigation, Fortis would be required to provide Central 

Hudson $5 million for a Community Benefit Fund to be used for 

low income customer and economic develop~ent programs. 

a. Low Income Program Enhancements 

The Joint Proposal specifies that $500,000 from the 

Corr~unity Benefit Fund would be used to supplement funds 

currently provided in rates for programs targeted to low income 

customers. Currently, Central Hudson provides a bill credit of 

$11.00 per month for all customers who are Home Energy 

Assistance Program (HEAP) recipients. Under the Joint Proposal, 

within 30 days after an order in this case, Central Hudson would 

implement a new schedule of discounts providing credits of 

$17.50 per month for HEAP-participant heating customers 

receiving only electric or only gas service, and $23.00 for 

those receiving both. Non-heating customers would receive 

credits of SS.50 for one service, or $11.00 for both, provided 

that customers currently receiving an $11,00 credit for a single 

service would continue to receive that amount. Ce~tral Hudson 
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would also be required to waive reconnectlon fees for 

participants in its low income programs up to a total of 

$50,000. If the total cast of the programs exceeded the amount 

allowed in rates plus the $500,000 from the Community Benefit 

fund, the shortfall would be made up from funds previously 

deferred for the benefit of the low income programs, with any 

excess deferred as a regulatory asset. Central Hudson would be 

required to continue to refer participants in its low income 

programs to the New York Energy Research and Development 

Authority's EmPower New York program for energy efficiency 

services. Finally, the Joint Proposal establishes a schedule 

for quarterly reporting on low income programs to the 

Commission, and specifies the data to be provided. 

b. Economic Development 

The Joint Proposal provides for $5 million dolla~s to 

be allocated by Central Hudson for the support of economic 

development programs. The $5 million would consist of $4.5 

mill ion from the Cornrnuni ty Benefit ~'und and $500, 000 f ram 

Central Hudson's existing Competition Education Fund. Within 15 

days after an order in this case, Central Hudson would file a 

proposal with the Commission for modification of its existing 

economic development programs and would request expedited 

consideration. The modifications would provide for Central 

Hudson to continue to administer its programs pursuant to 

existing Commission authorizations with input from the counties 

in its service territory. They would also establish a criterion 

that applicants for project funding that do not have 

participation from Empire State Development, a coLinty industrial 

development agency, a cc~nty community college, or a local 

municipal resolution would seek a letter of support from the 

county where the project would be located. Central Hudson would 

also agree to seek county participation in economic development 
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grant award nocifications and announcements, and would meet 

twice a year with representatives of all the counties in its 

service cerritory. 

6. Stace Infrastructure Enhancements 

The Joint Proposal would commit Central Hudson to 

continue to support the New York State Transmission Assessment 

and Reliability Study, the Energy Highway, and economically 

justified gas expansion. Fortis would agree to provide equity 

support to the extent required by Central Hudson for projects 

that receive regulatory approval and proceed co construction. 

7. Gas Expansion Pilot Program 

Central Hudson would commit to continue its existing 

gas marketing expansion campaign during the rate freeze period 

and would continue to provide infornation and assistance to 

customers who are seeking or considering gas service. Where 

adequate financial commiLments and reasonable franchise 

conditions can be secured, it would pursue expansion of gas 

facilities to areas not currently served and would seek 

expedited Commission approval for such expansion. Within 90 

days of an order in this case, Central Hudson would initiate a 

modified gas service request tracking system retaining 

sufficient data to de~onstrate why service was or was not 

initiated. In addition, by July 1, 2013, Central Hudson would 

propose a limited pilot expansion program designed to test a 

number of innovative measures to facilitate gas service 

expansion. 

8. Retail Access 

For the stated purpose of supporting the Commission's 

retail market developmenc initiatives, the Joint Proposal would 

require Central Hudson within 90 days following the closing of 

the merger transaction to include a total bill comparison on all 
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retail ~ccess residential bills using consolidated billing. The 

comparison would be generated using an existing Central Hudson 

program that has already been imp~emented. In addition, within 

60 days after the issuance of an order in this case, Central 

Hudson would be required to file a proposal to provide payment

troubled customers--those subject to service termination--with 

similar bill comparison information. The cost of implementing 

these initiatives would be paid from Central Hudson's existing 

Competilion Education Fund. If the balance in the fund were 

inadequate, Central Hudson would be permitted to defer the 

excess cost. Central Hudson would report quarterly to Staff on 

the progress of its bill comparison efforts. 

PARTY OPPOSITION TO THE JOINT PROPOSAL 

Three parties, RESA, IBEW Local 320, and PULP, 

submitted statements in opposition to the Joint Proposal. In 

addition, the Town Board of the Town of Athens, while not 

expressly opposing the Joint Proposal, has expressed concern 

that the proposal does not designate a portion of the Community 

Benefit Fund to be used for expansion of gas service within the 

town, as was requested in comments submitted by the Athens Joint 

Task Farce before the Joint Proposal was filed. 

A. RESA 

RESA takes exception to the retail access sectio~ of 

the Joint Proposal, and, in particular, the requirement that 

Central Hudson include a "total bill comparison" on residential 

retai:;,_ access consolidated bills within 90 days following the 

closing of the merger transaction. It makes, essentially, ~wo 

points. 

First, RESA argues that the implementation of a bill 

comparison requirement is premature given that the merits of 

such an initiative are currently being debated in the Retail 
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Energy Ma=kets case, a separate generic proceeding initiated by 

the Commission to consider this and various other retail access 

issues. 21 RESA points out that Central Hudson originally took 

the position that the Retail Energy Markets case would be a more 

appropriate forum for considering inclusion of bill comparisons 

in customer bills, a position with which RESA agreed. 

Furthermore, RESA says, ~he Joint Proposal itself states that 

the signatory parties "anticipate that modifications" to the 

billing initiative "may become appropriate based on 

developments" in the Re~ail Energy Markets case. Therefore, 

RESA argues, it would be logical and reasonable to await the 

outcome of tha~ case before deciding on implementation of a 

monthly price comparison by Central Hudson. 

RESA's second point is that the requirements of the 

Join~ Proposal with respect to bill comparisons are vague and 

ill-defined. It notes that the Joint Proposal calls for the 

comparisons to be performed "using the existing Central Hudson 

computer program that had been previously implemented." There 

is no further information about that program in the Joint 

Proposal or in the record, and no meaningful description or 

discussion of the details of how the bill comparison methodology 

is designed or how it will operate in practice. Given that 

energy service companies (ESCOs) have significant concerns that 

such comparisons may be misleading, RESA says, additional review 

and analysis should be undertaken before this bill comparison 

requirement is implemented. 

Staff responds that the Commission, in initiating the 

Retail Energy Markets proceeding, expressly specified that 

questions concerning the inclusion of bill comparisons on 

21 Cases 12-M-0476, et al., Proceeding on Motion of the 
Commission to Assess Certain Aspects of the Residential and 
Small Non-residential Retail Energy Markets in New York State 
(Retail Energy MarkeLs). 
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customer bills, and the provision of bill comparison infor~ation 

to payment-troubled customers, were "being addressed for Central 

Hudson's operations in the context o[ tthis merger 

proceeding] ."22 It says RESA did not object to this approach in 

the Ret3i! Energy Markets case and did no~ provide any position 

on the bill comparison issues in this case prior to its comments 

on the Joint Proposal. The details of the bill comparison, 

Staff says, are adequately described when the Joint Proposal is 

read in conjunction with Lhe questions posed by the Commission 

in Case 12-M-0~76. 

With respect to concerns about misleading comparisons, 

Staff argues that it is the ESCOs' responsibility to ensure that 

their customers understand what services they receive for the 

price they pay, and that a total bill comparison merely gives 

customers purchasing such services a clearer picl~re of any 

premium they are paying or cost savings they are realizing. 

Staff concludes that RESA's opposition should not cause 

rejection of the Joint Proposal because, if the Commission 

agrees that the retail access proposals in this case should be 

deferred pending the results of the Retail Energy Markets case, 

it should simply modify the Joint Proposal to so provide. 

According to Petitioners, not only does the bill 

comparison deserve to be implemented here regardless of the 

pendency of the Retail Energy Markets case, but indeed the 

experience gained now by implementing it for Central Hudson 

might very well inform and assist the ongoing efforts in the 

generic case. A month of real-world experience with bill 

comparison publication might be worth a year of hearings, they 

suggest. 

22 Case 12-M-0476, et al., Retail Energy Markets, Order Instituting 
Proceeding and Seeking Comments Regarding the Operation of the 
Retail Energy Markets in New York State (issued October 19, 
2012), Appendix, note 1. 
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B. IBEW Local 320 

The union's concern, expressed in its comments and 

reiterated in its opposition to the Joint ?roposal, is that, in 

its view, Central Hudson has a history of inappropriately 

relying on outside contractors while allowing its internal 

workforce to decline through attrition. This, it argues, has 

eviscerated the company's operational knowledge base, leading to 

shoddy and possibly unsafe work, increasing operating costs, and 

creating the potential for graft in relations wi~h contractors. 

It points out that Fortis has expressed its intention to allow 

Central Hudson to operate as a stand-alone entity, does not have 

a policy regarding the outsourcing of work, and has no plans to 

encourage or discourage reductions in non-management employees. 

This, the union argues, suggests that Central Hudson's current 

practices concerning the use of outside contractors are likely 

to persist. It contends that unless the Joint Proposal is 

modified to include provisions that will curtail the ~continued 

escalating use of third party contractors and diminishing 

internal company labor,n it should be rejected. 23 

Petitioners respond that IBEW Local 320 has failed to 

supply any factual support for its claims and that they are 

unjustified. Petitioners say all of the incidents the union 

cites as examples of improper workmanship resulting from the use 

of outside contractors have been unrelated to each other and 

have been fully analyzed in consultation with Staff. The 

union's contentions that a declining internal workforce will 

lead to poorer service or higher costs are vague and 

speculative, Petitioners say, and fail tc take into account 

productivity improvements and technology enhancements which tend 

to require less labor but reduce costs and improve reliability. 

Most funda~entally, Petitioners argue, Local 320's demand for 

23 IBEW Initial Comments, p. 6. 
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the inclusion in the Joint Proposal of rules concerning the use 

of outside contractors and the size of the internal workforce 

amounts to an attempt to obtain job advantages for union 

employees that should be considered, if at all, in the context 

of collective bargaining. 

Staff, similarly, argues that the union's claims are 

speculative and lack factual support. It notes that nothing in 

the record of this case or in the recent management audit of 

Central Hudson suggests that the use of outside contractors has 

had a detrimental effect on service or reliability. In fact, 

Staff notes, the audit found that Central Hudson performs some 

work in-house that is customarily outsourced by other utilities, 

and recommended that the company implement a work management 

system covering both outside contractors and the internal 

workforce, which Central Hudson is doing. Claims of increased 

costs, Staff says, have no basis in the record, and warnings 

about potential graft are derived from incidents at a much 

larger and different utility and are purely speculative wi~h 

respect to Central Hudson. The legitimate concerns of IBEW 

Local 320 have been reasonably addressed in the Joint Proposal, 

Staff contends, through provisions requiring adherence to the 

current collective bargaining agreement, maintenance of constant 

staffing levels for the next two years, regular reporting~£ 

union and non-union employee levels, and Commission approval for 

any shared services initiative. 

C. PULP 

issues. 

PULP's opposition to the Joint Proposal raises several 

Initially, PULP implies that the proposal does not 

represent a reasonably balanced compromise of disputed issues 

because it iacks the support of "any independent organization 

representing the interests of residential or low-income 

customers.'' PULP contends that UIU lacks the "indicia" of 
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independence required of consumer utility advocates. According 

to PULP, UIU's support for the Joint Proposal cannot be deemed 

to represent the best interests of residential consumers because 

UIU 1s part of a state agency with a direct line of 

accountability to the Governor. 

Next, PULP argues that in applying a standard as 

"amorphous and debatablen as "in the public interest,u the 

Commission should consider the unequal power dynaffiics within 

society. Low and fixed income customers, it contends, have much 

less influence in the decision-making process, and yet are much 

more likely to be adversely affected by a flawed outcome. 

Therefore, PULP says, the Commission should focus on minimizing 

the risk to ~hese customer classes and should give greater 

weight to proposals that will help protect their interests. A 

mere rate treeze as offered by the Joint Proposal is of l1~tle 

benefit, PULP says, when thousands of Central Hudson customers 

have had service cerminated or are in arrears on their bills 

under the current rate structure. The portion of the economic 

benefits of the merger transaction that are earmarked 

specifically for low income programs is insignificant, PULP 

argues. This, it says, is unsurprising because the parties 

nominally representing the public are mostly local and state 

government entities having parochial interests that should "not 

be confused with the interest of residential ratepayers, and the 

public at large. " 24 The:!'.'efore, PuLP concludes, the Commission 

should require that additional positive benefits oe provided for 

low income customers if the merger transaction is to oe 

approved. 

The alleged benefits of the t~ansaction, PULP 

contends, are illusory and paltry in comparison with lhe 

potential risks. The rate freeze, it says, is of little or no 

2
~ PULP Initial Comments, p. 15. 
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value because Central Hudson could not now raise rates much 

earlier that July 1, 2014 in any case, given the statutory 

suspension period for rate filings. Furthermore, in PULP's 

view, the rate plan that would be extended under the Joint 

Proposal is flawed and may have promoted poor performance 

leading to inflated storm restoration costs. The Joint 

Proposal, PULP alleges, mistakenly allows Petitioners to count a 

write-off of those possibly unjustified storm cost claims as a 

positive benefit of the transaction. The promised synergy 

savings are insignificant in relation to the total revenues of 

Central Hudson, PULP says, and do not even guarantee a rate 

reduction because they may be offset by increases in other 

categories of revenue requirement. The $35 million in deferral 

write-offs is illusory, according to PULP, because it is merely 

an accounting adjustment that may be traded away in future ra~e 

case negotiations over new demands for higher rates. The $5 

million Community Benefit Fu~d is really only $4.5 million, PULP 

contends, because $500,000 would be taken from the existing, 

ratepayer-funded Competition Education fund, and the provisions 

for low income customer programs are inadequate. 

This particular merger transaction crea~es unusual 

risk, PULP argues, because fortis, as a Canadian company 

investing in a U.S. enterprise, would be entitled to the 

protections afforded to foreign investors of the signatory 

nations by the North American free Trade Agreement (NAFTA). 

Under Chapter 11 of NAFTA, Canadian, U.S. and Mexican investors 

may demand binding arbitration of claims for damages bdsed on 

foreign governmental action that is "tantamount to 

expropriation" of the investors' interests. The availability of 

this forum, PULP argues, could threaten the Commission's ability 

to regulate Central Hudson. A NAFTA tribunal, it suggests, 

might overturn a Commission rate determination or rejection of a 
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capital project if it found the decision incidentally diminished 

the val~e of Fortis's property, even if that claim would not be 

valid under New York or federal constitutiona~ law. 

Furthermore, PULP says, the Commission would have to rely on the 

federal government to defend its interests, and derivatively 

those of Central Hudson ratepayers, before the arbitration 

panel. This "potential grave risk,u PULP argues, is not 

addressed at all in the Joint Proposal and warrants a finding 

that the merger transaction is not in the public 1nterest. 2
~ 

Staff, Petitioners, and MI all respond that PULP's 

arguments are unsupported, speculative or misinformed and should 

be rejected entirely. With respect to the extent to which the 

interests of residential customers, generally, and low income 

customers, specifically, were adequately =epresented in the 

negotiations leading to the Joint Proposal, all point out that 

PULP, albeit involuntarily, refrained from participating in the 

discussions and has no direct knowledge of Lhem. MI describes 

PULP's derogation ot UIU's efforts as "uninformed and not at all 

reflective of what transpired during settlement negotiations.u 26 

MI says UIU represented the interests of low income customers 

competently and aggressively, and adds that Staff, despite its 

broader concerns, also was very active on low income customer 

issues. 

As to PULP's assertion that the benefits of the Joint 

Proposal for low income customers are inadequate and should be 

enhanced, Staff points out that funding for low income programs 

would be increased by $1 million during the rate freeze ye3r, 

permitting monthly bill credits for low income heating customers 

to be more than doubled, and ensuring that no credits are 

reduced; and that service reconnection fees for many low income 

25 PULP Initial Comments, p. 14. 
26 MI Reply Comments, p. 5. 
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customers would be eliminated. 27 Staff, Petitioners, and MI also 

note that i~ addition to the benefits specifically targeted to 

them, low income customers would share in the other positive 

benefits provided by the Joint Proposal, including the synergy 

savings, deferral write-offs and Community Benefit Fund, to the 

same extent as other customers in the same service 

classifications. MI further argues that PULP's position is 

completely lacking in context. It notes that low income 

customers are the only group of customers receiving immediate 

rate relief under the Joint Proposal. Moreover, it says, PULP 

ignores the fact that expenditures for Central Hudson's low 

income programs, which are subsidized by all customers, have 

more than tripled over the last seven years, not counting the 

cost of low income targeted energy efficiency programs. 

PULP's assertions that the positive benefits afforded 

ny the Joint Proposal are intangible or illusory reflect a 

"disdain for arithmetic,u according to Petitioners, and in some 

cases are simply wrong. 28 The guaranteed synergy savings, for 

example, will reduce real revenue requirement, Peti~ioners 

argue; they are not merely what PULP calls a "notional" credit. 

PULP's assertion that Fortis will be providing only $4.S million 

for the Community Benefit Fund is wrong, Petitioners point out. 

Fortis will provide $5 million in total, $500,000 of which will 

be usea for low income programs, and $4.5 million for econ~mic 

development. An additional $500,000 for economic development 

will come from the existing Competition Education Fund. 

MI and Petitioners both point out that PULP is wrong 

in its contention that the Joint Proposal "allows Petitioners to 

27 In addition to the $500,000 from the Community Benefit Fund, 
low income program fu~ds available but unexpended in previous 
years would be used to provide the total funding required for 
the expanded program. 

28 Petitioners' Reply Statement, p. 9. 
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count the write-down of its unaudited and possibly unjustified 

claims for blanket customer responsibility for all storm costs 

as merger benefits."29 Rather, they say, the Joint Proposal 

expressly states that the write-offs will be applied only to 

costs allowed following full review by the Commission. Without 

the deferral write-off, those costs would be recovered in rates. 

MI concurs with PULP's view that Central Hudson's pending 

petitions for deferral of storm restoration costs should be 

closely scrutinized by the Commission, but says those petitions 

have no bearing on whe~her the Joint Proposal should be 

approved. 

Final~y, Staff, Petitioners and MI all argue that 

concerns about NAFTA are unpersuasive. According to MI, PULP's 

theory that the merger might impair the C~mmission's authority 

to regulate Central Hudson in the future is ~no more than 

speculation piled upon supposition." 30 Tc its knowledge, MI 

says, NAfTA has never been interpreted in a manner detrimental 

to utility customers, and it notes that PULP's arguments are 

devoid of any citations to court cases or regulatory decisions 

that would suggest such a detriment. Staff agrees, noting that 

PULP has identified no NAFTA provision that preempts Commission 

jurisdiction. 

D. Athens 

By resolution dated February 19, 2013, the Town Board 

of the Town of Athens expressed concern that the Joint Proposal 

did not adopt the request of the Athens Joint Task Force to set 

aside a significant po=tion of the Community Benefit Fund to be 

used for gas service expansion in the town. The task force, in 

comments submitted in October and December 2012, pointed out 

29 PULP Initial Comments, p. 10. 
30 MI Reply Statement, p. :o. 
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that a Central Hudson gas main traverses the town, and that gas 

distribution service is provided by the utility to towns both 

north and south of Athens. In Athens itself, however, only one 

business, and none of the town's 4,000 full-time ~esidents, 

receives gas service. Using some of the Community Benefit Fund 

to expand gas service within the town, the task force argued, 

would meet the needs of the town and village and would provide 

Fortis the benefit of an expanded customer base for Central 

Hudson. 

ASSESSMENT OF OBJECTIONS TO THE JOINT PROPOSAL 

A. Quality of the Economic Benefits 

PULP and many commenters suggest that the economic 

benefits promised by the Joint Proposal may be illusory; that 

they may never result in savings to ratepayers. With respect to 

the promised one-year rate freeze, we generally agree. Although 

potentially a benefit at the time it was offered, the rate 

freeze, at this point, is largely symbolic, given the 

unlikelihood that Central Hudson would, or could, file a new 

rate case within the next two months, as would be necessary to 

increase rates before Ju:y 1, 2014. 

On the other ~and, modifications to the earnings 

sharing mechanism that would apply during the period of the 

freeze could provide value to ratepayers, as they would ensure 

that a larger share of any overearnings Central Hudson may 

realize during the freeze year would be credited to customers. 

This benefit may, in fact, be illusory, however. Given the 

additional obligations imposed on Central Hudson by the 

provisions of the Joint Proposal that would have to be funded 

during the freeze year without additional revenue from rates, 

overearnings appear unlikely. 
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The $9.25 million in synergy savings over five years 

are guaranteed to be credited to ratepayers even if they are not 

realized by Central Hudson. The $35 million payment by Fortis 

will be used to establish a regulatory liability against which 

certain of Central Hudson's regulatory assets may be written 

down. These benefits are real. The contention that some 

amounts might be credited against the $35 million for storm 

restoration expenses that were never actually deferred by 

Central Hudson is simp:y incorrect. The Joint Proposal provides 

that the funds may be used only to offset COSLS that have been 

approved by the Commission for deferral and subsequent recovery 

from ratepayers. If the identified storm restoration deferrals 

prove to be less than $35 million, the joint proposal provides 

that the balance of the fund will continue to be recorded as a 

regulatory liability for subsequent disposition by the 

Commission for the benefit of raLepayers. 

The Community Benefit Fund is also real. This is an 

incremental $5 million that will be contributed by Fortis and 

will be used to enhance CenLral Hudson's low income customer 

programs and to support economic development projects within the 

service territory. Absent Lhe fund, these program enhancement~ 

would either not be made or would be funded through rates. 

The JoinL Proposal's provision of an immediate credit 

to customers :or cost savings realized by Central Hudson as a 

result of subsequent utility acquisitions by Fortis could also 

generate additional ratepayer benefit. The present value of any 

such benefit is entirely speculative, however, and cannol be 

given much weight in assessing the overall value of the merger 

transacLion to ratepayers. 

Cornmenters also argue that even if the economic 

benefits are real, they represent transitory, one-time payments 

tnat will have no lasting impact on customer rates. With regard 

-40-



HYDRO ONE/805 
Schmidt/Page 45 of 71

CASE 12-M-0192 

to the Community Benefit Fund and the deferral offsets this is 

generally true, although the write down of regulatory assets 

does have the persistent benefit of avoiding carrying charges 

that would continue to accrue as long as the accounts existed. 

In addition, the synergy savings, to the extent they are 

actually realized by Central Hudson, would continue to reduce 

Central Hudson's total revenue requirement beyond the term of 

the five-year guarantee, and would, therefore, be a continuing 

benefit to ratepayers. For the most part, though, these 

benefits are one-time payments that will not be repeated. 

In summary, then, we find that the $49.25 million in 

payments and guaranteed savings provided for in the Joint 

Proposal are real, will inure to the benefit of ratepayers in 

the short term, and may generate some additional small, 

continuing savings. Whether this positive benefit is sufficient 

to justify a finding that the merger is in the public interest 

is a matter we will discuss further below. 

B. Labor Issues 

Local 320 opposition to the Joint Proposal is 

primarily focused on Ce~tral Hudson's policies and practices 

concerning the use of outside contractors and the shrinking of 

the utility's internal union workforce. That concern was echoed 

in comments by the Hudson Valley Area Labor Federation and 

nu.merous cornmenters. 

On the one hand, it could be arg~ed that this labor 

issue hns no real bearing on the decision whether the proposed 

merger is in the public interest. Local 320 acknowledges that 

both Fortis and Central Hudson say ~hey have no plans to change 

their labor policies if the transaction is approved. Whether 

the Commission approves or disapproves the transaction, the 

policies would remain in place. 
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On the other hand, plans can change. When the stock 

premium, transaction costs and positive benefit adjustments are 

totaled, this merger will be an expensive undertaking. Under 

the terms of the Joint Proposal, none of those costs can be 

recoverea directly from ratepayers. There will, therefore, be 

considerable pressure on management to recover them in areas 

over which they retain control. Recent experience with 

substantial reductions in force following other utility mergers 

in this State clearly demonstrates that labor is one of, and 

perhaps the most important, of those areas. 

Under the terms of the Joint Proposal, the labor 

status quo would be maintained for two years. Many commenters 

in this case expressed concern that beyond that period, cost

cutting efforts could res~lt in the loss of many well-paying 

jobs, with a negative ripple effect on the local economy. This 

is a plausible concern. 

It is very difficult, and generally undesirable, for 

the Commission to inject itself into internal utility management 

decision-making. There is no bright line distinguishing normal 

labor productivity enhancement efforts from those driven by need 

to compensate for extrinsic costs. Unwise cuts will generally 

only become apparent when they have an adverse effect on 

service. The Joint Proposal attempts to address this by 

enhancing performance, service quality, and safety mechanisms, 

but these mechanisms on:y set limits on the acceptable 

degradation of specific measures of Central Hudson's operations. 

They do not encompass the full range of functions that define 

the quality of a utility's service. Overall, therefore, we 

consider workforce uncertainty to be a residual risk of the 

transaction. 
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C. NAFTA Threat 

PULP's suggestion that the anti-expropriation 

provisions of NAFTA could be used by Fortis to undermine the 

Commission's authority to regulate Central Hudson or its 

jurisdiction over a proposed future sale of the utility is 

unsupported. None of the few legal authorities cited by PULP 

suggests that a public utility regulatory agency acting within 

the scope of its statutory authority might be at risk for a 

cluim of nationalization or expropriation under NAFTA, and we, 

like MI, have been unable to find any that do raise such a 

specter. In fact, PULP's cited authorities tend to point 1n the 

opposite direction. 

PULP's citations include two cases, Metalclad 

Corporation v. The United Mexican States and Methanex 

Corporation v. United States of America, and a law review note 

discussing the initiation of a case by a Canadian mining company 

known as Glamis Gold. 31 In the Metalclad case, a U.S. company 

purchased the rights to construct and operate a hazardous waste 

disposal site in the state o: San Luis Potosi, Mexico, after 

receiving assurances from the federal government that the 

permits it would obtain through the purch~se were all that were 

required. Metalclad proceeded to fully construct the disposal 

facility, but was blocked from initiating operations by the 

local municipality, which claimed authority to require a local 

constr~ction permit and refused to grant one. The arbitration 

31 Inforr:i.ation concerning the Uetalclad and Methanex cases, 
including the documen~s cited in ttis order, are available on 
the website of the U.S. Department of State, 
http://www.state.gov/s/1/c3439.htm. The law review note is: 
Jud:th Wallace, Note, Corporate Nationality, Investment 
Protection Agreements, and Challenges to Domestic Natural 
Resources Law: The Implications of Glamis Gold's NAFTA 
Chapter 11 Claim, 17 Geo. Int'l Envtl. L. Rev. 365, 372 
(2005). 
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panel in the NAFrA proceeding found that the federal government 

had exclusive authority over construction permits for hazardous 

waste sites in Mexico and that its failure Lo override the 

illegal action of the municipality effectively reneged on the 

assurances it had given, depriving Metalclad of the use of the 

plant it had constructed. 

The Methanex case involved a claim by a Canadian 

company for ~ost profits resulting from the Stai:.e of 

California's ban on the gasoline addii:.ive 1"'.TBE, for wh.1d1 

methanol, produced by Methanex, was used as a feedstock. The 

arbitration panel's final award dismissed all c:aims and ordered 

Met~anex to pay $4 million in legal fees and arbitral expenses 

to the U.S. government. The facts of the case were complicated, 

but the essential conclusions of the arbiters were ,:.hat 

California's ban did P.ot. differentiate between foreign and 

domestic producers, ahd that a non-discriminatory regulation :or 

a public purpose, which is enacted in accordance with due 

process and which affects a foreign investor or investment, is 

not deemed expropriatory and compensable unless specific 

com.mitments were given by the regulating government that it 

would refrain from such regulation. 32 

Similarly, the Glamis Gold case involved a claim by a 

Canadian mining compa~y for the alleged lost value of its 

proposed Im~erial Project gold-mining operation due to the 

adopt.ion by California of a regulation requiring the backfilling 

and re-grading of open pit metallic mines. The regulations were 

adopted while the U.S. Department of r.he Interior was 

considering a permit for the operation, and G~amis cor.~ended 

that this action, combined with alleged undue delay by DOI in 

reviewing the company's application, denied Glamis fair 

32 Methanex, final Award of the Tribunal on Jurisdiction and 
Merits (August 3, 2005), Part IV, Chapter D, page 4. 
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treatment and amounted to uncompensated expropriatory action. 

The arbitration panel di3missed the claim in its entirety. On 

the claim of expropriation, it did not have to address any legal 

issues because it found that the cost of the reclamation 

measures required was not as great as projected by the claimant 

and did not have a sufficient economic impact to effect an 

expropriation. On the question of whether Glamis had oeen 

denied fair and equitable treatment, the panel concluded: 

Claimant has not established that lhe acts 
complained of fall short of the customary 
international law minimum standard of treatment. 
The complained-of acts were not egregious and 
shocking, a gross denial of justice, manifest 
arbitrariness, blatant unfairness, a complete 
lack of due process, evident discrimination, or a 
manifest lack of reasons. There was no specific 
indvcement of Claimant's expectations. There was 
no causal focus on the nationality of the 
investor. There was no corruption exhibited at 
any level of government. The Imperial Project, 
although certainly highlighted as a triggering 
ever.t for some of the measures, was not the 
s~bject of discriminatory ta~geting. There is 
simply not the egregiousness necessary to breach 
the fair and equitable treatment standard of 
[NAFTA] Article 1105 as it currently stands ... 
[A] breach of Article 1105 still requires acts 
that exhibit a high level of shock, 
arbitrariness, unfairness or discrimination. 33 

In other words, even though passage of the California 

reclamation SLatute may have been triggered by Glamis Gold's 

project, it was adopted properly, did not discriminate on the 

basis of nationality, and did not renege on prior guverrw~nt 

commitments. Therefore, there was no violation of NAFTA. 

A number of cornmenters have cited the case of 

Abitibi-Bowater Inc. v. GovernmenL of Canada, apparently LO 

33 Glamis Gold Ltd. v. United States of America, Award (June 8, 
2009), p. 353. 
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suggest that Fortis has demonstrated its willingness to use 

NAFTA as a remedy for adverse government action. The suggestion 

arises from the fact that Abitibi-Bowater, formerly a major 

international pulp and paper products manufacturer, partnered 

with Fortis to expand and operate hydroelectric plants providing 

power to Abitibi-Bowater's mills. After a dispute concerning 

the closure of a mill, Newfoundland and L~brador enacted broad 

legislation in December 2008 expropriatin~ all of Abitibi

Bowater's property and water rights within the province, 

sweeping up Fortis's hydroelectric plant interest in the 

process. Abitibi-Bowater, which was incorporated in Delaware, 

brought a claim under NAFTA, and the claim was settled by ~he 

Government of Canada in December 2010. Fortis, however, was not 

a party to the NAFTA proceeding, and did not benefit directly 

from the settlement. According to Petitioners' Additional 

Comments, Fortis has now been compensated by the Province of 

Newfoundland-Labrador. 

It is evident from the cases discussed above that a 

state regulatory agency acting lawfully within its statutory 

authority is not liable to a claim of damages under NAFTA unless 

an entity covered by the treaty can demonstrate that it made its 

investment in the state pursuant to express comrnitments made by 

the agency which were subsequently broken. None of the 

Petitioners in this proceeding has been assured of any 

particular treatment by the Commission. Accordingly, we find 

that Fortis's status as an investor from a NAFTA member state 

does not add any significunt risk to the transaction. 

Nevertheless, if the Commission decides to approve the merger 

and it wishes to ensure that there is no doubt on this point, it 

should require as a condit~on of the approval that Petitioners 

certify that no express promises have been made, extrinsic to 

-4 6-



HYDRO ONE/805 
Schmidt/Page 51 of 71

CASE 12-M-0192 

this proceeding, that any particular regulatory treatment will 

be accorded Central Hudson or its parent company in the future. 

D. Provisions for Low Income Customers 

As described above, PULP says the Joint Proposal lacks 

sufficient benefits for low income customers inasmuch as the low 

income component of the Community Benefit Fund would be limited 

to $500,000, and rate accommodations for low income customers 

would be limited to adjustments in rate design rather than 

allowed revenues, in the form of a prospective reduction for 

non-heating customers and what PULP calls a ~small increase" in 

the low income benefit for heating customers. PULP observes 

that all such changes would be revenue neutral for Central 

Hudson, and PULP unfavorably compares their estimated $1.6 

million revenue allocation impact with Central Hudson's $700 

million revenue allowance. 

In response, Staff and Petitioners invoke their 

rebuttal testimony that the Joint Proposal's allegedly 

inadequate low income provisions are only the features designed 

for the benefit of low income customers exclusively. As such, 

those provisions supplement the economic benefits that the Joint 

Proposal assertedly would confer on all customers. Staff also 

argues that the low income provisions would offer relief more 

substantial than PULP suggests and would better align low income 

credits with customer bills. 

Aside from the above points, much of the argument over 

the proposed low income provisions is devoted to PULP's 

interpretation of the net benefits analysis established in the 

Iberdrola decision. As discussed below, that analysis requires 

consideration of benefits and countervailing risks or detriments 

properly attributable to the proposed transac~ion. From that 

basic premise, PULP proceeds to advocate what it describes as a 

corollary that the Commission's determination of net benefits 
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should err, if at all, in favor of low income customers because 

they are the ones least able to bear the risk that the 

transaction will fuil to produce net benefits as anticipated. 

The proponents object that the Iberdrola decision states no such 

proviso. 

The argument over customers' disparate risks seems to 

introduce undue complexity. When the Commission assesses the 

likelihood that the merger will produce net benefits despite its 

offsetting risks, the risk that the benefits will not occur is a 

given which need not be specifically measured and allocated 

among customers. The Commission's judgment about the 

transaction inevitably will be informed by its understanding of 

what the benefits might mean for diverse customer groups. In 

our view, the real gist of PULP's criticism is not that the 

Joint Proposal misallocates risks but that it does not provide 

sufficient benefits. 

The Commission's decision in this case must not only 

satisfy the positive net benefits test but also conform with the 

other criteria normally relevant when reviewing a negotiated 

joint proposal pursuant to the Commission's Settlement 

Guidelines. For purposes of the low income benefits issue, 

these criteria include, for example, whether adoption of the 

proposed terms wo~ld reasonably balance shareholder and customer 

interests and promote state policies. 3
• From that standpoint, 

for the reasons cited by Staff and Petitioners, we do not find 

the proposed amount of low income oenefits inherently 

unreasonable. 

We also disagree with PuLP's proposal to establish a 

service quality measure that would limit the allowable numoer of 

34 Cases 90-M-0255 et al., Opinion, Order and Resolution Adopting 
Settlement Procedures and Guidelines, Opinion No. 92-2 (issued 
March 24, 1992), Appendix B, p. 8. 
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service terminations. Unpaid bills are a cost of the utility 

business as they are for all businesses, and that cost is borne 

by the customers who do pay their bills. Restricting 

terminations does not promote equity; it simply increases the 

burden of uncollectible bills for all customers. 

Finally, we do not regard the proposed transaction as 

a barrier to the Commission's future adoption of additional 

benefits for low income customers; nor are the proposed benefits 

properly attributable co the transaction, as they could alsu be 

obtained in its absence. Thus, in summary, we find that the low 

income provisions neither justify the Commission's rejection of 

the Joint Proposal, nor deserve to be counted as benefits of the 

merger. 

In a related matter, we reject PULP's suggestion that 

UIU snould nae be considered a legitimate repre~enlatlve of the 

interests of residential and low income customers. 35 UIU retains 

the consumer protection mandate of its predecessor agency, the 

Consumer Protection Board. By all accounts, it was an active 

and hard-working participant in this case and it achieved to a 

substantial degree what it originally set out to accomplish on 

behalf of low income customers. PULP, nevertheless, suggests 

that the significance of UIU's signature on the Joint Proposal 

should be discounted on the grounds that the organization is a 

state agency reporting to the Governor and lacks the indicia of 

independence that are required for membership in the National 

Association of State Utility Consumer Advocates (NASUCA). PULP 

neglects to polnt out, however, that UIU is, in fact, a member 

35 Petitioners and staff propose that we disregard or discount 
PuLP's arguments because PULP admits that it participated only 
inte~mittently in this proceeding, assertedly due to lack of 
funds. Such a rule would give fewer rights to a party with a 
hiatus in its participation than our Rules of Procedure accord 
to a late-admitted party. 
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of NASUCA. 36 We find the endorsement of UIU, along with those cf 

MI and the Counties, to be a valid indicator of the fact that 

the Joint Proposal represents a compromise of interests that 

often are, and were initially in this case, adverse. 

E. Foreign Ownership 

As noted above, many commenters conveyed a general 

sense of unease about the transfer to foreign ownership of 

facilities essential to the provision of electric and gas 

services to the mid-Hudson region. Many expressed concern that 

the merger might remove those facilities from domestic control; 

that Fortis might ignore its obligation to make the investments 

necessary to maintain safe and reliable service; or that this 

Canadian company might someday sell Central Hudson to a buyer 

from a country less friendly to the United States. 

Insofar as they are based solely on Fortis's being a 

business headquartered in a foreign country, we do not consider 

~hese concerns to be justified. Central Hudson will remain 

subject to the laws of New York and of the Onited States, and 

will continue to be regulated by the Commission and by the 

Federal Energy Regulatory Commission with respect to its 

electric transmission facilities. The Commission has the 

authority and the responsibility not only to set rates, but also 

to require necessary capital investments and to reject any 

proposed transfer of ownership that it finds not to be in the 

public interest. Ownership of Central Hudson by Fortis will not 

diminish the Commission's regulatory role. 

There are, however, legitimate issues presented by the 

prospect of a distribution utility subject to the Commission's 

jurisdiction being wholly owned by a parent company located 

36 See http://www.nasuca.org/archive/about/membdir.php for a 
current directory of NASUCA members. 
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outside New York, whether in a foreign country or simply another 

state. These issues have surfaced through experience with 

previous mergers, and generally ~hey involve ensuring ~hat the 

Commission will continue to have full and timely access to the 

information it requires to carry out its regulatory functions. 

The Joint Proposal recognizes and addresses this problem in 

quite a few of its provisions. lt would, for example, require 

that Staff be given ready access to any books and records of 

Fortis and its subsidiaries that Staff mc:1.y deem necessary tu 

determine whether the rates and charges of Central Hudson are 

just and reasonable; that Central Hudson annually file the 

financial statements, including balance sheets, income 

statements, and cash flow statements of Fortis and its major 

regulated and unregulated energy company subsidiaries in the 

United Sta~es; and that Central Hudson provide, to the extent 

available, quarterly and annual balance sheet, income statement 

and statement of cash flows of Fortis in U.S. dollars with ~he 

underlying currency translation assumptions. 

The problem with these provisions is that they 

complicate the regulatory process. To ensure their 

effectiveness, they require monitoring and oversight, imposing 

an extra burden on an already overburdened Commission Staff. 

Furthermore, the provisions have no intrinsic value. It is only 

the merger that makes them necessary. There would be no need to 

adopt or implement them otherwise. Consequently, we see the 

potential for complications in com.~unications and data 

availability required for effective regulatory oversight to be 

an additional residual risk of the merger transaction. 

F. Loss of Local Focus and Involvement 

Many cornrnenters described Central Hudson as a part of 

the fabric of its Mid-Hudson service territory, an effective, 

trusted company engaged with and concerned about the community 
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in which it operates. They expressed concern that the m~rger 

would de~troy that relationship; that Fortis with its 

multina-cional interests would have little concern c::1.bouL Lhe 

Hudson Valley; and that che focus of Central Hudson's attention 

would be turned toward the interests of its owners in 

Newfoundland. 

The Joint Proposal reflects recognition of chese 

concerns in many of its provisions. It provides, for example, 

tha-c a majority of the Board of Dlreclors of Central Hudson must 

be independent of rortis and its affiliates other than Central 

Hudson, and one member must be a resident of the service 

territory. The headquarters of Central Hudson, including all 

officers a~d support staff and operational managers, must remain 

within the service territory, and at !east one-half of the 

officers mu~t live wllhln the service territory. Central Hudson 

will be governed, managed, and operated as a stand-alone entity 

with staffing decisions made by local management. Current 

employees of Central Hudson will be retained for at least two 

years. Through at least 2017, Central Hudson would continue its 

community involvement efforts at no less than the level of its 

expenditure8 ln 201:. 

These provisions are important, but they ultimately do 

not address the heart of citizens' concerns. Today, Central 

Hudson is accountable to a parent company that is headquartered 

in the same city and shares the same interest in the local 

region. After the merger, it will be accountable to a distant 

entity with far flung interests. While Fortis may accord 

Central Hudson considerable operating autonomy as required by 

the Joint Proposal, strategic decisions concerning the direction 

of the utility and its involvement with the community wil: come 

from, or be strongly influenced by, rortis. The relationship 

between Central Hudson and its customers will inevitably be 
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altered. The breadth and depth of this concern among the 

residents of Central Hudson's service territory and their 

elecLed officials at the town, village, city, and state levels 

is remarkable. Former Member of Congress Maurice Hinchey states 

in his comments, "Surely, in a democratic society such as ours, 

the decision as to what constitutes 'public benefit' is not 

unrelated to the will of an informed public and its elected 

representatives." We think it is, and we find lack of public 

confider1ce in the putative future benefits of the ~oint Proposal 

to be a significant detriment of the transaction. 

G. Financial Concerns 

The Joint Proposal incorporates numerous provisions 

intended to address the risk perceived by Staff that the 

finances of Fortis could have an adverse impact on Central 

Hudson's, to the detriment of ratepayers. These provisions 

would require that goodwill and the costs of the transaction not 

be recovered from ratepayers; impose restrictions on the payment 

of dividends by Central Hudson if the utility's equity ratio 

falls below prescribed levels; hold ratepayers harmless for 

increased credit costs resulting from the impact on Central 

Hudson of a Fortis credit downgrade; require both Central Hudson 

and Fortis to be registered with at least two major nationally 

and internationally recognized rating agencies, to maintain 

separate debt instruments, and to be separately rated by at 

least two rating agencies; bar debt instruments having cross

default provisions affecting Central Hudson; bar Central Hudson 

from participating as a lender to Fortis or FortisUS in money 

pooling arrangements; and create a special class of preferred 

stock that can be voted to prevent Central Hudson from entering 

into bankruptcy voluntarily. 

These provisions are reasonably designed to mitigate 

the concerns to which they are addressed. Again, however, they 
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have no inherent value in the absence of the merger. They exist 

only to reduce risk. Only if they are entirely successful will 

the financial risk to Central Hudson be completely eliminated. 

H. Lnvironmental Concerns 

Many comm.enters praised the efforts of Central Hudson 

to promote alternative and green energy, particularly solar, 

within its service territory. They express concern that Fortis 

may reverse these policies. Some argue thac Fortis has shown a 

preference for natural gas and may be less inclined than Central 

Hudson to obtain electricity supplies from green sources. 

These concerns are fundamentally misplaced. Central 

Hudson is a distribution utility. With minor exceptions, it 

does not own generating capacity, and it will not be building 

additional capacity in the future. Like all New York utilities, 

Central Hudson will continue to obtain its power from the New 

York Independent System Operator. Fortis will not have the 

ability to dictate the source of power sold to Central Hudson 

customers. 

Central Hudson is also not a gas exploration company. 

It does, however, have an interest in expanding ics customer 

base for gas service, and it will undoubtedly continue to have 

that objeccive under Fortis ownership. As noted below, that 

goal is fully consistent with state policy. 

Finally, all utilities in New York are bound to comply 

with the Commission's policies concerning the promotion and 

accommodation of green energy alternatives. Even if Fortis were 

hostile to such technologies, and there is no credible evidence 

in this record that it is, Central Hudson'3 compliance with 

Commission policy would continue co be enforced. Accordingly, 

we do not see any significant environmental risk arising from 

the proposed transaction. 
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I. Expansion of Gas Service 

The economic expansion of gas service within the State 

1-s a high priority for b:::ith the Governor and the Commission, as 

evidenced by the pending proceeding in which the Commission is 

examining existing barriers to such expansion and seeking ways 

to reduce or eliminate them. 37 The Joint Proposal in this case 

reflects that priority. It requires Central Hudson to support 

economically justified gas expansion and states that Fortis 

agrees to provide equity support to Central Hudson for those 

projects that receive regulatory approval. It also commits 

Central Hudson to pursue economic expansion of its gas system 

within each of its operating districts and to seek expedited 

approval of new franchises. To allow the Commission to monitor 

those commitments, the Joint Proposal also requires that Central 

Hudson maintain detailed records of all gas expansion requests 

and how they were evaluated and resolved. 

While the desire of Athens to obtain expanded gas 

service for its citizens is commendable, we cannot recommend 

that the Commission adopt the proposal to set aside, in advance, 

a portion of the Comm.unity Benefit Fund to support such 

expansion, Low income programs will receive $500,000 from that 

fund. The remaining $4.5 million has been designated for 

economic development efforts throughout the Central Hudson 

service territory. If the Joint Proposal is adopted, there is 

likely to be considerable competition for ~hose funds, and we 

cannot say on this record that the Athens request should be 

given priority over all others that may be forthcoming. 

37 Case 12-G-0297, Proceeding on Motion of the Commission To 
Examine Policies Regarding the Expansion of Natural Gas 
Service. 
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J. Retail Access Provisions 

RESA contends that the retail access provisions of the 

Joint Proposal are ill-defined and premature. We agree. The 

~oint Proposal calls for a "total bill comparison," which is 

undefined, to be included on the bills of retail access 

residential customers "using the existing Central Hudson 

computer program," which likewise is undefined. That total bill 

comparison, the Joint Proposal says, "is to provide information 

to retail access customers that should be made available by the 

utility as part of the Commission's retail energy markets 

initiatives." What "should be made available" is unspecified, 

and perhaps cannot be fully defined prior to the completion of 

the generic Retail Energy Markets proceeding. 

Significantly, the signatories recognize explicitly 

that whatever they agree to in the Joint Proposal may have to be 

modified based on the outcome of the Retail Energy Markets case. 

That case is now in its final stages. We do not believe it 

makes sense now to order the start of a process that may well 

have to be redesigned before its introduction. The footnote 

cited by Staff from the Appendix to the Commission's order 

initiating the Retail Energy Markets proceeding recognized that 

certain questions concerning the use of bill comparisons were 

being considered in this case. As the signatories themselves 

recognize, that footnote cannot reasonably be construed as 

requiring a final, full resolution of the issue here without 

reference to the results of the Retail Energy Markets case. 

Notably, RESA objects only to the manner and Limin~ of 

the implementation of bill comparisons, not to the signatories' 

expression of support for their use. Central Hudson has 

aoftware that should give it a head start over some other 

utilities in making bill comparisons available to its customers. 

Therefore, if the Commission adopts the Joint Proposal's terms, 
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we recommend that it not delete the Retail Access section 

(IV.F). Rather, the Commission should modify that section to 

provide that Central Hudson must, within 30 days following a 

relevant final order in the Retail Energy Markets proceeding, 

file a plan for implementation of both the publication of bill 

comparisons on the consolidated bills of residential retail 

access customers and the provision of bill comparison 

information to payment-troubled customers. The Commission 

should require that the plan provide for implementation within 

30 days after its filing. The cost recovery provisions 

described in the Retail Access section of the Joint Proposal 

should be adopted as currently written. 

DISCUSSION 

A. Standard of Review 

Having set forth above our assessments of the Joint 

Proposal's alleged benefits, risks, and detriments, we arrive at 

the ultimate issue whether Petitioners have shown that approval 

of Central Hudson's acquisition by fortis subject to the Joint 

Proposal's terms would serve "the public interest" as prescribed 

by PSL §70(5). We find that the transaction as proposed would 

not meet that test. 

We reach this conclusion by applying the standard of 

review developed in earlier merger proceedings and stated most 

rigorously in the Iberdrola case. The Commission's order in 

that case requires initially a three-part assessment addressing 

the be~efits and then any countervailing considerations, as 

follows: "petitioners must show that the transaction would 

provide customers positive net benefits after considering the 

expected benefits offset by any risks or detriments that would 

remain after applying reasonable mitigation measures."38 To 

38 Iberdrola order, p. 111. 
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demonstrate an "expected" benefit for purposes of this exercise, 

Petitioners must show that the benefit is a consequence of the 

transaction and would no~ otherwise occur. 39 

Once the net benefits have been gauged by comparing 

the transaction's intrinsic benefits and offsets, it becomes 

possible to judge whether the achievement of net positive 

benefits requires that tne intrinsic benefits be supplemented 

with monetized "positive benefit adjustments" (PBAs) . 40 "Then 

the final step in quantification is to es~ablish a specific PBA 

amount, necessarily as an exercise of informed judgment because 

there is no mathematical formula on which to base such a 

decision. " 41 

To a large extent, the criteria described above have 

shaped the parties' arguments in this case and indeed the Joint 

Proposal itself. None at the parties overtly challenges the 

IberdroJa order's analysis. But, as discussed below, they 

disagree about the weight to be accorded the various alleged 

benefits and detriments, which inevitably entails a degree of 

uncertai~ty and subjective evaluation. Our own evaluations of 

the risks and benefits (set forth below) lead us to recommend 

that the Commission decline to adopt the Joint Proposal's terms. 

As another preliminary comment on the standard of 

review, a caveat is in order regarding Petitioners' argume~t 

that the monetized PBAs in this JoinL Proposal are proportional 

to the PBAs Lhe Commission has required in other cases, when 

stated as a percentage of the respective companies' revenues. 

39 See, ~, Iberdrola order, pp. 105-06 (whether above-book 
proceeds from a post-merger sale of assets could be deemed a 
result of the merger). 

40 At one point in the Iberdrola order (p. 111) and in some of 
the present pleadings, PBA is misstated as a "public" benefit 
adjustment." 

41 IberdroJ.a order, p. 13 6. 
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Any such comparison among cases should be viewed with great 

caution because, again, the PBAs required in each case reflect a 

judgmer.t regarding the shortfall in net benefits after 

considering a particular transaction's benefits versus its risks 

or detriments. Such factors often defy quantitative assessment 

and, more likely than not, are unique to the transaction under 

consideration. 

Thus an attempt to extrapolate from the dollar amount 

of PBAs required in the Iberdrola decision to the amount 

proposed in this case, based on a variable such as proportionate 

corporate revenues, for example, poses a number of pitfalls. 

Among the complications the Commission cited in reaching t~e 

Iberdrola PBA determination were that much of the risk and 

benefit was not quantifiable; the PBA amount was influenced by 

whether synergy savings were expected sooner rather than later; 

the decision there was assisted by a rate case quality 

presentation of revenue requirements, not offered here; the 

result in Iberdrola was derived from highly disputed decisions 

that some earlier mergers were relevant in comparing PBAs while 

others were less so; and, in its final analysis regarding PBAs, 

all the Commission could firmly conclude was that the PBA amount 

it prescribed represented the ~middle of the range of 

reasonableness." 12 Moreover, as we have described, the present 

case involves an extraordinary degree of public opposition which 

constitutes an inherent risk or detriment of the transaction, 

while no comparable element figured into the Commission's 

analysis of the Iberdrola transaction. ~here is no simple 

mathematical formula whereby a PBA amount derived from these 

numerous considerations could confidently be used to determine 

the outcome in a different proceeding such as this. 

42 Ibid., p. 137. 
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Another obstacle to direct comparisons among PBA 

levels from one case to the next is that the Commission's 

decision making js properly informed by past experience whicn 

was not available when the Commission per=ormed its risk 

assessments in earlier merger cases. for example, in the 

Iberdrola transaction, anticipated benefits in the form of 

enhanced financial strength and wind generation investment may 

not have materialized to the extent that ~he Commission 

expected. Similarly, in the National Grid acquisition, the 

challenges to regulatory oversight may have proved more 

difficult than anticipated. CLP and the Consortium put great 

emphasis on those negative outcomes and argue that Fortis's 

superior financial resources, as compared with Central Hudson's, 

would create new opportunities for management to escape 

effective regulatory review. 

Even if one presupposed that previous mergers have 

failed to live up to expectations, this of course would not 

preordain that Central Hudson's acquisition by Fortis would also 

lead to disappointment. However, the intended relevance of 

Petitioners' and Staff's comparison between the proposed PBAs 

and those in other mergers is presumably that, under the 

Settlement Guidelines, one criterion in evaluating the Joint 

Proposal is whether it conforms with Commission policy. 

Unfavorable experiences with the Iberdrola and National Grid 

transactions make it difficult to assess whether the Coromission 

now believes that the balance of interests struck in those 

cases, particularly the PBA levels, still represents sound 

policy when gauging the adequacy of the benefits offered in the 

Fortis transaction. 

B. Benefits Intrinsic to the Merger 

As noted, Petitioners must demonstrate that the 

benefits unattainable absent the transaction, supplemented if 
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necessary by PBAs or other enhancements, and offset by the 

transacLion's risks or detriments mitigated to the extent 

possible, would yield a ~et positive benefit for customers. Of 

course the mere recital of that test makes clear that it defies 

mathematical certitude, but calls for an exercise of informed 

judgment regarding a combination of quantitative and qualitative 

factors. With that disclaimer, we recommend that the Commission 

weigh the benefits and mitigated detriments as follows. 

In appraising the transaction, the first major 

difficulty is to identify its intrinsic benefits, before even 

starting to inquire whether they should be augmented with 

monetized or incidental benefits and whether the attendant risks 

are adequately mitigated. For all Petitioners' and opponents' 

arguments about the adequacy of the benefits and safeguards 

negotiated in the Joint Proposal, the record provides little 

basis for finding that the underlying transaction itself would 

benefit customers or otherwise serve tte public interest. 

One of the only such rationales is that operational 

synergies would save customers $9.25 million over five years. 

Because the Joint Proposal guarantees these savings for 

ratemaking purposes, the Commission should recognize them as a 

tangible benefit of the transaction. However, before relying on 

chem as a material consideration, we bel~eve the Commission also 

should attach some weight to the opponenLs' claims that t~ey 

would rather forgo the savings if that is the price they must 

pay to stop the transaction and retain CenLral Hudson in its 

present form. While these objections are more statements of 

opinion than fact, such opinions themselves are direct evidence 

that customers may not value the synergy savings as much as the 

status quo. 

A second benefit claiffied on behalf of the transaction 

is chat it might enhance Central Hudson's operations insofar as 
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that co~pany's management would gain access to Fortis's 

expertise and best practices. Doubtless it would be frivolous 

for Central Hudson, or any company, to claim that that its 

management is so excellent as to leave no room for improvement. 

Nevertheless, given the ~federalu model proposed here, such a 

benefit is not likely to be significant; and in fact Staff has 

testified that it has no adequate information as to the value of 

Fortis's expertise for Central Hudson. Consequently, we 

recommend that the Commission not count a-::cess to Fortis' s 

expertise as a material benefit of the transaction. 

A third possible benefit of the transaction is that 

Fortis's size and financial standing would provide Central 

Hudson ready access to capital. This claim is intuitively 

appealing because one naturally expects capital cost savings to 

result from acquisition by a larger parent, all else equal. In 

this instance, however, the Commission should approach it with 

special caution. Petitioners have not gone so far as to claim 

that Central Hudson as a Fortis affiliate could obtain capital 

on more favorable terms than now, and Staff has testified that 

it has no information sufficient to support such a theory. 

Thus, in our view, the record does not support a conclusion that 

Central Hudson's partaking in Fortis's financial strength should 

be counted as a benefit of the transaction. 

After taking into account the claims of benefits from 

synergies, shared expertise, and financing at the parent level, 

there seem to be no other fundamental justifications asserted as 

contributing to the public interest. In search ot other 

possible rationales, on our own initiative, we have reflected on 

the possible importance of messages to the investment and 

business communities. Those dissatisfied with Commission 

disapproval of a transfer of Central Hudson's ownership might 

characterize it as a sign that New York is insensitive to values 
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such as the power of managerial transformation or the 

marketability of utility company securities. However, we 

conclude that such criticisms would be unfounded because Fortis 

disavows any plans for managerial change and because those who 

invest in New York utilities do so with at least constructive 

knowledge that the transfer of utility company assets is subject 

to the Commission's determination of the public interest 

pursuant to statute. 

C. Benefits from the Joint Proposal's Terms 

Finding no public interest rationale inherent in the 

basic merger transaction beyond the $9.25 million guaranteed 

synergy savings over five years, as discussed in the preceding 

section, we believe any other customer benefits the Corrmission 

might identify are those negotiated as part of the Joint 

Proposal. As detailed above, we would quantify as $40 million 

the combined benefit of the rate freeze (no tangible benefit), 

excess earnings recalibration (no tangible benefit), regula~ory 

liability for storm recovery or other purposes ($35 million), 

and Community Benefit Fund ($5 million), additional to the $9.25 

million of synergies, for a total customer benefit of $49.25 

million. 

We believe the Joint Proposal's remaining features 

could be negotiated in other cases absent the merger or, failing 

that, could be ordered in the routine exercise of the 

Commission's authority. These comprise the Joint Proposal's 

provisions for structuring low income and economic development 

programs (other than the use of the CommLnity Benefit Fund), 

maintaining and financing Central Hudson's commitments to 

infrastructure improvements pursuant to state policy 

initiatives, continuing Central Hudson's gas marketing 

initiatives, and continDed support of the Commission's evolving 

retail energy access po~icies. While parties disagree about the 
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design of these efforts, particularly the measures for low 

income customers and retail access, no party denies that they 

would serve the public interest. But, because the merger is not 

a necessary precondition of achieving or pursuing these 

programs, their presence in the Joint Proposal does not provide 

additional support for an inference that approval of the merger 

itself would serve the public interest. 

D. Risks and Mitigation 

After identifying the proposed transaction's benefits, 

the next step in the Iberdrola model is to consider the risks 

and detriments remaining after they are mitigated to the extent 

possible. Viewed in that context, risk mitigation measures are 

more appropriately seen not as benefits but as whole or partial 

solutions to problems that ~rise only because of the 

transaction. In fact, as CLP and the Consortium observe, they 

are tell-tale evidence of possible conflicts between the 

transaction and the public interest. If such safeguards 

sufficiently minimize the transaction's risks, the most 

favorable assessment one can adopt is that risks and mitigation 

amount to a net zero impact. 

For the most part, there seems to be a consensus that 

adoption of the Joint Proposal's terms would mitigate the 

transaction's risks to the fullest extent possible. This 

assessment is supported by a review of the proposed safeg~ards, 

exhaustive and generally uncriticized, regarding corporate 

governance and financing, regulatory oversight, performance 

standards, and related concerns. However, a critical issue 

remains whether, despite these safeguards, there are residual 

risks and detriments that cannot be mitigated and are serious 

enough to outweigh the transaction's benefits. What the 

Iberdrola analysis teaches, as do experiences with other mergers 

in recent years, is that a trAnsaction cannot be structured to 
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completely immunize customers against risks; indeed, that is 

precisely why the Commission requires evidence of benefits in 

addition to risk mitigation measures. 

Two alleged inadequacies in mitigation measures 

relative to risks are those asserted by PULP, namely the 

purportedly unadulterated risks that Commission regulation would 

be deemed unlawful under NAFTA; and that low income or 

financially stressed customers are the least able to tolerate 

rate burdens and present their interests in a case such as this. 

But the supposed legal conflict between NAFTA and state 

regulation is overstated, for reasons we already have cited; and 

we interpret any insufficiency in the proposed treatment of low 

income customers not as a "risk" in the relevant sense but as an 

alleged failure to provide customer benefits on a scale that 

PULP would prefer. 

In our view, the primary risk that is not sufficiently 

mitigated here is the risk, unique to this case, that the loss 

of local ownership would end an arrangement in which customers 

have dealt with Central Hudson as a local institution with long 

established roots in their specific community. As a result, we 

see this transaction as fundamentally unlike takeovers of 

sprawling, diffuse service territories by Iberdrola or National 

Grid. Any doubt whether those cases materially differ from this 

one should be dispelled by the extraordinarily negative reaction 

to the proposal among the general public, unprecedented to the 

best of our knowledge in any other case involving only a 

transfer of ownership. As we have explained, the risk is not 

merely that approval of the transaction will generate ill will 

toward the new owners, but that this negative outlook itself 

will compromise management's performance of its tasks for years 

to come. 
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CONCLUSION 

We find it relatively easy to conclude that the 

benefits of the merger transaction pursuant to the Joint 

Proposal are outweighed by the detriments remaining after 

mitigation. Our rationale is that the proposed transaction has 

generated an extraordinarily intense degree of public opposition 

to a change of Central Hudson's ownership among customers, their 

elected officials, and labor representatives and other public 

organizations in the service territory. Indeed, quite a few 

corrmenters made it clear that they would rather forgo the 

monetized benefits offered in the Joint Proposal than see the 

Fortis acquisition go forward. 

To be clear, we emphatically do not view this case as 

a plebiscite or, even more inappropriately, a popularity contest 

between Central Hudson and Fortis. However, the Commission 

should consider that a utility company 1 s stock in trade, so to 

speak, consists in large measure of good customer relations. In 

our view, one of the proposed transaction's unquantifiable but 

highly material risks or detrimen~s is that the traditional 

functio~s of a utility company, as well as emergent changes in 

the nature of utility service, are likely to be managed more 

successfully by Central Hudson in its present form as cont~asted 

with a new corporate regime that already has produced the fierce 

public hostility evidenced in hearings and comments. Moreover, 

during most of the time that the petition has been pending, 

Petitioners have made little as far as we can discern to 

forestall or defuse public opposition, and that apparent 

passivity itself lends credence to public objections that the 

new parent company would not appreciate the importance of 

maintaining customer satisfaction. 

Alternatively, recognizing that much of our analysis 

involves exercises of judgment in which reasonable minds may 
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differ, we recommend that the Commission consider adopting the 

proposed terms subject to modifications that would alter the 

transaction's balance of risks and benefits. The Commission 

might conclude that this could be accomplished by requiring PBAs 

additional to those offered in the Joint Proposal, should 

Petitioners come forward with such a proposed modification. 

Since any such possibility is speculative, we will not address 

it except to state our opinion that the proposed transaction's 

flaws may be inherently unsusceptible to effective remediation 

by means of supplemental PBAs. 

May 3, 2013 
RAE, DLP / seh 
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James Scarlett Biography 

Hydro One’s Executive Vice-President and Chief Legal Officer, James Scarlett (“Jamie”), joined 
Hydro One in September 2016. Prior to joining Hydro One, Mr. Scarlett was a Senior Partner at 
Torys LLP. At Torys, Mr. Scarlett’s practice focused on representing public companies and 
investment banks on mergers and acquisitions, corporate finance and corporate governance 
matters. From 1986 to 1990, Mr. Scarlett was seconded to the Ontario Securities Commission, 
where he acted as Legal Counsel in the Corporate Finance Branch and as Director, Capital 
Markets Branch. 

Over the years, Jamie has amassed an impressive track record: over 15 M&A deals worth 
approximately C$18b; numerous Board or Special Committee mandates including hostile 
situations in which he made, or defended against, unsolicited takeover bids or dissident 
shareholder actions; and approximately 30 public equity deals worth almost C$8b.  

Mr. Scarlett holds the designation of ICD.D from the Institute of Corporate Directors. This 
designation represents a commitment to excellence in the boardroom and effective directorship. 
Mr. Scarlett earned his law degree (J.D.) from the University of Toronto in 1981 and his 
Bachelor of Commerce Degree from the University of McGill in 1975. 

Recognition 

Best Lawyers' Best Lawyers in Canada—Leading lawyer in corporate law, mergers and 
acquisitions law, and securities law (2006-2017) 

Chambers & Partners’ Chambers Canada—Leading lawyer in Ontario, corporate/commercial 
(2016) 

Legal Media Group/Euromoney's IFLR1000 The Guide to the World's Leading Financial Law 
Firms—Leading Canadian lawyer in corporate and M&A (2015-2016) 

Lexpert/American Lawyer's Guide to the Leading 500 Lawyers in Canada—Leading lawyer in 
corporate commercial law, corporate finance and securities, and in M&A (2008-2016) 

Law Business Research's Who's Who Legal—Capital markets (Debt and equity) (2015) 

Law Business Research's Who's Who Legal—Project finance (2015) 

Chambers & Partners’ Chambers Global: World’s Leading Lawyers for Business, The Client’s 
Guide—Leading lawyer in corporate/M&A (2008-2016) 

The Legal 500 Canada—Leading lawyer in corporate and M&A (2014-2016) 

Law Business Research’s Who’s Who Legal, The International Who’s Who of Business 
Lawyers—Leading lawyer in corporate governance (2013-2014) and mining (2014) 

Law Business Research’s Who’s Who Legal: Canada—Leading lawyer in capital markets (2010-
2015) 
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Lexpert/Thomson Reuters' Canadian Legal Lexpert Directory—Leading lawyer in corporate 
commercial law, corporate finance & securities, M&A (2008-2014); and mining (2014) 

Guide to the World's Leading Capital Markets Lawyers—Leading Canadian lawyer (2013) 

Expert Guides: The World’s Leading Experts in Capital Markets—Leading lawyer (2013) 

Practical Law Company’s Which Lawyer?—Leading lawyer in capital markets: debt and equity; 
recommended in corporate/M&A (2009-2012) 

Lexpert's Special Law Inserts appearing in The Globe and Mail's Report on Business 
Magazine—Most frequently recommended lawyer in corporate commercial, and corporate 
finance and securities (2011) 

Lexpert's Cross-Border Guide to the Leading U.S./Canada Cross-Border Corporate Lawyers in 
Canada—Leading cross-border practitioner in corporate finance and securities and M&A (2008-
2010) 

Law Business Research’s Who’s Who Legal, The International Who’s Who of Business 
Lawyers—Leading lawyer in capital markets (2008-2010) 

Representative Work 

• Independent committee to the Board of Trustees of Calloway Real Estate Investment Trust 
in the C$1.16 billion acquisition of SmartCentres Inc., currently Canada’s largest developer 
and operator of unenclosed shopping centres 

• Independent committee to Rio Alto Mining Limited in its C$1.33 billion business 
combination with Tahoe Resources Inc. 

• Glencore Xstrata in its £807 million (US$1.5 billion) acquisition of Caracal Energy Inc. 
• BMO Capital Markets, CIBC World Markets, Macquarie Capital Markets Canada and the 

syndicate of underwriters in Ivanhoe Mines Ltd.’s C$143.8 million public offering of units 
and concurrent C$25 million private placement 

• Independent committee of the board of directors of McGraw-Hill Ryerson Ltd. in McGraw’s 
C$29.9 million sale to McGraw-Hill Global Education Holding, LLC 

• Viterra in its C$6.1 billion acquisition by Glencore International plc. 
• HOMEQ Corporation in its C$136 million sale to Birch Hill Equity Partners Management 

Inc. 
• CIBC World Markets, RBC Capital Markets and the syndicate of underwriters in Whistler 

Blackcomb Holdings Inc.'s C$345 million initial public offering of common shares 
• Wi-LAN in its C$480 million unsolicited takeover bid for MOSAID Technologies 

Incorporated 
• E.I. du Pont Canada in its acquisition of manufacturing assets from INVISTA (Canada) 

Company 
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• Pallinghurst Resources in its US$175 million acquisition of shares in Platmin Limited for a 
total joint venture holding of 69.8% with Bakgatla-Ba-Kgafela Tribe 

• Alinda Capital Partners in its C$1.74 billion acquisition of UE Waterheater Income Fund 
• Saskatchewan Wheat Pool (now Viterra Inc.) in its C$1.8 billion unsolicited takeover bid and 

acquisition of Agricore United 
• Great Lakes Carbon Income Fund in its takeover bid by Rain Commodities and ultimate 

C$625 million sale to Oxbow Carbon & Minerals Holdings, Inc. 
• PBB Global Logistics Income Fund in its C$250 million sale to Livingston International 

Income Fund following Livingston's unsolicited hostile takeover bid  
  

 

HYDRO ONE/806 
Schmidt/Page 3 of 3



  

 
 

 HYDRO ONE/900 
 Lopez 
 
 
 
 
 
 
 
 
 

 
 
 
 

BEFORE THE  
PUBLIC UTILITY COMMISSION OF OREGON 

 
DOCKET NO. UM 1897 

 
REBUTTAL TESTIMONY OF CHRISTOPHER F. LOPEZ 

REPRESENTING HYDRO ONE 
 
 

_____________________________________________________________________ 
 
 

Proposed Transaction, Hydro One Financials, Financial Commitments 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 



  Hydro One/900 
Lopez/Page 1 

 

I. INTRODUCTION 1 

Q. Please state your name, business address and present position with Avista 2 

Corporation? 3 

A. My name is Christopher F. Lopez, and my business address is 483 Bay Street, 4 

South Tower, 8th Floor, Toronto, Ontario M5G 2P5. I am Senior Vice President of Finance 5 

for Hydro One Limited (“Hydro One”). 6 

Q. Have you filed direct testimony in this proceeding? 7 

A. Yes.  My testimony describes the Proposed Transaction, the corporate 8 

structure, financing arrangements, ring-fencing, rate credits and related matters.  9 

Q. Are you sponsoring any exhibits that accompany your testimony? 10 

A. Yes. Attached to my testimony are:  11 

• Exhibit 901 - S&P Global Ratings, Research Update:  Avista Corp. 12 
Outlook Revised to Positive from Stable on Planned Acquisition by Hydro 13 
One Ltd. (July 19, 2017) 14 

• Exhibit 902 - Hydro One Consolidated Business Plan 2018-2023 15 
(December 8, 2017) 16 

• Exhibit 903 - Presentation of Hydro One’s Consolidated Business Plan 17 
2018-2023 (December 8, 2017) 18 

• Exhibit 904 - Proposed Updated Post-Closing Corporate Structure 19 

A table of contents for my testimony is as follows: 20 

  21 
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Description          Page 1 

I. INTRODUCTION .............................................................................................................. 1 2 

II. FINANCIAL FEATURES OF ACQUISITION ................................................................. 3 3 

III. AVISTA’S ACCESS TO CAPITAL ................................................................................ 14 4 

IV. HYDRO ONE’S ACCESS TO CAPITAL AND FINANCIAL HEALTH ...................... 17 5 

V. HYDRO ONE’S PLANS AND BUDGETS ..................................................................... 23 6 

VI. TAXES .............................................................................................................................. 24 7 

VII. RING-FENCING COMMITMENTS ............................................................................... 28 8 

VIII. PROPOSED CORPORATE STRUCTURE AND TRANSACTION 9 
FINANCING ..................................................................................................................... 30 10 

IX. AVISTA’S FUTURE FINANCIAL HEALTH ................................................................ 34 11 

X. ALLOCATION OF COSTS BETWEEN HYDRO ONE AND AVISTA ....................... 42 12 

XI. RATE CREDITS ............................................................................................................... 44 13 

XII. RATE CREDIT AND NET BENEFITS ........................................................................... 54 14 

XIII. TREATMENT OF AVISTA'S PENSION AND POST-RETIREMENT 15 
MEDICAL FUNDS .......................................................................................................... 56 16 

 17 
 18 
Summary of Testimony 19 

Q. Please summarize your testimony.  20 

A. I will discuss the financial features of the acquisition, address some of the 21 



  Hydro One/900 
Lopez/Page 3 

 

financial questions that other parties have raised, and describe important revisions that we 1 

have made to the merger commitments (each, a “Revised Oregon Merger Commitment,” 2 

collectively, the “Revised Oregon Merger Commitments,” which are Exhibit 801 to Hydro 3 

One witness Mayo Schmidt’s Oregon Rebuttal Testimony) in order to provide improved 4 

benefits to customers and the public from ring-fencing and other financial aspects of the 5 

transaction. 6 

Q. Please summarize how the transaction would provide benefits that do not 7 

exist today.  8 

A.  My rebuttal testimony discusses a number of benefits for Avista’s Oregon 9 

customers from the transaction that would not otherwise exist: 10 

• A rate credit spread over five years that totals approximately 5% of one year of 11 

Avista’s revenues from Oregon customers; 12 

• The benefits of a strategic buyer with a strong balance sheet; 13 

• Capital injections from Hydro One as needed to maintain Avista’s financial 14 

integrity;  15 

• Restrictions on dividends and distributions that help preserve Avista’s financial 16 

integrity; and  17 

• An equity floor for Avista.  18 

II. FINANCIAL FEATURES OF ACQUISITION 19 

Q. What kind of buyer is Hydro One and how will that help Avista’s 20 

creditworthiness and credibility in financial markets? 21 

A.  Hydro One is a strategic buyer rather than a financial investor.  We want this 22 

transaction with Avista because Avista is so well aligned with our business objectives.  As a 23 
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strategic investor, Hydro One intends to be here for the long term.  It is in Hydro One’s own 1 

interest to invest funds in Avista so that Avista can continue to thrive and to realize the 2 

efficiencies we expect to find.  Financial investors, such as private equity firms, generally 3 

differ in three important ways from strategic buyers: 1) financial investors typically incur 4 

substantial debt at the holding company level to finance the transaction; 2) financial investors 5 

typically have shorter investment horizons, often expecting to sell their interest in five or ten 6 

years; and 3) financial investors see enhanced near-term earnings prospects.   7 

Q. How would you characterize transactions involving strategic buyers?  8 

A. There are two primary types of strategic transactions—“confederation” 9 

transactions and “integration” transactions. Hydro One and Avista have a confederation 10 

transaction.  With an integration transaction, often there are bordering service territories, 11 

activities that can be consolidated, and substantial headcount reductions may be expected.  By 12 

contrast, with a confederation transaction, the acquiring company seeks non-monetary goals, 13 

such as geographic, regulatory, and rate base (i.e., both electric and gas assets) diversification.  14 

It is becoming more common in confederation transactions for the board and management of 15 

the acquired company to retain a high degree of control and autonomy over the day-to-day 16 

operations of the regulated utility.  17 

Q. Mr. Mullins testified that “this is a highly leveraged transaction, which 18 

has the potential to decrease Avista’s credit rating and to increase its costs of debt. In 19 

addition, Avista’s access to capital will be dependent on Hydro One’s consent and 20 

cooperation.”1  Is the leverage involved in Hydro One’s acquisition of Avista cause for 21 

concern?    22 
                                                 
1 Mullins, NWIGU Ex. 100, page 17 (lines 3-5); see also, Mullins, NWIGU Ex. 100, pages 3 
(line 21) - 4 (line 4). 
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A. No.  I disagree with Mr. Mullin’s characterization of the Hydro One 1 

acquisition of Avista as a highly leveraged transaction.  As explained in the Application, the 2 

financing for the Proposed Transaction is based on a mix of debt and equity.  The convertible 3 

debentures issued by Hydro One to finance the transaction should be viewed as equity not 4 

debt because they will be converted to equity at the time of closing.   5 

Moreover, Hydro One is financially strong and is viewed by credit rating agencies as a 6 

prudent, well-managed company.  This is demonstrated by Hydro One Inc.’s strong 7 

investment grade credit ratings from Moody’s Investors Service (“Moody’s”), Standard & 8 

Poor’s (“S&P”), and DBRS.   Hydro One Inc. has an “A” long-term credit rating from S&P, 9 

an A3 rating on senior unsecured debt from Moody’s, and an A (high) rating from DBRS. 10 

Hydro One Ltd. has an “A” long-term credit rating from S&P. By comparison, Avista’s credit 11 

ratings are BBB from S&P and Baa1 from Moody’s. 12 

Due to the financial strength and solid investment grade credit ratings of Hydro One, 13 

the transaction was well-received by rating agencies for Avista, with S&P revising the 14 

outlook for Avista to Positive from Stable.  In its report announcing the revised outlook, S&P 15 

explains the rationale for the Positive outlook for Avista as follows: 16 

The outlook revision on Avista reflects the potential for higher ratings upon 17 
the completion of the acquisition by Hydro One Ltd. (HOL).  Post-18 
acquisition, we will view Avista as a highly strategic subsidiary of HOL.  19 
Our assessment is based on our view that Avista will be an important 20 
member of the HOL group, highly unlikely to be sold, and integral to 21 
overall group strategy and operations.  Avista will be a significant cash flow 22 
contributor to the group, making up about 22% of consolidated EBITDA.  23 
We would also see a strong, long-term commitment of support from HOL 24 
senior management in almost all circumstances.2 25 

                                                 
2 See Ex. 901 to OR Rebuttal Testimony of Chris Lopez (S&P Global Ratings, Research 
Update:  Avista Corp. Outlook Revised to Positive from Stable on Planned Acquisition by 
Hydro One Ltd., July 19, 2017, at 2). 
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Contrary to Mr. Mullin’s position that the transaction has the potential to decrease Avista’s 1 

credit rating, S&P concludes that Avista’s highly strategic group status within Hydro One 2 

could result in an upgrade for Avista. 3 

Q. Should the Oregon Public Utility Commission (the “Commission”) be 4 

concerned by the risk of double leverage? 5 

A. No.  CUB argues that customers are paying Olympus Holding Corp. a 9.4% 6 

return on equity, and that Olympus Holding Corp. is using that return to finance debt and is 7 

retaining the difference as an additional return.3  However, it is common for utility mergers to 8 

use parent company debt to finance some portion of the transaction.  If the acquiring company 9 

(Hydro One) chooses to use additional debt at the parent level to finance the transaction, that 10 

is management’s decision to take on additional risk at the holding company.  Any additional 11 

potential risk resulting from this financing structure is borne by Hydro One’s shareholders, 12 

and the financial and ring-fencing commitments that have been proposed by Hydro One and 13 

Avista protect the utility’s customers from any adverse consequences of such leverage.  14 

Further, customers are paying Avista, not the holding company, a 9.4% return, which the 15 

Commission has determined to be a reasonable return for Avista.  This return will be earned 16 

and booked at the Avista regulated utility level.  The funds received by Olympus Holding 17 

Corp. will be limited to the amount of dividends paid to Avista’s parent company when 18 

declared by the Avista Board pursuant to its historical practice and consistent with the 19 

Revised Oregon Merger Commitments made in this proceeding, subject to the dividend 20 

restrictions contained in Revised Oregon Merger Commitment No. 35.  Based on the 21 

historical dividend payout ratio, a portion of the retained earnings will be reinvested in Avista.   22 

                                                 
3 Jenks-Gehrke, CUB Ex. 100, pages 19 (line 1) - 20 (line 4). 
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Q. In addition to Hydro One’s financial health and the credit rating agencies’ 1 

reactions to the proposed merger, are Hydro One and Avista willing to adopt revised 2 

merger commitments to address Commission Staff’s, CUB’s, and NWIGU’s concerns 3 

that this merger will weaken Avista’s access to capital?    4 

A. Yes.  5 

Revised Oregon Merger Commitment No. 23:  As shown in Revised Oregon Merger 6 

Commitment No. 23 (see Ex. 801), leverage at the parent level will not impact Avista’s 7 

ratepayers: 8 

 9 

Revised Oregon Merger Commitment No. 24:  Revised Oregon Merger Commitment 10 

No. 24 also provides that Avista’s common equity ratio must be maintained at a level no less 11 

than 44% to total Avista actual capital structure on a preceding or projected 13-month 12 

average:  13 

23. Ratemaking Cost of Debt and Equity: 

Avista will maintain separate debt and if outstanding preferred stock ratings. Avista will maintain its 
own corporate credit ratings from Moody's and at least one other nationally recognized credit rating 
agency so long as those rating agencies are in existence as well as ratings for each publicly-issued 
long-term debt and publicly-issued preferred stock (jf any) issuance 

Avista will not advocate for a higher cost of debt or equity capital as compared to what Avista's cost 
of debt or equ~y capital would have been absent Hydro One's ownership. 

For future ratemaking purposes: 

a. Determination of Avista's debt costs wil l be no higher than such costs would have been 
assuming Avista's credit ratings by at least one industry recognized rating agency, iAGhdGl inQ, 
l;iut rnit limiteGI te, S&P, or Moody's, f itGl:i er MerniAQ£t.ir,as such ratings were in effect on 
the day before the Proposed Transaction closes and applying those credit ratings to then-current 
debt, unless Avista proves that a lower credit rating is caused by circumstances or 
developments not the result of financial risks or other characteristics of the Proposed 
Transaction; 

ac-b. Avista bears the burden to prove prudent in a future general rate case any pre-payment 
premium or increased cost of debt associated with existing Avista debt retired, repaid, or 
replaced as a part of the Proposed Transaction; and 

ac-~Determination of the allowed return on equity in future general rate cases will include selection 
and use of one or more proxy group(s) of companies engaged in businesses substantially similar 
to Avista, without any limitation related to Avista's ownership structure. 
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 1 

  2 

Revised Oregon Merger Commitment No. 32:  As shown in Revised Oregon Merger 3 

Commitment No. 32, Hydro One has also committed to provide equity injections as needed to 4 

maintain the financial integrity of Avista, such that Avista maintains an investment grade 5 

credit rating: 6 

   7 

Revised Oregon Merger Commitment No. 35:  In addition, Hydro One and Avista have 8 

committed to restrictions on dividends and distributions from Avista to Olympus Equity LLC 9 

if Avista’s equity ratio falls below 44% on the date of such Avista distribution (after giving 10 

24 Avista Capita l Structure: At all times fellev:iag: th e elesifig: ef the Proi:ieseel Ti·ansaetien . 
." .. vista ·.,;ill have a Avista common equity ratio ~ must be maintained at a level no less than 44 

percent (as ealetdateel fef ffiteraakiflg: fll-lfflOScs) elieei:it te the c1,tcnt of total Avista actual 
capital sto1cture determined on a preceding or proiected thirteen month average Should Avista's 

equity component of its capital structure fall below 44 percent in violation of this condition Avista 
shall: 

a. Within 5 business days (Al notify the Commission estal:lli£1:i9£ a lower and <B\ provide an 

explanation for why Avista common equity ratio fell below 44 percent 
b Within 30 days of providing notice Avista shall provide a plan and timeline /"Compliance Plan"\ 

for .l\l<i£ta fer rntemakinQ p1,1rpe£e£restoring Avista's common equity ratio to 44 percent or 
above that: is subiect to Commission review modification rejection or approval. 

c. Subsequent to the filing of the Compliance Plan Avista shall file progress reports every 90 
calendar days detailing its efforts to restore its equity component to 44 percent or above as 
described above in addition to detailing how Avista has met each requirement in the 
Compliance Plan 

d. Avista agrees to make its officers available to appear before the Commission regarding the 
violation and/or the Compliance Plan. 

If Hydro One and Avista find it reasonably likely that Avista common equity could fall below 44 
percent or proiected thirteen month average Avista shall provide a report to Staff with its proiections 
indicating that common equity could fall below 44 percent and take the steps listed above 

If Avista's common equity component of its capital structure is at or below 46 percent on a preceding 
or proiected thirteen month average and the above steps have not been triggered Avista will 
provide quarterly projections of the common equity component of its capital structure to Staff along 
with supporting work papers. 

3 2 C.ipit.i l Structure Support: Hydro One will provide equity le support A;-i~ta ' , capital stme!tife 
that is e<lsign<lEi te alle»- iniections as needed for maintaining the financial integrity of Avista 

aoo,s, le dobt finaaoiag tllleler uasenablo mm, and en a st1s1ainablo ba,issuch that Avista 
maintains an investment-grade credit rating. 
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effect to the distribution), and requiring Avista to notify the Commission of its intention to 1 

declare a special dividend if Avista’s equity ratio falls below 46%: 2 

  3 

Q. Mr. Mullins also claims that the additional leverage at the holding 4 

company level will make Avista more risky because the higher holding company debt 5 

will limit the ability of Avista to manage variability in earnings.4  What is your 6 

response? 7 

A. I do not share Mr. Mullins’ concern with the effect of holding company 8 

leverage on the regulated utility operations of Avista.  The ring-fencing conditions agreed to 9 

by Hydro One and Avista insulate Avista from any negative effects of leverage at the holding 10 

company.  The Commission will continue to have regulatory authority over Avista and will 11 

ensure that customer rates in Oregon are not affected by the Proposed Transaction.  Any 12 

variability in Avista’s earnings will only affect Hydro One and its shareholders if it limits the 13 

                                                 
4 Mullins, NWIGU Ex. 100, pages 8 (line 3) - 9 (line 3). 

-35 Restri ctions on Upward Dividends and Distributions: 

a. # Except as noted in (bl below if either (i) Avista's corporate credit/issuer rating as determined 

by at least one imlustrynationally recognized rating agency, iAGluGi iAg, eut mit li1+1 it0GI that 

iss1Jes ratings with respect to, S&P, Meedy's, Fitel'l, er MemiAgstar Avista is investment 
grade= or (ii) the ratio of Avista's EBITDA to Avista's interest expense is greater than or equal 
to 3.0, then distributions from Avista to Olympus Equity LLC shall not be limited so long as 
Avista's equity ratio is equal to or greater than 44 percent on the date of such Avista distribution 
after giving effect to such Avista distribution, except to the extent the Commission establishes a 
lower equity ratio for ratemaking purposes. Both the EBITDA and equity ratio shall be 
calculated on the same basis that such ca lculations would be made for ratemaking purposes for 
regulated utility operations. 

b. If Avista's equity ratio is lower than 46 percent Avista must notify the Commission of its 
intention to declare a special dividend (defined as a one-time dividend that is paid in addition to 

Avista's established or expected quarterly dividend} at least 30 days before the intended date of 
s1Jch djyjdend Any s1Jch djyjdends from Avista to Olympus Eqi! ity I I C are allowed only with 
prior Commission approval. 

e-,c_ Under any other circumstances, distributions from Avista to Olympus Equity LLC are allowed 
only with prior Commission approval. 
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ability of Avista to pay dividends to Hydro One.  There will be no effect on regulated utility 1 

operations in Oregon as a result of debt used to finance the acquisition.   2 

Q. Does Hydro One agree with CUB’s statement that this transaction will 3 

result in a debt heavy financial structure, i.e., that Avista will be owned by a debt 4 

encumbered holding company and that this will create significant risk to Avista’s 5 

customers?  6 

A. No, for a few reasons.  First, as stated above, the convertible debentures issued 7 

by Hydro One should be viewed as equity because they will be converted to equity at the time 8 

of closing.  Second, Hydro One disagrees with CUB’s statement that Olympus Holding Corp. 9 

will be encumbered with debt.  CanSub will finance Olympus Holding Corp. through a 10 

combination of debt and equity.  At the Olympus Holding Corp. level, equity will comprise 11 

more than half of the capital structure. Third, Avista will be protected by the robust ring-12 

fencing provisions that are described in greater detail below. 13 

Q. Does Hydro One agree with CUB’s suggestion that due to leverage, the 14 

transaction would cause Avista’s customers to lose a primary benefit of equity?5    15 

A.  No, the transaction would not change the rate-making capital structure of 16 

Avista’s regulated utility operations.  Avista’s customers would realize the same benefits from 17 

equity at the Avista level that they have always had. That is because the financing for this 18 

transaction will be above Avista, at the Hydro One and the Olympus Holding Corp. levels.  19 

No debt will be added to Avista as a result of the transaction.  The borrowings for the 20 

acquisition will be incurred at the shareholder level, above Avista and above Avista’s 21 

immediate parent, Olympus Equity LLC.  Dividend payments are made at the discretion of 22 

                                                 
5 Jenks-Gehrke, CUB Ex. 100, pages 19 (line 7) - 20 (line 4). 
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the Avista board and are subject to the restrictions on dividends set forth in Revised Oregon 1 

Merger Commitment No. 35, quoted above.  Avista has generated sufficient cash flow to fund 2 

quarterly dividends for the last 29 years.  We expect sufficient cash flows to continue to be 3 

generated by Avista.  If there are insufficient funds to service the acquisition-related debt, it is 4 

Olympus Holding Corp.’s, and ultimately Hydro One’s, responsibility to ensure that debt 5 

payments are made.  Since the debt ratio at the Avista level is unchanged by the transaction, 6 

there is no change to the ability of equity to act as a shock absorber, and customers are not 7 

losing a primary benefit of equity.   8 

Q. Do you agree with Mr. Mullins’ assessment that the acquisition premium 9 

that will be paid to Avista shareholders is excessive?6   10 

A. No.  The acquisition premium that Hydro One will pay to Avista’s 11 

shareholders simply reflects the fact that Avista is more valuable to Hydro One as a single 12 

strategic investor than it is to Avista’s current multitude of shareholders.  The investment 13 

advisors for both Hydro One and Avista have determined that the purchase price is fair, from 14 

a financial point of view, and the boards of both companies as well as Avista’s shareholders 15 

have approved the Proposed Transaction.  16 

Further, the premium paid by Hydro One for Avista is in line with the market.  Staff 17 

witness Muldoon agrees that the 24% premium paid by Hydro One for Avista is generally 18 

consistent with past mergers, such as Scottish Power’s acquisition of PacifiCorp.7   19 

Q. Do you agree with Mr. Mullins’ speculation that Hydro One and Avista 20 

could be incentivized to deploy new capital within Avista to improve returns and to 21 

recover the premium paid to Avista shareholders as part of the merger?8   22 
                                                 
6 Mullins, NWIGU Ex. 100, pages 4 (line 7) - 7 (line 10). 
7 Muldoon, Commission Staff Ex. 200, page 3 (lines 8 -18). 
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A. No.  NWIGU witness Mullins argues that because the acquisition premium 1 

paid by Hydro One is 40% higher than the book value of the Avista assets that are being 2 

acquired, the only way for Hydro One to improve the effective returns it realizes through its 3 

investment is by deploying new capital within the utility.  Mr. Mullins asserts that these 4 

aggressive capital programs often have the effect of increasing customer rates, particularly for 5 

small utilities such as Avista, which has been experiencing little to no load growth.9 6 

Mr. Mullins is incorrect for two reasons.  First, Hydro One will not “recover” the 7 

acquisition premium.  Under Revised Oregon Merger Commitment No. 16, the acquisition 8 

premium or “goodwill” associated with the merger are transaction costs that are not 9 

recoverable from ratepayers:   10 

 11 

 12 

                                                                                                                                                         
8 Mullins, NWIGU Ex. 100, pages 4 (line 7) - 7 (line 10). 
9 Mullins, NWIGU Ex. 100, pages 7 (lines 12-21) - 8 (lines 1-2). 

16. Treatment of Net Cost Savings and Transaction Costs: Any net cost savings that Avista may 
achieve as a result of the Proposed Transaction will be reflected in subsequent rate proceedings, as 
such savings materialize. To the exten1 the savings are reflected in base retail rates they will offset 
the Rate Credit to customers, up to the offseta ble portion of the Rate Credit. 

Avista will not and Hydro One agrees that Avista will not seek recoveN in Avista rates of 11 l anv 
acquisition premium or "goodwill" associated with the Merger· or (2\ any transaction costs incurred in 
connection with the Merger The categories of transaction costs incurred in connection with 
consummation of the Merger that will not be recovered from utility customers are: (1) consultant. 
investment banker legal and regulatolV support fees (2) change in control or retention payments 
exec11tive severance payments and the acce:lerated portion of s11pplemeotal exec11tive retirement 
plan payments (3) costs associated with the shareholder meetings and a proxy statement related to 
the Merger approval by Avista shareholders and 14\ costs associated with the imposition of 
conditions or approval of settlement terms in other state iurisdictions. 

Avista will file and Hydro One agrees Avista will file a Report of Action with in one hundred and 
twenty 112m days after dosing of the Merger The Report of Action will contain 11} the dosing date 
of the Merger· (2) the actual total sale price· and (3) the actual accounting entries records in Hydro 
One's and Avista's books to reflect the Merger The Merger-related accounting entries io Hydro 
One's and Avista's books will include: all Transaction Cost accounting entries for Hydro One and 
Avista· all Merger-related fair value goodwill and/or acquisition premium accounting entries for 
Hydro One and Avista: all Merger-related tax accounting entries for Hydro One and Avista· all 
Merner-related debt-equity financing accounting entries for Hydro One and Avista· and all set-up cost 
acco1mtiog entries for Hvdm One and Avista 
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 1 

The purchase price is paid by Hydro One to Avista’s existing shareholders at closing, and the 2 

acquisition premium is absorbed by the shareholders of Hydro One.   3 

Second, after the merger closes, the Commission will continue to have authority over 4 

Avista’s rates, including the amount included in rate base, the authorized return on equity for 5 

Avista, and the prudence of capital investments made by Avista.   Thus, there is no economic 6 

incentive for Hydro One aggressively to invest in capital projects at Avista if Avista will not 7 

be allowed to recover those costs in customer rates.  As noted previously, Hydro One has 8 

indicated that the primary reason for the transaction is to achieve geographic, regulatory, and 9 

rate base diversification.  10 

Q. Will Hydro One and Avista respond to Mr. Muldoon’s recommendation 11 

that Revised Oregon Merger Commitment No. 16 should be strengthened to ensure that 12 

the merger premium and all merger-related costs will not be recovered from Avista 13 

ratepayers?10   14 

A.     As quoted in my previous answer, Revised Oregon Merger Commitment 15 

No. 16 provides additional clarifications and details regarding the costs that are not 16 

recoverable from Avista ratepayers and the requirement that Avista track merger-related 17 

                                                 
10 Muldoon, Commission Staff Ex. 200, page 9 (lines 10-15). 

Avista will track and account for Merger-rel:ated savings and transition costs to enable those 
savings in its next two base rate cases in which the test year in question includes transition costs 
Avista will amortize the transition costs over five years will not seek recovery in rate proceedings 
over those five years of any amortized transition costs or corporate costs allocated from Hydro One 
to Avista in excess of Merger-related savings 'Transition costs" as used in this commitment are 
incremental non-recurring costs to facilitate the integration of the companies. "Merger-related 
savings" as used in this commitment refers to the tangible financial benefits achieved as a result of 
the Merger for the five years after Merger Close that would not have been possible if the individual 
companies were to continue to operate separately 

Taxes and assessments paid by Avista to the federal government to states and to politica l 
subdivisions thereof shall be no greater than th ey would be had Avista not been acquired by Hydro 
One based on consistent methodologies befoc,e and after the transaction 
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savings and transaction costs.  With those modifications, Hydro One believes we have 1 

addressed Commission Staff’s concerns in this area. 2 

Q. Will Hydro One and Avista make Revised Oregon Merger Commitment 3 

No. 16 binding on Hydro One as well as Avista?     4 

A. Revised Oregon Merger Commitment No. 16 quoted above speaks to whether 5 

transaction and transition costs may be recovered by Avista through rates.  Hydro One and 6 

Avista have made clear, however, in Revised Oregon Commitment No. 16 that Hydro One 7 

agrees that transaction and transition costs will not be recovered through Avista’s rates.   8 

III. AVISTA’S ACCESS TO CAPITAL  9 

Q. Please summarize Commission Witness Muldoon’s testimony regarding 10 

whether the transaction will improve Avista’s access to capital as compared with 11 

Avista’s ability to raise capital as a stand-alone entity. 12 

A.   Staff witness Muldoon recognizes that “the Company could benefit from being 13 

part of a larger organization that is focused on making each aspect of Avista’s financing 14 

stronger.”11  However, he expresses concern that Avista’s access to capital will be limited 15 

because the Company will no longer be listed on the New York Stock Exchange (NYSE).12  16 

In addition, he observes that post-merger Avista will be dependent on Hydro One for equity 17 

support, and that Hydro One is to a rather large degree dependent on Ontario’s leadership, 18 

regulators, and citizens understanding that investing and spending are divergent activities.13 19 

Q. How will having Hydro One as a parent affect Avista’s access to capital? 20 

A. By being part of a larger, financially strong holding company, Avista’s access 21 

                                                 
11 Muldoon, Commission Staff Ex. 200, page 27 (lines 14-18). 
12 Id., pages 10 (lines 14-21) - 11 (lines 1-2). 
13 Id., page 20 (lines 5-14). 
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to capital will improve.  Avista is a relatively small utility holding company as compared with 1 

other utility holding companies in the U.S.  As shown in Morris’ testimony,14 Bank of 2 

America Merrill Lynch determined that at the time the Hydro One acquisition was announced 3 

in July 2017, Avista’s market capitalization of $2.7 billion was smaller than all but four 4 

publicly-traded U.S. electric utilities covered by Value Line.  Post-merger, the combined 5 

Hydro One/Avista company would have a market capitalization of approximately $13 billion, 6 

placing the new combined company near the middle of U.S. electric utilities by market 7 

capitalization.  8 

Being part of the larger Hydro One organization will provide Avista with increased 9 

scale that will enhance its ability to compete for capital with larger utility holding companies 10 

in the U.S.  Hydro One has deep and broad banking relationships.  Hydro One’s 2018 11 

financing plans total roughly C$2.6 billion, while Avista is forecasting the issuance of long-12 

term debt of approximately $900 million for the period 2017 through 2021. Banks 13 

aggressively pursue Hydro One’s business.  Once Avista is part of Hydro One, it too will 14 

realize the benefits of Hydro One’s strong financial relationships.   Many small and medium 15 

size utility companies, such as Avista, are finding that mergers that allow them to increase 16 

their size and financial strength are important in order to allow them continued access to 17 

capital markets on reasonable terms to finance the ongoing capital needs associated with 18 

serving their customers. 19 

Q. Could the transaction have a negative impact on Avista’s access to and/or 20 

cost of capital, as Mr. Muldoon has suggested? 21 

A. No.  The Applicants’ Revised Oregon Merger Commitments ensure that, at a 22 

                                                 
14 Morris, Avista Ex. 101, page 1. 
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minimum, Avista will have access to capital on terms at least as favorable as it would have 1 

absent the Proposed Transaction.  First, through Revised Oregon Merger Commitment No. 23 2 

quoted above, we have committed that the transaction will not increase Avista’s cost of debt 3 

or equity. 4 

Second, through Revised Oregon Merger Commitment No. 32 quoted above, we have 5 

committed to maintaining an investment grade credit rating for Avista.       6 

Q. Mr. Muldoon contends that the Province of Ontario’s right to buy stock to 7 

maintain its 40% ownership and the restriction on any other single shareholder owning 8 

more than 10% of Hydro One’s outstanding shares increases Hydro One’s cost of 9 

capital in comparison with other IOUs.15  Do you agree?  10 

A. No.  Mr. Muldoon incorrectly asserts that the Province’s preemptive right to 11 

buy stock (which he improperly describes as a right of first refusal) and the 10% restriction on 12 

outstanding shares somehow would “reduce the parent’s available cash to support subsidiary 13 

infusions of liquidity in support of subsidiary operations and credit ratings.”16  He further 14 

asserts that, “It could also make it harder for Hydro One to rely as heavily on common equity 15 

to fund future M&A, putting more pressure on Hydro One to issue debt, which weighs on 16 

Hydro One’s and Avista’s credit ratings if not adequately ring-fenced.”17  This speculation is 17 

unfounded and unsupported by evidence.  First, the proposed ring-fencing is robust (see 18 

Revised Oregon Merger Commitments) and will wholly protect Avista and its customers for 19 

the reasons discussed in Section VII below.  In addition, the preemptive right of the Province 20 

to purchase up to 45% of certain issuances under Article 6 of the Governance Agreement (see 21 

                                                 
15 Muldoon, Commission Staff Ex. 200, pages 58 (line 15) - 59 (line 9). 
16 Id., page 59 (lines 4-6). 
17 Id., page 59 (lines 6-9). 
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OR Rebuttal Testimony of M. Schmidt, Ex. 803 (hereinafter “Governance Agreement”) 1 

affects only who will buy what portion of shares that are issued, not whether the shares will be 2 

issued. Hydro One’s success in issuing the convertible debentures to provide equity for the 3 

acquisition of Avista demonstrates that Hydro One has ready access to capital.    4 

Q. Do you agree with the speculation in Mr. Mullins testimony18 that 5 

approval from the Province of Ontario would be required for Avista to obtain the 6 

necessary capital infusion from Hydro One?   7 

A. No.  Under the Governance Agreement, the Province of Ontario has no role in 8 

such decisions.  As Mr. Schmidt explains in his rebuttal testimony (Exhibit 800), the Province 9 

of Ontario has no oversight role with respect to Hydro One. Hydro One manages its utility 10 

business, not the Province of Ontario.  That was true when Hydro One was provincially 11 

owned, and it is even more true today when more than 50% of Hydro One’s common shares 12 

are owned by private investors.  Avista will not require provincial approval to obtain capital 13 

once the acquisition closes.  Rather, as a wholly-owned subsidiary of Hydro One, Avista will 14 

manage its capital requirements through equity infusions from Hydro One, and will pass 15 

dividends up to Hydro One.  Finally, and importantly, Hydro One has a strong incentive to 16 

maintain Avista as a financially-strong, well-managed utility. 17 

IV. HYDRO ONE’S ACCESS TO CAPITAL AND FINANCIAL HEALTH 18 

Q. Does the fact that Hydro One is only listed on the Toronto Stock Exchange 19 

limit its access to capital compared with other investor-owned utilities that are listed on 20 

the NYSE?19   21 

A. No.  Hydro One has ample access to capital in both the United States and 22 
                                                 
18 Mullins, NWIGU Ex. 100, page 3 (line 21) - 4 (line 4). 
19 Muldoon, Commission Staff Ex. 200, page 4 (lines 15-20). 
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Canada. The Toronto Stock Exchange (TSX) is a major exchange, and Hydro One through 1 

Hydro One Inc. has a proven track record of being able successfully to access the Canadian 2 

debt capital markets without needing to issue secured debt.  In addition, Hydro One Inc. has 3 

debt listed on the NYSE. Hydro One Inc. currently files a quarterly Form 6-K and an annual 4 

Form 40-F.  It should be noted that a listing on the NYSE serves to access retail and smaller 5 

accounts, but major pools of equity capital are readily available through “Rule 144A” 6 

offerings. (A Rule 144A equity offering is an unregistered offer and sale of equity securities 7 

issued by a U.S. or foreign company, the equity securities of which are neither listed on a U.S. 8 

securities exchange nor quoted on a U.S. automated inter-dealer quotation system.)  Hydro 9 

One has already demonstrated that it has ready access to capital on reasonable terms for 10 

purposes of supporting Avista.  Hydro One has excellent access to capital, having successfully 11 

issued over C$6.5B in common shares from October 2015 to May 2017. Hydro One’s 12 

convertible debentures, which were offered in correlation with the announcement of the 13 

acquisition of Avista for C$1.54B, were oversubscribed - demonstrating that Hydro One 14 

could have easily acquired substantial additional funds on reasonable terms. Moreover, Avista 15 

is currently one of the smallest investor-owned utilities remaining in North America, and as a 16 

result of the transaction, will be a top 20 utility, thereby providing even greater access to 17 

capital.   18 

Q. Please explain how these convertible debentures work.  19 

A.  In essence, a convertible debenture is debt that will be converted into equity 20 

when it is needed.  Hydro One, through a subsidiary, issued the convertible debentures last 21 

summer in order to ensure that Hydro One would have the equity it needed to complete the 22 

transaction in 2018.  At the time of closing, these debentures will be converted from debt to 23 
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equity.  If, for some reason, the transaction is not consummated, we can simply repay the 1 

debt.  It is not financially prudent for the acquiring company to carry equity on its balance 2 

sheet pending closing of the acquisition because to do so would be dilutive and expensive.  A 3 

more prudent approach is to issue an instrument such as convertible debentures before closing 4 

that will convert to equity at closing.  Convertible debentures are a common way to finance 5 

mergers and acquisitions that involve waiting for regulatory approvals.   6 

Q. Are there additional indicators of Hydro One’s sound financial health and 7 

access to capital? 8 

A. Yes, there are many.  First of all, Hydro One Ltd. and Hydro One Inc. have 9 

very strong investment grade credit ratings -- even higher than Avista’s.  Hydro One Inc. has 10 

an “A” long-term credit rating from S&P, an A3 rating on senior unsecured debt from 11 

Moody’s, and an A (high) rating from DBRS. Hydro One Ltd. has an “A” long-term credit 12 

rating from S&P.  Strong investment grade credit ratings, such as those maintained by Hydro 13 

One Inc., indicate that the company has access to capital on reasonable terms and conditions 14 

and adequate liquidity to pay dividends and fund capital expenditures primarily with internal 15 

cash flows.   16 

Q. How will incremental costs of currency exchange, volatility of foreign 17 

exchange rates and spreads, and further incremental costs of hedging to smooth cash 18 

flows be managed by Hydro One to ensure that none of these financial risks impacts 19 

Avista’s customers?20   20 

A.  There is no linkage between exchange rates and our ownership structure, and 21 

any suggestion to the contrary is unfounded speculation.  The bulk of the Avista acquisition 22 

                                                 
20 Muldoon, Commission Staff Ex. 100, page 26 (lines 4-13). 
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will be financed through the issuance of long-term debt denominated in U.S. dollars, which 1 

will act as a natural hedge.  Hydro One recognizes that costs may be incurred to hedge its 2 

exposure to foreign currency transactions.  The market rate bid-ask spread is indicative of the 3 

economic cost of converting funds between currencies.  No foreign-exchange related costs 4 

will be allocated to Avista’s customers. 5 

Q. Is Hydro One willing to pursue listing on the NYSE? 6 

A. Not at this time. Listing on the NYSE would not serve a purpose at this time, 7 

and it is not needed for access to capital for reasons stated above. Furthermore, pursuing a 8 

listing on the NYSE would not provide any additional protections or benefits to Avista 9 

ratepayers.  As noted above, Hydro One has ready and ample access to capital and is in strong 10 

financial health.  11 

Q. Commission witness Muldoon contends that Avista’s access to capital 12 

markets is diminished if Avista is de-listed from the NYSE and Hydro One is only listed 13 

on the Toronto Stock Exchange.21  Do you agree? 14 

A. No.   As discussed previously in my Rebuttal Testimony, Avista is small 15 

relative to other utility holding companies in the U.S.  The acquisition by Hydro One joins 16 

Avista with a financially-stronger parent holding company and provides Avista with enhanced 17 

scale and scope when it needs to compete for capital with other electric and gas utilities.  The 18 

proposed transaction improves Avista’s financial strength and access to capital markets as 19 

compared to the status quo (i.e., Avista as a stand-alone entity). 20 

Q. Are Hydro One’s credit ratings impacted negatively by the Fair Hydro 21 

                                                 
21 Muldoon, Commission Staff Ex. 200, pages 10 (lines 14-21) - 13 (lines 1-2). 
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Plan?22   1 

A. No.  The Fair Hydro Plan has no financial impact on Hydro One. The plan is 2 

fully funded by the Province and charges related to the plan are collected by the local 3 

distribution companies (“LDCs”).  4 

Q. Commission Staff contend that Hydro One faces significant environmental 5 

liabilities that could impact Avista’s environmental strategies and compliance.  Is this 6 

true, and how will Hydro One ensure that its long-term financial health is not impacted 7 

by these environmental liabilities?23  8 

A. The environmental liability costs that Hydro One will have to bear are well 9 

understood and are already included in multi-year financial and investment planning.  This is 10 

a business-as-usual process for Hydro One. The process by which Hydro One prioritizes 11 

investment includes three criteria:  (1) Safety, (2) Reliability, and (3) Environmental Risk.  12 

Regulatory compliance is considered a “mandatory” funding trigger, and programs relating to 13 

compliance are understood as a required cost of the business and approved for funding.  14 

Further, Hydro One’s combined Health, Safety, and Environmental Management System 15 

(“HSEMS”) includes a risk assessment component to identify and to prioritize corporate risks 16 

relating to environmental aspects of our operations.  This allows us to focus on the most 17 

relevant environmental risks.   18 

Internal audit activities also investigate environmental processes to ensure risk is 19 

appropriately managed and are integrated with the HSEMS and Enterprise Risk Management 20 

through internal meetings and collaboration.  Hydro One re-evaluates and reports on liabilities 21 

associated with environmental matters annually, including remaining costs associated with the 22 
                                                 
22 Muldoon, Commission Staff Ex. 200, pages 24 (line 4) - 26 (line 19). 
23 Muldoon, Commission Staff Ex. 100, page 29 (lines 10-19). 
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Polychlorinated Biphenyl (PCB) and Land Assessment and Remediation (LAR) program.   1 

Hydro One is committed to the safety and protection of the environment in Ontario, 2 

and will extend this commitment and associated approaches to environmental risk 3 

management, to the U.S.   Hydro One has provided evidence supporting our focus on 4 

compliance with environmental legislation in Canada and Ontario.  There is no evidence to 5 

suggest that Hydro One would influence Avista negatively with respect to meeting their 6 

environmental compliance obligations.  As stated, regulatory compliance is a mandatory 7 

funding trigger in Hydro One’s investment prioritization. Further, Avista will retain the 8 

authority to manage and to control Avista’s operations, including compliance with 9 

environmental laws and regulations.  Hydro One will not negatively impact Avista in this 10 

regard. 11 

Q. Does Hydro One agree with Commission Staff’s concerns regarding 12 

Hydro One’s revolving credit facility?24 13 

A. No, as Hydro One noted in response to Commission Staff DR 193(H1), the 14 

credit rating agencies have reviewed Hydro One’s existing credit agreements and have 15 

expressed the view that Hydro One has adequate liquidity.  Credit rating agencies have not 16 

expressed any concerns regarding diversity of geographic and institutional bank participation 17 

similar to Commission Staff’s perception of concentration risk.     18 

Q. Does Hydro One share Commission Staff’s concerns regarding the 19 

language in Hydro One’s credit facility?25 20 

A. No.  Prior to execution, the credit facilities that Hydro One enters into are 21 

reviewed by external and internal legal counsel.  Credit rating agencies have also reviewed 22 
                                                 
24 Muldoon, Commission Staff Ex. 202, page 19 (lines 9-19). 
25 Muldoon, Commission Staff Ex. 202, page 19 (lines 9-21) - 20 (lines 1-12). 
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Hydro One’s credit agreements and have not expressed any concerns regarding the language 1 

in those agreements, which, as Hydro One has stated, is customary in Canada.  Hydro One has 2 

never paid fees other than legal, commitments, and standby fees.   3 

Q. Commission Staff states that Avista has the ability to ride out a financial 4 

storm like the 2008-2009 market disruption that took down Lehman Brothers and 5 

control costs with likely no negative impacts to its credit ratings.  Does Hydro One have 6 

any comments on this statement? 7 

A. Hydro One Inc. was not materially impacted by the global financial crisis that 8 

began in 2008.  The company continued to issue commercial paper and was the first to issue 9 

long-term debt in the Canadian capital markets after Lehman Brothers declared bankruptcy in 10 

2008.  While strong individually, Hydro One and Avista will be stronger together.  11 

Q. What is the driver of S&P’s negative outlook on Hydro One referenced in 12 

Commission Staff’s testimony26 at? 13 

A. In their July 19, 2017 Research Update, S&P’s cites a slight erosion in Hydro 14 

One’s business risk profile and credit metrics.  This slight erosion in Hydro One’s credit 15 

metrics and financial risk drive the negative outlook. S&P’s states that: “The negative outlook 16 

on Hydro One Limited reflects our view that the Avista acquisition signals a shift in Hydro 17 

One Limited's business strategy, which will align the company with its global peers removing 18 

the historical rationale for a one-notch rating uplift.” 19 

V. HYDRO ONE’S PLANS AND BUDGETS 20 

Q. Is Hydro One willing to disclose its 10-year plan and corporate budget to 21 

                                                 
26 Muldoon, Commission Staff Ex. 200, page 23 (lines 4-5). 
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Commission Staff as requested in Mr. Muldoon’s testimony?27  1 

A. Hydro One will provide to the Commission the following planning and 2 

budgeting documents, which Hydro One also provides to the Ontario Energy Board.   3 

• Exhibit No. 902: Hydro One’s Consolidated Business Plan 2018-2023 4 

• Exhibit No. 903: Presentation of Hydro One’s Consolidated Business Plan 2018-5 
2023 6 

VI. TAXES   7 

Q. Commission Staff and CUB raise a concern in their reply testimony that 8 

Hydro One and Avista have not explained how tax benefits and burdens above Avista in 9 

the Hydro One corporate structure will be reflected in Avista’s rates.28  How will Hydro 10 

One ensure that the appropriate amount of taxes would be reflected in Avista’s rates 11 

post-merger? 12 

A. The calculation of taxes for regulatory purposes will not change as a result of 13 

the acquisition.  Avista will continue to operate on a stand-alone basis, and therefore, no 14 

changes will be made to the allocation of taxes to Oregon gas customers related to any Hydro 15 

One operations post-merger.  Hydro One will not allocate taxes payable by any Canadian 16 

entity, including foreign taxes, to Avista post-merger. 17 

The acquisition will be financed partly through debt, which will result in interest 18 

expense and additional tax deductions at Olympus Holding Corp.  These costs and tax effects 19 

are not being incurred by Avista, are not being charged to customers, and that is and should be 20 

equally true for the expense itself and the tax effects of that expense. To protect Oregon 21 

ratepayers, Hydro One, as well as Olympus Holding Corp., as the U.S. parent company, have 22 

                                                 
27 Muldoon, Commission Staff Ex. 202, page 1 (lines 20-24). 
28 Muldoon, Commission Staff Ex. 100, page 28 (lines 10-19); see also Jenks-Gehrke, CUB 
Ex. 100, unredacted page 22 (lines 19-22) - page 23 (1-5). 
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committed to “ring-fence” Avista’s financial position and to insulate Avista’s customer from 1 

any adverse financial impacts from the acquisition.   The imputation of the tax benefit from 2 

the holding parent company to the Avista ratepayers would disregard and violate the basic 3 

ring-fencing principles.  4 

The additional interest expense incurred by Hydro One to finance the transaction is 5 

excluded from rates.  Therefore, it follows that any tax benefits arising from the interest 6 

should likewise be excluded from Avista’s rates post-merger.  To do otherwise would violate 7 

the matching principle of utility regulation, and completely misalign ratemaking “benefits” 8 

and “burdens.”  9 

Q. What is the basis by which the taxes in Avista’s rates will be calculated to 10 

ensure customer protections from subsidizing Hydro One’s, or its affiliates’, tax expense 11 

post-merger?29  12 

A. Olympus Holding Corp. will file a consolidated tax return.  However, for rate 13 

filing purposes, consistent with Oregon statues and regulations, Avista’s taxes will be 14 

calculated on a stand-alone basis, reflecting only its regulated operations, as it currently is, 15 

and the rates of Oregon ratepayers will be unaffected by the merger.  The calculation of 16 

Avista’s tax expense for regulatory purposes will remain the same post–merger, which 17 

ensures Oregon customers are protected and are not subsidizing any other operations of Hydro 18 

One and its affiliates.  Tax expense is and will be calculated based on Avista’s taxable income 19 

as derived through the ratemaking process.  In accordance with ratemaking practices, the 20 

Commission will be able to review and to approve the tax expense included in rates.  Tax 21 

expense charged to Avista’s Oregon utility operations will, and should, include expected and 22 
                                                 
29 Muldoon, Commission Staff Ex. 100, page 28 (lines 10-19); see also, Gardner, Commission 
Staff Ex. 300, page 4 (lines 11-18). 
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deferred taxes relating to the provision of regulated utility service to Oregon gas customers.  1 

Further, the merger itself is an activity at the shareholder level and does not affect Avista as a 2 

regulated utility company.  Therefore, the approval of the merger is not expected to impact the 3 

utility operations post-closing and tax expenses to Avista’s regulated operations in Oregon.   4 

The tax benefit associated with the interest deduction is compensation for the 5 

additional leverage incurred by Hydro One in connection with the acquisition.  The funding of 6 

this interest payment is the responsibility of the shareholder and, therefore, the tax benefits 7 

should accrue to the shareholder.  Excluding these parent company tax effects from rates is 8 

not a subsidy; on the contrary, including it in rates would create a subsidy. 9 

Olympus Holding Corp. will not increase the cost of borrowing for Oregon customers, 10 

will not represent debt for which ratepayers are responsible, and will not affect customers’ 11 

rates.  Therefore, any imputation of the tax benefit from the interest expense associated with 12 

debt would create a direct subsidy for customers at the cost of the shareholder.  It would be 13 

tantamount to an involuntary rate credit. 14 

Q. Ms. Gardner testified that the merger commitments do not provide 15 

“assurance that the appropriate amount of taxes would be included in rates post-16 

merger” or “speak to customer protections from subsidizing Hydro One’s, or its 17 

affiliates’, tax expense post-merger.”30  Is Hydro One willing to clarify in the  18 

commitments that it will not recover Hydro One’s or its affiliates’ tax expenses in 19 

Avista’s rates post-merger?   20 

A. Yes. The last paragraph in Revised Oregon Merger Commitment No. 16 makes 21 

clear that Hydro One will never recover its or its affiliates’ tax expenses through Avista’s 22 

                                                 
30 Gardner, Commission Staff Ex. 300, page 4 (lines 11-18). 
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rates post-merger: 1 

 2 

It should be noted that Hydro One never had this intention, but is more than willing to provide 3 

this as a commitment.   4 

Q. Does Hydro One agree with NWIGU witness Mullins that “the cost[s] of 5 

preparing the tax returns and annual filings for the five newly created entities will be 6 

material, in relation to the level of cost savings”31 at Avista? 7 

A. No.  As discussed above, the newly created entities that will form the corporate 8 

parent structure between Avista and Hydro One will conduct limited business activities.  They 9 

will file a consolidated tax return, and the costs of including these entities in one tax return 10 

will be negligible, if any.   11 

Q. Should the Commission be concerned by CUB’s discussion of so-called 12 

“phantom taxes”?32    13 

A. No.  The “phantom tax” terminology is misleading and suggests that the taxes 14 

are not real.  That is incorrect.    15 

Contrary to the example provided by Mssrs. Jenks-Gehrke in their testimony regarding 16 

Enron filing its taxes on a consolidated basis, the interest deduction on the filing of 17 

consolidated tax returns of Olympus Holding Corp. will represent the actual interest costs on 18 

borrowed funds by Olympus Holding Corp. to finance its acquisition of Avista.  We believe 19 

Avista should continue to pay taxes under the ratemaking principle that the operating utility 20 

must be viewed on a stand-alone basis.  It would be improper for a commission selectively to 21 
                                                 
31  Mullins, NWIGU Ex. 100, page 14 (lines 13-15). 
32 Jenks-Gehrke, CUB Ex. 100, pages 21 (line 4) - 22 (line 17). 

Taxes and assessments paid by Avista to the federal government to states and to poJitjcaJ 
subdivisions thereof shall be no greater than they would be had Avista not been acquired by Hydro 
One based on consistent methodologies before and after the transaction 
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impute some benefits but no costs from the holding company down to the operating utility. 1 

Conversely, a consolidated tax adjustment can also raise rates, rather than reduce rates for 2 

customers, if the utility ever goes into a tax loss position.  Unfortunately, that kind of 3 

adjustment would come at the worst possible time, when the utility and its customers were 4 

already facing a financial challenge.   5 

The imputation of benefits practice effectively incorporates selected jurisdictional 6 

activities into the utility’s rates in an attempt to transfer tax impacts from one member of the 7 

consolidated tax paying group to another.  It is really no different than one taxpayer seeking to 8 

tap into another taxpayer’s mortgage deduction for a home, while refusing to incur any cost 9 

for the mortgage payments themselves.  It is both inequitable and inappropriate.  10 

VII. RING-FENCING COMMITMENTS 11 

Q. Commission Staff and other intervenors are concerned that the ring-12 

fencing commitments in the Application are not strong enough and do not sufficiently 13 

interlock to ensure Avista will not suffer from negative financial events at Hydro One or 14 

any of its other subsidiaries.  How will Hydro One and Avista address these concerns?33  15 

A. While we believe that our original suite of ring-fencing commitments is quite 16 

robust and reflective of current market conditions, we are proposing a number of clarifications 17 

and revisions to address these concerns.  18 

Q. Are Hydro One and Avista willing to include a “Golden Share” 19 

commitment?34  20 

A. Yes.  The original merger Commitment No. 40 in Appendix 8 to the 21 

                                                 
33 Muldoon, Commission Staff Ex. 200, page 5 (lines 4-11); see also, Mullins, NWIGU Ex. 
100, page 2 (lines 3-5). 
34 Muldoon, Commission Staff Ex. 200, page 5 (lines 4-11). 
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Application already required the vote of an independent director on Avista’s post-merger 1 

board to include Avista in voluntary bankruptcy proceedings.  While Hydro One and Avista 2 

believe this commitment, in combination with the other proposed ring-fencing commitments, 3 

is sufficient to protect Avista from being included in a voluntary bankruptcy proceeding 4 

involving corporate entities above Avista, Hydro One and Avista are also willing to adopt a 5 

Golden Share commitment which is Revised Oregon Merger Commitment No. 40: 6 

   7 

Q. Are Hydro One and Avista willing to adopt a commitment that ensures 8 

that the independent members of Avista’s post-merger Board of Directors are 9 

independent of Avista and Hydro One?35   10 

A.  Yes, Revised Oregon Merger Commitment No. 39 (original Commitment No. 11 

40) has been revised to clarify that three of the nine members of the board of directors of 12 

Avista post-merger will meet the standards for “independent directors” under the 13 

requirements of the NYSE: 14 

                                                 
35 Muldoon, Commission Staff Ex. 200, page 5 (lines 4-11). 

40 Golden Share Io enter into vohmtary banknmtcy shall further rea1Jire the affirmative vote of a 
"Golden Share" of Avista stock. The Golden Share shall mean the sole ($1 Par) share of Preferred 
Stock of Avista as authorized by the Commission. This share of Preferred Stock must be in the 
custody of an independent th ird-party where the third-party has no financial stake affiliation 
relationship interest or tie to Avista or any of its affiliates or any lender to Avista or any of its 
affiliates This rea 1Jirement does not preclude the th ird-party from holding an index fllnd or mut1Jal 
fund with neglig ible interests in Avista or any of its affiliates. In matters of voluntary bankruptcy this 
share will override all other outstanding shares of all types or classes of stock 
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 1 

Q. Is a non-consolidation opinion of any value in determining whether the 2 

ring-fencing commitments are sufficient to protect Avista from a bankruptcy further up 3 

the corporate chain?36   4 

A.  Yes.  The non-consolidation opinion provided in Revised Oregon Merger 5 

Commitment No. 41 is the strongest possible demonstration of protection against upstream 6 

bankruptcy, absent an actual bankruptcy. Public utility commissions generally require and 7 

accept non-consolidation opinions for that reason.   8 

VIII. PROPOSED CORPORATE STRUCTURE AND TRANSACTION FINANCING 9 

Q. Please explain the purpose of all of the corporate entities between Avista 10 

and Hydro One Limited.37   11 

A. Olympus Equity LLC provides ring-fencing support because it is a debt-free 12 

special purpose entity immediately above Avista Corporation.  Olympus 1 LLC and Olympus 13 
                                                 
36 Mullins, NWIGU Ex. 100, page 21 (lines 3-17). 
37 Muldoon, Commission Staff Ex. 200, page 5 (lines 4-11); see also, Muldoon, Commission 
Staff Ex. 200, pages 38 (line 25) - 39 (line 3) and Muldoon Commission Staff Ex. 200, page 
3. 

,39. Independent Directors: At least -three (3) of the nine members of the board of directors of 
Avista will ee-atHTieet the standards for "independent eliseefer whe is net a 1ftemeer. steekheleler, 

din~eter (~?reept as an ffid~f>eHd~Ht din~eter ef Avir;ta er Oly¾Hf.l~&s EE)~lity LLC). effie~r. er 
e1Hpleyee ef H yclre Ose er its affiliates.directors" under section 303A.02 of the New York Stock 
Exchange Listed Company Manual (the "Independent Directors"}. At least one of the members of the 
board of directors of Olympus Equity LLC will ee iui inelepeaelent elireeter whe is net a Hie1neer, 

steeldtoleler, Elit'eetor (exeet3t ftS Afl inelepcndent 8ireetef of Olyai-pus Et=tttity LLC er .'\•vista), 
effieer. er e1nf.>leyee ef Hyelre One er its affiliafes.meet the standards for "independent 
directors" under section 303A 02 of the New York Stock Exchange I isted Company Manual <tbe 
"Independent Director"} The same individual may serve as an iaelepenelent elireete,fodependent 
Director of both Avista and Olympus Equity LLC. The organizational documents for Avista will not 
permit Avista, without the consent of a two-thirds majority of all its directors, including the affirmative 
vote of the iaelepeneleat elireete1-lndependent Director (or if at that time Avista has more than one 
iaelepeneleaf elireeterlndependent Director, the affirmative vote of at least one of Avista's 
iaelepeneleaf elireeterslndependent Directors), to consent to the institution of bankruptcy 
proceedings or the inclusion of Avista in bankruptcy proceedings. lo addition to an affirmative vote of 
this independent director the vote of the Golden Share shall also be required for Avista to enter into 
a voluntary bankruptcy. 
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2 LLC were initially created to help navigate the U.S. and Canadian federal tax jurisdictions 1 

and implications. U.S. federal tax reform has made those entities unnecessary.  Olympus 2 

Holding Corp. is the holding company for U.S. purposes. Regardless of the number of entities 3 

in the corporate parent chain, Avista is protected from financial distress in that chain by the 4 

ring-fencing commitments.  5 

Q. Would Hydro One be willing to obtain a determination letter or similar 6 

written documentation from a taxing authority that such arrangements and entities are 7 

authorized for exactly how specific companies will be employed, as Mr. Muldoon 8 

suggested?38 9 

A. Hydro One does not believe such a letter or determination is necessary or 10 

appropriate.  Holding companies are common practice, especially when setting up a new U.S. 11 

parent to hold U.S. investments.  There are no complex or opaque strategies being considered 12 

by Hydro One in this transaction.  CanSub will obtain financing for the transaction and will 13 

invest the money to Olympus Holding Corp. as a combination of debt and equity.  Olympus 14 

Holding Corp. will invest the proceeds down the chain as equity to Olympus Equity, LLC, 15 

which will use the funds to acquire Avista.  This is a rather routine use of investor funds to 16 

finance a transaction. 17 

Further, as stated in this testimony, the shareholder loan is at the Olympus Holding 18 

Corp. level, which is above the regulated activities of Avista and shielded from Avista 19 

through the ring-fencing commitments.  Consequently, Avista’s Oregon customers are not 20 

responsible for the debt used to finance the transaction. 21 

Q. Will Hydro One’s non-consolidation opinion address the various entities 22 

                                                 
38 Muldoon, Commission Staff Ex. 202, pages 3 (lines 17-21) and 26 (lines 4-15). 
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in the corporation chain?  Given the various entities in the corporate chain, is additional 1 

guidance or are controls necessary so that the non-consolidation opinion and finding is 2 

based on the actual use and purposes of the special purpose entities?39 3 

A. The non-consolidation opinion is the strongest possible demonstration of 4 

protection against upstream bankruptcy, absent an actual bankruptcy.  Public utility 5 

commissions generally require and accept non-consolidation opinions for that reason.  The 6 

non-consolidation opinion that Hydro One obtains for this transaction will apply to the post-7 

close corporate structure. 8 

Q. Are all of these corporate entities still needed for this transaction? 9 

A. No.   10 

Q. Will Hydro One remove these entities from the corporate structure now 11 

that they are no longer needed? 12 

A. We are willing to eliminate Olympus 1 LLC and Olympus 2 LLC, if all states 13 

agree.  Exhibit 904 to my testimony, “Proposed Updated Post-Closing Corporate Structure,” 14 

illustrates what the post-closing corporate structure would be if Olympus 1 LLC and Olympus 15 

2 LLC were eliminated. 16 

Q. Would the continued existence of these corporate entities between Hydro 17 

One Limited and the bankruptcy remote entity just above Avista in the corporate chain 18 

make Avista more vulnerable to being included in a bankruptcy of Hydro One Limited 19 

or one of the subsidiaries between Hydro One Limited and Avista?40   20 

A. No, not at all.  They are irrelevant to that analysis, but again, we are willing to 21 

                                                 
39 Muldoon , Commission Staff Ex. 202, page 4 (lines 1-6). 
40 Muldoon, Commission Staff Ex. 200, page 5 (lines 4-11); see also, Muldoon, Commission 
Staff Ex. 202(HC), page 3 (lines 13-23). 
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eliminate Olympus 1 LLC and Olympus 2 LLC. 1 

Q. Will these corporate entities between Hydro One and Olympus Holding 2 

Corp. restrict Commission Staff’s and the Commission’s ability to understand the 3 

financial and other activities of Olympus Holding Corp. (the Special Purpose Entity)?41 4 

A. No.  Hydro One has explained through a data request (Commission Staff DR 5 

253(H1)) and in this testimony, the purpose of each entity in the corporation chain.  Further, 6 

consistent with Revised Oregon Merger Commitment Nos. 20 and 21, the Commission will 7 

have complete access to all books and records of Hydro One and Avista, and all corporations 8 

in between, that pertain to and that could affect Avista’s Oregon operations.   9 

Q. Please describe the steps that will be taken to effectuate the transaction. 10 

A. Olympus Holding Corp., a Delaware Corporation, and an indirect wholly-11 

owned subsidiary of Hydro One, proposes to acquire all of the shares of Avista through a 12 

merger of a wholly-owned indirect subsidiary, Olympus Corp., and Avista.  After the merger, 13 

Avista will be the surviving corporation, and Olympus Corp. will cease to exist.   14 

Q. Please describe how the acquisition of Avista by Hydro One will be 15 

financed. 16 

A. Hydro One is committed to maintaining an investment-grade balance sheet 17 

through and after completion of the acquisition.  Hydro One plans to finance this all-cash 18 

transaction using a mix of long-, medium- and short-term debt together with a convertible 19 

debenture installment receipts offering.  Hydro One is planning to issue the debt financing in 20 

U.S. dollars totaling US$2.6 billion (and issued convertible debenture installment receipts in 21 

Canada of C$1.54 billion or approximately US$1.2 billion).  We expect the convertible 22 

                                                 
41 Gardner, Commission Staff Ex. 300, page 8. 
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debenture to be fully converted to equity around the time of the closing of the transaction.  1 

The planned US$ debt financing contemplates a combination of 5-year, 10-year and 30-year 2 

US$ denominated notes. 3 

Q. Will Avista pledge any assets or guarantee any of these transactions for 4 

the purpose of the acquisition of Avista by Hydro One? 5 

A. No.  Avista will not pledge any assets or guarantee any of the transactions 6 

necessary for this acquisition.   7 

Q. In and of itself, as a result of the closing of this transaction, will Avista’s 8 

financial statements change? 9 

A. No.  Avista’s U.S. financial statements, prepared using generally accepted 10 

accounting principles (“GAAP”), will not be impacted by the closing of this transaction.  11 

Avista will maintain its own accounting system, separate from Hydro One’s accounting 12 

system.  The acquisition will be accounted for in accordance with GAAP.  The premium paid 13 

by Hydro One for Avista will be recorded in the accounts of the acquisition company and not 14 

in the utility accounts of Avista or AELP. 15 

IX. AVISTA’S FUTURE FINANCIAL HEALTH 16 

Q. Do the commitments in the Application ensure that Hydro One will 17 

preserve Avista’s credit ratings?42   18 

A. As previously discussed, there is evidence that Avista’s credit rating may be 19 

improved as a result of the transaction -- in fact, Avista’s credit rating outlook was revised 20 

from Stable to Positive by S&P upon announcement of the deal.  Further, Hydro One has 21 

specifically committed to preserve an investment-grade credit rating for Avista and to provide 22 

                                                 
42 Muldoon, Commission Staff Ex. 200, pages 3 (line 21) - 4 (line 2). 
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Avista capital structure support.  Specifically, Revised Oregon Merger Commitment No. 32 1 

provides that Hydro One will provide equity capital injections as needed for maintaining the 2 

financial integrity of Avista such that Avista maintains an investment grade credit rating.  An 3 

interlocking provision, Revised Oregon Merger Commitment No. 23, provides that, “Avista 4 

will not advocate for a higher cost of debt or equity capital as compared to what Avista’s cost 5 

of debt or equity capital would have been absent Hydro One’s ownership.”  Thus, Hydro One 6 

has fully protected Avista’s credit rating against any negative effects from the transaction.     7 

Q. Are Hydro One and Avista willing to strengthen these commitments to 8 

ensure that Hydro One will preserve and strengthen Avista’s current credit ratings in 9 

the future and ensure Avista’s access to low-cost debt?43   10 

A. Hydro One has committed to maintain Avista’s investment grade credit ratings 11 

in Revised Oregon Merger Commitment No. 32.  However, Hydro One cannot commit to 12 

“strengthen” or to “improve” Avista’s credit rating for two important reasons.  First, a higher 13 

credit rating does not necessarily translate to lower customer rates.  For example, a utility with 14 

a higher proportion of common equity may have a higher credit rating, but it would also have 15 

a higher overall rate of return due to the relatively large portion of capital subject to equity 16 

returns, which are typically higher than debt returns. Second, a credit rating is the product of 17 

multiple factors, including business and financial risks, many of which are industry-wide and 18 

beyond Hydro One’s control.  19 

Q. Do the commitments in the Application allow Hydro One and Avista to 20 

                                                 
43 Muldoon, Commission Staff Ex. 200, pages 3 (line 21) - 4 (line 2); see also, Muldoon, 
Commission Staff Ex. 200, page 17 (lines 1-9) and Muldoon, Commission Staff 200, pages 36 
(line 20) - 37 (line 3). 
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rely on a substandard credit rating agency for Avista’s credit ratings after the merger?44  1 

A. No.  Revised Oregon Merger Commitment No. 23 provides that Avista will 2 

maintain separate debt and, if outstanding, preferred stock ratings, and that Avista will 3 

maintain its own corporate credit ratings from Moody’s and at least one other nationally 4 

recognized credit rating agency, so long as those rating agencies are in existence, as well as 5 

ratings for each publicly-issued long-term debt and publicly-issued preferred stock (if any) 6 

issuance.  Furthermore, the Applicants have pledged in Revised Oregon Merger Commitment 7 

No. 34 that Avista will continue to be rated by Moody’s and at least one other nationally 8 

recognized credit rating agency, and that Hydro One will continue to be rated by at least one 9 

nationally recognized credit rating agency. 10 

Q. Will Hydro One commit to supplying liquidity into Avista in a manner 11 

that is at least comparable to Avista’s ability to attract capital in public markets today 12 

to ensure Avista’s credit rating does not suffer?45   13 

A. Yes, as indicated in Revised Oregon Merger Commitment No. 32, Hydro One 14 

will provide equity capital injections as needed for maintaining the financial integrity of 15 

Avista such that Avista maintains an investment grade credit rating.  It is important to note 16 

that Hydro One is already prepared to provide Avista an infusion of capital in 2018.  In 17 

Avista’s press release announcing its financial results for the fourth quarter and fiscal year 18 

2017 (released Feb. 21, 2018), Avista announced that it expects to issue approximately $375.0 19 

million of long-term debt and up to $85.0 million of equity in 2018 in order to refinance 20 

maturing long-term debt, to fund planned capital expenditures, to fund the impacts of the 21 
                                                 
44 Muldoon, Commission Staff Ex. 200, pages 3 (line 21) - 4 (line 2); see also, Muldoon, 
Commission Staff Ex. 200, page 23 (lines 10-18). 
45 Mullins, NWIGU Ex. 100, page 9 (lines 8-19); see also, Mullins, NWIGU Ex. 100, page 10 
(lines 2-8). 
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federal income tax law changes, and to maintain an appropriate capital structure. The $85.0 1 

million of equity in 2018 may come through the sale of shares through Avista’s sales agency 2 

agreements, or from an equity contribution from Hydro One upon consummation of the 3 

acquisition, or from a combination of those sources. 4 

Q. Are Hydro One and Avista willing to require Hydro One and Avista to 5 

notify the Commission if Avista’s credit rating falls below investment grade?46   6 

A. Yes, as provided in Revised Oregon Merger Commitment No. 34, Hydro One 7 

and Avista agree that Avista will notify the Commission in the event that either Moody’s or 8 

another nationally recognized credit rating agency downgrades Avista’s credit rating for any 9 

reason.  If Avista’s credit rating drops below investment grade for Moody’s or another 10 

nationally recognized credit rating agency, Avista will file a plan with the Commission 11 

detailing a range of options to maintain or to restore Avista’s credit rating, or to explain 12 

actions consistent with Avista’s customers’ best interest.  We believe it is appropriate to peg 13 

this notice provision to the concept of “investment grade.”  This is a well-established concept 14 

among rating agencies. It would be inappropriate to tie the notice requirement to a particular 15 

rating. 16 

Q. Do the commitments in the Application allow Avista’s target of 50% debt / 17 

50% equity capital structure to change?47   18 

A. Yes, the Revised Oregon Merger Commitments preserve the discretion of 19 

Avista’s board and management to decide, subject to regulatory oversight, what Avista’s rate-20 

making capital structure should be.  The Proposed Transaction simply preserves the status 21 

quo.  As Avista’s sole shareholder, Hydro One will benefit from Avista having a strong equity 22 
                                                 
46 Muldoon, Commission Staff Ex. 200, pages 3 (line 21) - 4 (line 2). 
47 Muldoon, Commission Staff Ex. 200, page 4 (lines 6-9). 
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ratio.  A number of factors, however, influence what capital structure is best for a particular 1 

utility at a particular point in time.  These factors include, for example, the cost of debt and 2 

equity and the size of the utility’s capital investment program.  In any event, Avista will have 3 

an equity layer of at least 44%, and the Commission will receive notice if Avista’s equity ratio 4 

falls below 46%.  See Revised Oregon Merger Commitment No. 24. 5 

Q. If Avista’s target of 50% equity in the capital structure for rate-making 6 

purposes is reduced, will rates for Avista’s customers increase?48   7 

A. No, not necessarily.  In any event, the Commission will retain its current 8 

regulatory jurisdiction over cost of capital, capital structure, and the many other factors that 9 

affect rates.  10 

Q. Do the commitments require Hydro One and Avista to notify the 11 

Commission before Avista’s equity ratio falls below 44%?49   12 

A. Hydro One and Avista, in response to Mr. Muldoon’s testimony, propose 13 

Revised Oregon Merger Commitment No. 24 to require Avista to provide quarterly 14 

projections of the common equity component of its capital structure to Staff if Avista’s 15 

common equity is at or below 46%, on a preceding or projected 13-month average.  Further, 16 

Revised Oregon Merger Commitment No. 35 requires notice to the Commission in the event 17 

that Avista’s equity ratio falls below 46% before declaring a special dividend.   18 

Q. Are Hydro One and Avista willing to notify the Commission if Avista’s 19 

equity ratio starts to fall below its current level of 50%?50   20 

A. We believe such a provision would serve no useful purpose.   21 

                                                 
48 Muldoon, Commission Staff Ex. 200, page 5 (lines 1-3). 
49 Muldoon, Commission Staff Ex. 200, pages 3 (line 21) - 4 (line 2). 
50 Muldoon, Commission Staff Ex. 200, pages 3 (line 21) - 4 (line 2). 
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Q. Please summarize Mr. Mullins’ recommendations regarding dividend 1 

restrictions if the Proposed Transaction is approved. 2 

A. Mr. Mullins recommends a dividend restriction if Avista’s credit rating on 3 

senior secured debt falls below the current levels of A- from S&P and A2 from Moody’s.  In 4 

addition, Mr. Mullins recommends a dividend restriction if Avista’s equity ratio falls below 5 

48%.51 6 

Q. Are these conditions necessary? 7 

A. No, these dividend restrictions are neither necessary, helpful nor something 8 

with which Applicants agree.  First, S&P has indicated that Avista’s credit rating might be 9 

upgraded by one notch as a result of the acquisition.  Therefore, there is no basis for Mr. 10 

Mullins’ concern that the acquisition will result in the deterioration of Avista’s credit profile.  11 

Second, management should be given the flexibility to responsibly manage the capital 12 

structure within reasonable limits.  The equity ratio commitments proposed by Hydro One 13 

provide reasonable safeguards for customers, while allowing Hydro One and Avista to 14 

manage the capital structure based on the needs of the business.  Mr. Mullins’ proposed 15 

dividend restriction is unnecessary and would only create the potential for cash to be trapped 16 

in one entity unnecessarily rather than allowing management to prudently manage cash for the 17 

combined company.  Given the other restrictions and reporting requirements in the Revised 18 

Oregon Merger Commitments on credit quality and capital structure, this further dividend 19 

restriction is unnecessary and should be rejected.   20 

Q. Do you have other concerns with Mr. Mullins’ proposed dividend 21 

restriction? 22 

                                                 
51 Mullins, NWIGU Ex. 100, pages 19 (lines 12-24) - 20 (lines 1-10). 
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A. Yes.  I am also concerned about how the credit rating agencies would view 1 

such a dividend restriction.  For example, Moody’s discusses the importance of not 2 

unreasonably restricting the free flow of cash between operating utility companies and their 3 

holding company, and the significant negative credit concerns that doing otherwise could 4 

create:  5 

By contrast, the debt of the HoldCo is typically serviced primarily by 6 
dividends that are up-streamed by the OpCos. Under normal circumstances, 7 
these dividends are made from net income, after payment of the OpCo’s 8 
interest and preferred dividends. In most non-financial corporate sectors 9 
where cash often moves freely between the entities in a single issuer family, 10 
this distinction may have less of an impact. However, in the regulated 11 
utility sector, barriers to movement of cash among companies in the 12 
corporate family can be much more restrictive, depending on the 13 
regulatory framework. These barriers can lead to significantly different 14 
probabilities of default for HoldCos and OpCos.52    15 

Q. Is it true that annual dividend growth rates for U.S. electric and gas 16 

utilities “are markedly lower than the dividend metrics that Hydro One targets in 17 

Ontario”?53   18 

A. No. From 2012-2016, the average payout ratios for U.S. IOUs that were 19 

provided in response to Commission Staff DR 83(H1) were within a range of approximately 20 

70-95%.  Hydro One targets a dividend payout ratio of approximately 70% - 80% of net 21 

income, within this range.    22 

Q. Will Hydro One seek dividends from Avista that are the same as the 23 

dividend metrics that Hydro One targets in Ontario?54   24 

A. Hydro One has committed to maintaining Avista’s capital structure as noted in 25 

                                                 
52 Moody’s Investors Service, Rating Methodology:  Regulated Electric and Gas Utilities, 
December 23, 2013, at 25. 
53 Muldoon, Commission Staff Ex. 200, pages 31 (lines 11-14) - 32 (lines 3-8). 
54Id. 
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Revised Oregon Merger Commitment No. 24, and any future dividends will be in line with 1 

this capital structure. 2 

Q. Does Hydro One expect the Avista dividends post-merger will largely 3 

parallel current quarterly dividends to Avista’s current investors?55   4 

A. Hydro One has committed to maintaining Avista’s capital structure as noted in 5 

Revised Oregon Merger Commitment No. 24, and any future dividends will be in line with 6 

this capital structure.    7 

Q. Will Avista be able to issue First Mortgage Bonds (FMB) post-merger?56 8 

A. Yes, as described in the Rebuttal Testimony of Mark Thies, Avista Ex. 1100. 9 

Hydro One has not suggested that Avista’s FMB program will not be maintained.  In fact, 10 

Hydro One expects that Avista will continue to issue FMBs after the close of the transaction.  11 

Hydro One does not expect Avista to issue unsecured debt instead of FMBs.   12 

Q. Would Avista ratepayers achieve a lower overall cost of financing by 13 

issuing green bonds as described in Commission Staff’s testimony?57 14 

A. Hydro One understands that investors are not willing to accept a lower rate of 15 

interest in green bonds as opposed to other types of bonds.  Since the costs associated with 16 

obtaining and maintaining green bond certification are in addition to all other issuance costs, 17 

and the yields are no lower than conventional bonds, Hydro One would not expect a decrease 18 

in overall cost of financing for Avista ratepayers by issuing green bonds. 19 

                                                 
55 Muldoon, Commission Staff Ex. 200, page 50 (lines 8-12). 
56 Muldoon, Commission Staff Ex. 200, pages 35 (lines 9-22) - 36 (lines 1-7). 
57 Muldoon, Commission Staff Ex. 200, pages 20 (lines 15-19) - 22 (lines 1-12). 
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X. ALLOCATION OF COSTS BETWEEN HYDRO ONE AND AVISTA 1 

Q. Could Hydro One recover its stranded costs through Avista’s 2 

ratepayers?58   3 

A. Nothing about this transaction changes the Commission’s regulatory authority 4 

over Avista and Avista’s rates; only costs approved by the Commission can be recovered 5 

through Avista customer rates.  Moreover, the Applicants have expressly committed not to 6 

seek rate recovery of transaction costs (Revised Oregon Merger Commitment No. 16); to 7 

comply with all affiliated interest and other applicable laws (Revised Oregon Merger 8 

Commitment No. 18); to implement a robust and transparent cost allocation process (Revised 9 

Oregon Merger Commitment No. 22); and to hold Avista’s customers harmless from the 10 

business activities of Hydro One and its other affiliates (Revised Oregon Merger Commitment 11 

No. 44). 12 

The rate regulation by the Ontario Energy Board (“OEB”) of Hydro One’s primary 13 

distribution and transmission utility in Ontario, Hydro One Networks Inc., does not somehow 14 

put Avista’s ratepayers at risk of recovery of Hydro One’s costs.  If anything, the OEB 15 

reinforces the Applicants’ cost allocation commitments by providing regulatory oversight of 16 

Hydro One’s Ontario utility operations, just as the Commission provides regulatory oversight 17 

of Avista’s Oregon operations.   18 

Q. Is there a risk that the Province of Ontario may “see Hydro One as the 19 

Province’s resource, to draw upon as necessary”?59   20 

A. No.  As more fully described in the testimony of Hydro One witness Mayo 21 

Schmidt (Exhibit 800), the Governance Agreement between Hydro One and the Province of 22 
                                                 
58 Muldoon, Commission Staff Ex. 200, page 49 (lines 7-8). 
59 Muldoon, Commission Staff Ex. 200, page 49 (lines 10-18). 
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Ontario precludes any such treatment.  It makes clear that the role of the Province is that of an 1 

investor only.  Hydro One’s Board and management oversee Hydro One; the Province does 2 

not.  3 

Q. Is there any risk that the Province or OEB could try to recover the costs of 4 

a Crown Corporation like Ontario Power Generation through the rates of Avista’s 5 

ratepayers?60   6 

A. No.  OEB will not regulate Avista and will have no jurisdiction over Avista’s 7 

rates or operations.  Avista will continue to be regulated by the Commission.  Avista will not 8 

be able to pass through costs in rates or extract financial resources from ratepayers absent 9 

Commission approval in a GRC.  Further, Avista will have to comply with the cost allocation 10 

restrictions set forth in Revised Oregon Merger Commitment Nos. 16, 18, 22, 44.  11 

Q.        Will Hydro One’s move from cost-based to performance-based rates in 12 

Ontario impact Avista?61 13 

A.        No.   The transition to performance-based rates in Ontario will have no impact 14 

on Avista.  Avista will continue to operate as a stand-alone utility subject to the 15 

Commission’s jurisdiction and regulation, and the performance-based rates in Ontario will not 16 

contribute to any increased risks to Hydro One’s operation of the utility or cost recovery from 17 

ratepayers in Ontario.   It is also important to keep in mind that rates at one entity cannot 18 

influence the rates of another, and rates are set by each jurisdiction’s regulators based on the 19 

merits of the service and operating requirements laid out in individual rate filings by the 20 

respective utilities at the applicable regulatory entity.  Further, any performance-based rates 21 

are intended to drive increases in efficiency and/or to result in reductions in cost over 22 
                                                 
60 Muldoon, Commission Staff Ex. 200, page 49 (lines 10-18). 
61 Muldoon, Commission Staff Ex. 100, page 5 (lines 15-16). 
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time.   Actions taken and outcomes achieved will be shared with the management of Avista to 1 

ensure they have the opportunity to implement for Avista ratepayers where it makes sense to 2 

do so. 3 

XI. RATE CREDITS 4 

Q. Have you reviewed the intervening parties’ testimony related to the Rate 5 

Credits offered by the Applicants? 6 

A. Yes. The proposed Rate Credits were briefly addressed by NWIGU witness 7 

Brad Mullins, CUB witnesses Bob Jenks and William Gehrke, and Commission Staff 8 

witnesses Matt Muldoon and Rose Anderson. 9 

Q. What is the main criticism leveled by the parties regarding the proposed 10 

Rate Credits? 11 

A. The testimony directly addressing the proposed Rate Credits is minimal, but all 12 

parties generally complain that the Rate Credits included in the Application are too small.   13 

Q.  Do any of the parties quantify what would be an appropriate level of Rate 14 

Credits? 15 

A.  No. The parties discuss the Rate Credits in the context of Oregon’s ‘net 16 

benefit’ standard, claiming that the credits are not sufficient to outweigh the risks they 17 

perceive in the transaction.  Staff states the credit is “extremely small considering the risks 18 

and costs to customers associated with the merger identified [by] Staff.”62 CUB argues, “This 19 

rate credit does[n’t] (sic) add up too (sic) much of a benefit for Avista customers in Oregon, 20 

especially when compared to risks described above.”63  And NWIGU claims, “The minimal 21 

rate credits to Oregon customers do not provide enough benefit to overcome the significant 22 
                                                 
62 Anderson, Commission Staff Ex. 500, page 15 (lines 10-12). 
63 Jenks-Gehrke, CUB Ex. 100, page 29 (lines 6-7). 
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risk associated with this transaction.”64 While the parties each claim the benefits are not 1 

sufficient, none quantifies what Rate Credits would need to be provided by Hydro One and 2 

Avista in order to meet Oregon’s net benefit standard.   3 

Q. Has Hydro One addressed in its rebuttal testimony the perceived risks 4 

identified by the various parties? 5 

A. Yes.  Hydro One witness Mayo Schmidt and I have addressed in our rebuttal 6 

testimony the issues raised by the parties in their reply to our Application.65  To that end, 7 

Hydro One and Avista have also submitted a revised set of merger commitments 8 

accompanying our rebuttal testimony.  These revised commitments clarify that, under the 9 

Proposed Transaction, Avista will retain control over its operations through a governance 10 

structure that preserves the authority and independence of Avista’s board and management 11 

and will respond to various issues that were raised by the Commission Staff and intervenors 12 

during the pre-filed testimony.  As part of the Revised Oregon Merger Commitments, Hydro 13 

One and Avista have also substantially increased the amount of Rate Credits and other 14 

quantifiable benefits that would flow to Avista’s customers in Oregon. 15 

Q. Do you believe that the proposed Rate Credits are unreasonably small? 16 

A. No.  I believe the Rate Credits included in the Application were reasonable 17 

based on the Proposed Transaction.  Initially, Hydro One and Avista offered to provide 18 

Avista’s customers in Washington, Idaho, and Oregon a total of $31.5 million over a period of 19 

10 years.  Oregon customers would have received a share of the Rate Credits based on the 20 

allocation factors used to allocate common costs among Avista’s service lines and 21 

                                                 
64 Mullins, NWIGU Ex. 100, page 16 (lines 23-24). 
65 Schmidt, Application Ex. 200, pages 23 (lines 14-23) - 33; see also, Lopez, Application Ex. 
440, page 6 (lines 9-18) and pages 15 - 21 (lines 1-14). 
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jurisdictions, resulting in a total credit to Oregon customers of approximately $2.9 million 1 

over 10 years.  2 

In our rebuttal filing, we have increased the proposed Rate Credits to $50.9 million for 3 

customers in Oregon, Washington, and Idaho and have accelerated the payment of the credits 4 

to take place over 5 years.  Oregon customers will now receive a total of $4.4 million over 5 5 

years, determined by applying 5% to the annual base revenue in Oregon.  I believe that Hydro 6 

One and Avista have responded to the concerns raised by parties in their reply testimony, and 7 

that the Revised Oregon Merger Commitments, increased Rate Credits, and other customer 8 

benefits provided in the commitments meet the net benefit standard in Oregon.   9 

Q. How did Hydro One and Avista determine the level of Rate Credits 10 

proposed in their initial Application? 11 

A. Hydro One and Avista considered a recent investor-owned utility merger in the 12 

Pacific Northwest, which involved Puget Sound Energy (“PSE”) in Washington, and we 13 

structured our proposed Rate Credits in a similar fashion.  As part of a settlement agreement 14 

approved by the Washington Utilities and Transportation Commission (“WUTC”) in Docket 15 

No. U-072375, PSE agreed to provide a substantial benefit to its customers through the 16 

adoption of $100 million in Rate Credits over a period of 10 years.66 Hydro One and Avista 17 

understood that it was important to demonstrate our commitment to providing net benefits to 18 

Avista’s customers at the outset of this proceeding.  Using the PSE Rate Credit as a baseline, 19 
                                                 
66 At the time of the PSE transaction, the Washington statute required that a change in the 
controlling interest of a regulated utility met a ‘no harm’ standard.  Since then, the applicable 
Washington statute has been altered to a ‘net benefit’ standard, similar to Oregon.  
Nonetheless, in its order approving the PSE transaction (WUTC Docket U-072375, Order 08), 
the WUTC recognized that the PSE rate credits provided affirmative benefits to Washington 
customers through the adoption of rate credits and other measures.  Accordingly, the WUTC 
concluded that the PSE “transaction not only does no harm, it offers affirmative benefits to 
ratepayers and to the region.” Order 08 at ¶ 32.   
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we offered to provide an equivalent Rate Credit for Avista’s customers.  While we used the 1 

PSE transaction as a comparison when considering customer rate credits, we also recognize 2 

that the circumstances of each utility at the time of a transaction such as this are unique, and 3 

the transaction with Avista should be evaluated on its own merits. 4 

Q. What do you mean that the $31.5 million Rate Credit for Avista’s 5 

customers is equivalent to the PSE credit of $100 million? 6 

A. Rate Credits of $31.5 million for Avista’s customers in Oregon, Washington, 7 

and Idaho are equivalent to the credits provided to PSE customers considering the relative 8 

size of each company.  The total PSE Rate Credits of $100 million represented approximately 9 

3.1% of PSE’s annual revenue requirement in 2008. Applying the same 3.1% to Avista’s 10 

combined retail revenue requirement for 2016 in its Oregon, Washington, and Idaho 11 

jurisdictions yields a total Rate Credit of approximately $31.5 million.  The PSE Rate Credits 12 

also included a portion that was offsetable to the extent PSE demonstrated in a subsequent 13 

rate case that the underlying cost savings were reflected in customers’ rates. We structured 14 

our proposal in a similar manner, with a portion of the Rate Credits offsetable to the extent 15 

identifiable cost savings are included in customers’ rates. The PSE transaction provides a 16 

reasonable benchmark for the acquisition of Avista because it is a recent example of an 17 

electric and natural gas utility acquisition in a similar geographic region and a similar 18 

regulatory environment. 19 

Q. Why did Hydro One and Avista calculate the Rate Credits as a percent of 20 

revenue requirement? 21 

A. Expressing the Rate Credits as a percent of revenue requirement creates a 22 

common basis for comparison between utilities of different sizes.  Simply comparing the total 23 
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dollars credited, or even dollars-per-customer credited, does not accurately convey the relative 1 

value of the credits between one company and another.  Comparing the Rate Credits to 2 

revenue requirements is also a way of quantifying the value to cost of service customers who 3 

pay rates for services based on a revenue requirement determination.  The value of a rate 4 

credit to customers is in relation to the cost that customer pays for the service received.  5 

Commission Staff criticizes the Rate Credits proposed in the Application as being very small 6 

on a per-customer basis, but when compared with other transactions on a percent of revenue 7 

requirement basis, they are not out of line. 8 

Q. Staff witness Ms. Anderson references past utility acquisitions considered 9 

in Oregon, and she states that “on a percent of operating revenue basis, the rate credit 10 

currently offered by Hydro One is one of the smallest this Commission has seen.”67  Do 11 

you agree that Ms. Anderson’s comparisons undermine the Rate Credits proposed by 12 

Hydro One? 13 

A. No.  Ms. Anderson cites three acquisitions of electric utilities proposed in 14 

Oregon: the 1997 merger of Portland General Electric (“PGE”) and Enron, the 2004 15 

application of Oregon Electric Utility Company (“OEUC/TPG”) to acquire PGE, and the 16 

2005 merger of PacifiCorp and MidAmerican Energy Holdings Company (“MEHC/BHE”).  17 

Ms. Anderson’s testimony discussed the total dollar amounts of rate credits offered in these 18 

transactions, but she did not actually compare the credits on a percent of operating revenue 19 

basis.  To remain consistent with comparisons in my testimony, I have calculated the credits 20 

referenced by Ms. Anderson on a percent of revenue requirement basis for each company in 21 

Table 1 below.  For further comparison, Table 1 also includes the rate credits approved in the 22 

                                                 
67 Anderson, Commission Staff Ex. 500, page 15 (lines 1-3). 
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PSE transaction and two additional cases involving Oregon natural gas utilities. 1 

Table 1: Rate Credit Comparison – PSE and Oregon Transactions 2 

 3 

Table 1 shows that the rate credits offered in the five Oregon transactions averaged 4 

approximately 4.8% of the target utility’s revenue requirement prior to the transaction.  5 

Notably, the acquisition of PGE by Enron in 1997 included rate credits that were significantly 6 

higher than the average.  A review of the language describing this rate credit in the Stipulation 7 

approved by the Commission highlights the unique nature of that transaction and the 8 

circumstances at the time (emphasis added):  9 

20. 10 
A. Payment 11 
Enron and PGE are obligated to provide PGE's customers $105 million 12 
upon merger completion, which represents full payment for any 13 
entitlement PGE's customers may have to value that relates to: 14 

1) use of PGE's name, reputation, business relationships, 15 
expertise, goodwill or other intangibles; 16 

2) wholesale and non-franchise retail activities that PGE has 17 
undertaken that will not take place within PGE after the merger (this 18 
includes but is not limited to PGE's discontinued term wholesale trading 19 
and risk management activities), and wholesale and non-franchise retail 20 
activities that PGE might have undertaken had the merger with Enron 21 
not occurred; and, 22 

3) added value of the merged entity that is achievable because of 23 
the combination or because of the association with PGE. 24 
This payment obligation also shall constitute full payment to PGE's 25 
customers for any entitlement to the revenues, value or other benefits 26 
arising from the business activities of the merged entity, other than the 27 
regulated business activities conducted by PGE. The term "regulated 28 
business activities" shall mean the assets and services of PGE which are 29 

Target Acquiring Entity Year/Status Jurisdiction

Total Rate 
Credits 

($ millions)
% of Revenue 
Requirement Electric Gas

Puget Sound Energy Macquarie 2009/Complete WA $100.0 3.1% x x

Portland General Electric Enron 1997/Complete OR $105.0 14.1% x
Portland General Electric OEUC/TPG 2005/Rejected OR $43.0 3.4% x
Pacif iCorp MEHC/BHE 2006/Complete CA, ID, OR, UT, WA, WY $142.6 5.3% x
Cascade Natural Gas MDU Resources 2007/Complete OR, WA $3.6 0.8% x
NW Natural Holdco Reorg 2017/Complete OR $1.7 0.3% x

Average % Revenue Requirement (Excluding PSE) 4.8%
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subject to economic regulation under Oregon or federal law.68 1 

The arrangement agreed to by Enron, and approved by the Commission in 1997, 2 

clearly dealt with circumstances and business operations that were very different from the 3 

Proposed Transaction between Hydro One and Avista.  In the Application, Hydro One has 4 

committed to allow Avista to continue to operate as a stand-alone business and to continue 5 

serving its Oregon customers in the same manner as, or better than, prior to the transaction.   6 

Removing the PGE/Enron merger from the calculation in Table 1 reduces the average rate 7 

credits proposed in Oregon to an approximately 2.5% revenue requirement.   8 

Table 2: Rate Credit Comparison – PSE and Oregon Transactions Excluding 9 
PGE/Enron 10 

 11 

 12 

Q. Are there other recent transactions that demonstrate the proposed Rate 13 

Credits in this case are reasonable? 14 

A. Yes.  Hydro One reviewed nation-wide acquisitions of regulated electric and 15 

natural gas utilities that were completed from January 2016 to March 2018, or that are 16 

currently pending regulatory approval.  Because circumstances and regulatory approval 17 

requirements vary by transaction and jurisdiction, not all acquisitions require a showing of net 18 

benefits or include customer rate credits; transactions that included quantified rate credits for 19 

customers are included in Table 3.  The rate credits are expressed in terms of total dollars and 20 

                                                 
68 Docket UM 814, Order No. 97-196, Appendix A, Page 6. 

Target Acquiring Entity Year/Status Jurisdiction

Total Rate 
Credits 

($ millions)
% of Revenue 
Requirement Electric Gas

Puget Sound Energy Macquarie 2009/Complete WA $100.0 3.1% x x

Portland General Electric OEUC/TPG 2005/Rejected OR $43.0 3.4% x
Pacif iCorp MEHC/BHE 2006/Complete CA, ID, OR, UT, WA, WY $142.6 5.3% x
Cascade Natural Gas MDU Resources 2007/Complete OR, WA $3.6 0.8% x
NW Natural Holdco Reorg 2017/Complete OR $1.7 0.3% x

Average % Revenue Requirement (Excluding PSE) 2.5%
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as a percent of revenue requirement for comparison purposes. Table 3 shows that, when 1 

included, customer rate credits averaged 3.7% of the target company’s revenue requirement. 2 

Table 3: National Utility Acquisitions with Quantified Customer Rate Credits  3 

 4 

Q. Ms. Anderson also referenced the proposed merger between Dominion 5 

Energy and SCANA Corporation, and claims Dominion is “offering $1,000 cash per 6 

ratepayer along with a five percent rate reduction in its proposed bid.”69  Is Ms. 7 

Anderson’s statement an apt comparison to Hydro One’s acquisition of Avista? 8 

A. No.  Dominion’s proposed acquisition of SCANA is unique in that it is closely 9 

intertwined with issues of cost recovery for a failed nuclear generation plant development in 10 

South Carolina.  Rates for electric customers of South Carolina Electric & Gas (“SCE&G”), a 11 

subsidiary of SCANA Corporation, already include some of the costs related to construction 12 

of two new units at the V.C. Summer Nuclear Generating Station.  In July 2017, however, 13 

SCE&G decided to halt construction.  Dominion’s proposed acquisition of SCANA includes 14 

several interrelated commitments to provide rate credits to electric customers and to write 15 

down investment in the plant, but the commitments are accompanied by a request for 16 

commission approval of cost recovery for $3.3 billion related to the failed units.   Dominion 17 

also commits to reduce current rates by 5% in order to “refund[] certain amounts previously 18 

                                                 
69 Anderson, Commission Staff Ex. 500, page 15 (lines 3-6). 

Target Acquiring Entity Year/Status Jurisdiction

Total Rate 
Credits 

($ millions)

% of 
Revenue 

Requirement Electric Gas
Piedmont Natural Gas Duke Energy 2016/Complete NC, SC, TN $10.0 1.0% x
TECO/New  Mexico Gas Company Emera US, Inc. 2016/Complete NM $2.0 0.7% x
Cleco Macquarie 2016/Complete LA $136.0 16.7% x
SourceGas Black Hills Utility Holdings 2016/ Complete AR, CO, NE, WY $2.3 0.6% x
Pepco Holdings Exelon Corporation 2016/Complete DC, DE, MD, NJ $246.3 6.0% x x
AGL Resources Inc. Southern Company 2016/ Complete FL, GA, IL, MD, NJ, TN, VA $17.7 1.0% x
A.O.G. Corporation Summit Utilities 2017/Complete AR, OK $0.2 0.5% x
WGL Holdings Altagas 2017/Pending DC, MD, VA $38.0 4.7% x
Westar Great Plains 2017/Pending KS, MO $50.0 2.4% x

Average % Revenue Requirement 3.7%
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collected under the [failed nuclear project] which is designed to provide [a] 3.5% retail 1 

electric bill decrease” and “reduce electric bills further to reflect the impact of federal tax 2 

reform passed in December 2017, which is estimated to lower bills an additional [1.5%], 3 

resulting in a total estimated bill reduction of approximately 5%.”70,71  Because of these 4 

unique circumstances, I have not included the proposed Dominion/SCANA merger as a 5 

comparable transaction in Table 3.  6 

Q. Are there recent examples of other Canadian entities acquiring U.S. 7 

utilities that include customer rate credits? 8 

A. Yes.  Table 3 includes one transaction, the acquisition of TECO/New Mexico 9 

Gas Company by Emera US, Inc. in 2016.72 In that transaction, Emera agreed to provide an 10 

incremental $2.0 million of rate credits, approximately 0.7% of revenue requirement, to New 11 

Mexico Gas Company customers.73 12 

In 2014, Fortis Inc. acquired UNS Energy and agreed to provide $30 million in 13 

                                                 
70 In Re: Joint Application and Petition of South Carolina Electric & Gas Company and 
Dominion Energy, Inc., for review and approval of a proposed business combination between 
SCANA Corporation and Dominion Energy, Inc., as may be required, and for a prudency 
determination regarding the abandonment of the V.C. Summer Units 2 & 3 Project and 
associated customer benefits and cost recovery plan, Joint Application and Petition of South 
Carolina Electric & Gas Company and Dominion Energy, Inc., Docket No. 2017-370-E 
(January 12, 2018). 
71 Avista filed an application for deferred accounting treatment in Docket UM 1918 to capture 
the benefits of the 2017 federal tax reform for later inclusion in customers’ rates.  See also 
Docket UM 1923. 
72 This transaction also included acquisition of Tampa Electric (TECO), but approval was not 
required from the Florida commission and no rate credits were given to TECO customers.  
The rate credits and revenue requirement in Table 3 is for New Mexico Gas Company only. 
73 Order of the New Mexico Public Regulation Commission, dated June 8, 2016, In the Matter 
of the Application of New Mexico Gas Company, Inc., TECO Energy, Inc., Emera Inc., 
Emera US Holdings, Inc., and Emera US Inc. for Approval of the Merger of Emera US, Inc. 
with TECO Energy Inc. and Emera US Holdings Inc.'s Acquisition of TECO Energy, Inc., 
and for all Other Approvals and Authorizations Required to Consummate and Implement the 
Acquisition, Certification of Stipulation (Case No. 15-00327-UT). 
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customer rate credits, approximately 2.8% of revenue requirement.74  In 2016 Fortis Inc. also 1 

purchased ITC Holdings Corp., an electric transmission company based in Michigan. In that 2 

case, Fortis Inc. was not required to provide customer rate credits, but one state included a 3 

commitment to ensure merger savings would flow through to customers in future general rate 4 

cases.75  Likewise, savings achieved at Avista due to the acquisition by Hydro One will flow 5 

through to Avista’s customers through future general rate cases.   6 

Another transaction, the acquisition of Empire District Electric Co. by Liberty Utilities 7 

Co. (Algonquin Power & Utilities Corp) in 2016, did not include customer rate credits, but 8 

did include agreements to withdraw a pending rate case and to increase charitable funding.  9 

Although the Proposed Transaction between Avista and Hydro One includes both rate credits 10 

and charitable funding, the charitable funding commitments, which are substantial, are 11 

excluded from my analysis of rate credit commitments.   12 

Q. How do the revised Rate Credits included in Hydro One and Avista’s 13 

rebuttal testimony compare to the regional and national transactions you’ve identified? 14 

A. The revised Rate Credits of $50.9 million on a system basis equate to 15 

approximately 5% of Avista’s revenue requirement.  The updated Rate Credits are higher than 16 

the average rate credits included in national transactions and higher than those in past Pacific 17 

Northwest transactions, even when the Enron/PGE transaction is included in the average.  18 

Q. Are Oregon gas customers being treated unfairly by the allocation of the 19 

Rate Credits among Avista’s service lines and jurisdictions? 20 
                                                 
74 Opinion and Order of the Arizona Corporation Commission, dated August 12, 2014, In the 
Matter of the Reorganization of UNS Energy Corporation. Decision No. 74689. 
75 Order of the State of Illinois Commerce Commission, dated August 24, 2016, Fortis Inc. 
and ITC Midwest, LLC, Application pursuant to Section 7-204 of the Public Utilities Act for 
authority to engage in a Reorganization, and for such other approvals as may be required 
under the Public Utilities Act to effectuate the Reorganization (Docket 16-0135) . 
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A. No.  Hydro One and Avista propose to set the level of Rate Credits for each 1 

service and jurisdiction at 5% of base revenue using tariffs effective February 1, 2018.  As a 2 

result, Oregon gas customers would receive a total rate credit of $4.4 million, increased from 3 

$2.9 million in the initial Application, spread over 5 years.  Details of this calculation are 4 

provided in Mr. Ehrbar’s rebuttal testimony.  5 

XII. RATE CREDIT AND NET BENEFITS 6 

Q. Does Hydro One believe that the rate credit proposed in the Application 7 

provides a net benefit to Avista’s Oregon customers?76   8 

A. Yes.  But in order to be responsive to intervener criticisms, Hydro One 9 

proposes to increase the rate credit and pay it out more quickly.  As set forth in Revised 10 

Oregon Merger Commitment No. 17, the Oregon annual rate credit will be $884,630 per year 11 

with offsetable credits of $147,585 per year.  The credits will total $4.4 million with 12 

offsetable credits totaling $737,925.  13 

Q. Why are Hydro One and Avista at this stage of the transaction unable to 14 

quantify and to specify the benefits that will derive from economies of scale, sharing of 15 

best practices, a shared technological platform, and improved purchasing power?77   16 

A. Hydro One and Avista are restricted in their evaluation of further potential 17 

savings until after the merger closes.  Antitrust laws continue to apply in full force during all 18 

phases of the premerger process, from consideration of a transaction all the way through the 19 

final phases of regulatory approval.  Transacting parties must remain independent and 20 

                                                 
76 Anderson, Commission Staff Ex. 500, page 3 (lines 16-21); see also, Anderson, 
Commission Staff Ex. 500, page 12 (lines 12-17). 
77 Muldoon, Commission Staff Ex. 100, pages 31 (line 10) - 32 (line 5); see also, Muldoon, 
Commission Staff Ex. 200, page 35 (lines 3-8); Gardner, Commission Staff Ex. 300, page 12 
(lines 6-16); Anderson, Commission Staff Ex. 500, pages 16 (line 16) - 17 (lines 1-16)). 
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continue to treat each other as competitors prior to closing.  The U.S. antitrust laws also 1 

prevent a proposed acquirer, such as Hydro One, from exercising control over the target 2 

company, in this case Avista, prior to the closing of the transaction, so Hydro One cannot 3 

make decisions on behalf of Avista, whether related to synergies or other items.  In addition, 4 

those laws also restrict either company from providing to each other commercially sensitive 5 

information during this interim period prior to closing that could raise competitive or market 6 

concerns, so there are certain limitations on Hydro One’s and Avista’s ability to share certain 7 

information, even if that information could be useful to estimate potential synergies going 8 

forward.  In fact, the information that is needed to identify potential synergies with granularity 9 

is usually precisely the type of highly sensitive information that, if shared, can raise a concern 10 

under the antitrust laws. 11 

As such, Hydro One and Avista can only identify opportunities at a level that does not risk 12 

disclosing anti-competitive material. Hydro One’s and Avista’s decision to assure the parties 13 

are in compliance with the antitrust laws should not be considered the result of a ‘lack of 14 

attention’ on either company’s part.  Further, while it is entirely reasonable to expect 15 

synergies will be achieved in areas such as IT and supply chain, Revised Oregon Merger 16 

Commitment Nos. 16 and 17 guarantee that Avista’s ratepayers will see benefits akin to them 17 

even if they are not. 18 
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XIII. TREATMENT OF AVISTA'S PENSION AND POST-RETIREMENT 1 

MEDICAL FUNDS 2 

Q. Are Hydro One and Avista willing to memorialize in a commitment that 3 

Hydro One could not access and draw upon Avista’s pension and post-retirement 4 

medical funds?78   5 

A. Hydro One will comply with all applicable laws.  As a for-profit Washington 6 

Corporation, Avista’s pension and post-retirement welfare plans are subject to ERISA.  Any 7 

assets in trusts that fund pension benefits could only be accessed directly by Avista if Avista 8 

were to terminate the pension plan and only then if the plan was overfunded.  These assets 9 

could not be accessed directly by Hydro One. Any assets in a post-retirement welfare plan 10 

cannot be accessed by Avista or Hydro One.  The tax rules prohibit any reversion to the 11 

employer even on termination.  12 

Further, Revised Oregon Merger Commitment 36 provides: 13 

 14 

Q. Does this conclude your rebuttal testimony? 15 

A. Yes it does.  16 

                                                 
78 Muldoon, Commission Staff Ex. 200, page 34 (lines 5-15). 

,36 Pension Funding: Avista will maintain its pension funding policy in accordance with sound 
actuarial practicec and applicable legal requirements Hydro One wm not seek to change Avjsta's 
pension funding policy 
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Research Update: 

Avista Corp. Outlook Revised To Positive From 
Stable On Planned Acquisition By Hydro One Ltd. 

Overview 

• Toronto, Ontario- based util ity Hydro One Ltd. 
agreement to acquire U . S . - based Avista Corp. 
in an all-cash transac-tion. 

(HOL) has entered into an 
(Avista) for C$6. 7 billion 

• Weare affirming our ratings on Avista, including the 1 BBB' issuer credit 
rating , and revising the outlook to positive from stable. 

• The positive oµtlook reflects the potential for higher ratings on Avi sta 
if the acquisition is completed as proposed. 

Rating Action 

On July 19, 2017, S&P Global Ratings affirmed its ratings, includi ng the 'BBB' 
issuer credit rating , on Avista Corp. and r .evised the outlook to positive from 
stable. 

Rationale 

The outlook revision on Avista reflects the potential for higher ratings upon 
the completion of the acquisition by Hydro One Ltd. (HOL). Post-acquisitlon, 
we will view Avist.a as a highl y strategic subsidiary of HOL . our assessment is 
based on our view that Avista wil l be an important member of the HOL group, 
highly unlikely to be sold, and integral to overall group strategy and 
operations. Avista will be a significant cash flow contributor to the group, 
making up about 22% of consolidated EBITDA. We would also see a str ong, 
long·- term commitment of support fn:,m HOL senior man agement in almost al l 
circumstance£ . 

Avista's highly strategic group status would result in an issuer credit ra ting 
one notch bel ow the rating on HOL . 

Our as.sessment of Avista's business risk ref l ects the strength and 
contribut ion of its regul ated electric and gas utility operations . Avista 
conducts vertically integrated electric and natural gas distribution utili ty 
operations in Washington and Idaho, electric operations i n Alaska, and gas 
dist.r ibution in Oregon. The company serves a total of about 700, 000 customers. 

Our f inancial risk profile assessment on Avista is based on financial ratio 
benchmarks t hat are more rel axed compared with those used for typi cal 
corporate issuers. This reflects the mostly steady c a sh flow from its 
regulated utility operations. Our base-case scenario projects adjusted f unds 

W<NW.ST ANOAROANDPOORS.COM/RA'I INGSOlll[Cl JULY 19,2017 2 
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Research Update: Avista Corf,. Outlook Reuised To Positiue From Stable 011 Na1111ed Acq11isitin11 By Hyd1'o One 
Ltd. 

from operations (FFO) to debt of roughly 16%- 18% over the next two years . 

Liquidity 
We assess Avista's liquidity as a dequate because in our view its sources are 
likely to cover uses by more t han l .lx over the next 12 months and to meet 
cash outflows, even in the event of a 10% decline in EBITDA. The assessment 
also reflects the company's generally prudent risk management, sound 
relationships with banks, and a generally satisfactory standing i n credit 
markets. 

Principal liquidity sources: 
• cash FFO of about $355 million.; and 
• Revolving credit facility availability of $400 million. 

Principa.l liquidity uses : 

• Debt maturities , i ncluding out.standing commercial paper, of about $110 
mil l ion ; 

• Capi tal spendi ng of about $410 million; and 

• Dividends of about $95 million . 

Outlook 

The positive outlook reflects the potential for higher ratings on Avista if 
HOL completes its acquisition as proposed. Upon close of the trartsaction, we 
wil l consider Avista as a highly strategic subsidiary of HOL , resulting in an 
issuer credit rating on Avista that is one notch below our rating on HOL. 

Downside scenario 
We do not envision a lower rating on Avista, but we would revise the outlook 
to s table if the transaction fails to close or is completed in a .manner that 
resul ts in more t han a one-notcb downgr ade of HOL . 

Prior to the completion of the acquisition, we could lower the rating oh 
Avista if its business risk weakens materially or credit rneasi.ire$ diminish 
such that FFO to debt is .consistently below 15% . This cou1d occur due to 
increased use of leverage to cover funding shortfalls or adverse regu l atory 
decisions l.eading to increased regulatory lag or a large deferral. of costs. 

Upside scenario 
We could raise our ratings on Avista by one notch following the acquisition if 
our issuer credit rating on HOL is 'A- '. Once HOL owns Avista, we will base 
our i ssuer credit rating on Avista on the group's credit profile, which would 
typical ly be one notch lower. 

We do not contemplate an upgrade on Avista before the acquisition is completed 
given the company ' s current busines·s mix, regulatory risk , and finam:ia l 
measures in our base- case scenario. 

WWW Sl ANDA ADAN DP00RS.C0M/RA TINGSDIRFCT JULY 19,20 17 3 
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Research UfJdat·e: Avista Cor/1. Outlook Revised To Positive From Stahle On Planned Acquisitio11 By 1-Jydrn One 
Ltd. 

Recovery Analysis/ Issue Ratings 

• Avista 1 s first - mortgage bonds benefit from a first - priority l ien on 
substantially all of the utility's real property owned or subsequently 

acquired. Col lateral coverag e of more than 1. Sx supports a. recovery 

r ating of ' l+' a nd an issue rating two notcbes above the issuer credit 
rating. 

• We rate the preferr ed stock issued by Avista Capital II two notches below 

the issuer credit rating on Avista Corp. to ref l ec,t the discretionary 

nature of the dividend and the deeply subordinated claim if a bankruptcy 
occurs. 

• The short - term rat ing on Avista Corp . is 'A-2' based on our 'BBB' issuer 
c redit rating on the c ompany . 

Ratings Score Snapshot 

Corporate Cr e d it Rating: BBB/Positive/A.- 2 

Business risk : Strong 

• Country r isk: Very low 

• Industry r isk: Very low 

• Competitive position: Satisfactory 

Financi a l risk: Significant 

• Cash flow/ Leverage, Significant 

Anchor: bbb 

Modifiers 

• Diversification/Portfolio effect: Neutral (no impact) 
• Capital structure: Neutral (n o i mpact) 

• Financial pol icy: Neutral (no impact) 
• Liqui di t y: Adequate (no impact) 

• Management and governance: Satisfactor y (no impact ) 

• Comparable rating analysis: Neutr a l (no i mpact ) 

S tand - a l one credit profi l e: bbb 

• Gro up credit profile: bbh 

Related Criteria 

• Gener a l Criteria : Methodology For Linking Long - Term And Short - Term Ratings 
, April 7, 201 7 

• Cr iteria - Corporates - General : Methodology And Assumptions: Liquidity 
De scriptors For Gl •obal Corpor ate r .ssuer s, Dec . 1 6, 2014 

• Cri teria - Corpora.tes - General: Corporate Met hodology: Rat i os And 

Adjustment s, Nov . 1 9, 201.3 
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Research Update: Aidsta Corp. Outlook Reiiised To Positiue rmm Stable 011 Plmmed Arq11isitio11 B)' Hydro Om: 

• Criteria - Corporates - General: Corporate Methodolo,gy, Nov. 19, 2013 
• Criteria - Corporates - Utilities: Key Credit Factors For The Regulated 

Utilities Industry,. Nov . 19, 2013 
• General Criteria: Group Rating Methodol ogy, Nov . 19 , 2013 

• General Criteria: Coµntry Ris k Assessment Methodology And Assumptions, 
Nov. 19, 2013 

• General Criteria: Methodology: Industry Risk, Nov . 19, 2013 

• Criteria - Corporates - Utilities: Collateral Coverage And Issue Notching 
Rules For 1 1+' And 1 1' Recovery Ratings On Senior Bonds Secu"t"ed By 

Utility Real Property, Feb. 14, 2013 

• General Criteria: Methodology: Management. And Governance Credit Factors 
For Corporate Ent i ties And Insurers, Nov. 13., 2012 

• General Criteria: Use Of CreditWatch And Outlooks, sept. 14 , 2009 
• Criteria - I nsurance - General : Hybrid Capital Handbook: September 2008 

Edition, Sept. 15, 2008 
• Criteria - Corporates - General: 2008 Corporate criteria ; Rating Each 

Issue, April 15, 2008 

Ratings List 

Ratings Affirmed; Outlook Action 

Avista Corp. 
Corporate Credit Rating 

Ratings Affirmed 

Avista Corp. 
Senior Secured 

Recovery Rating 
Avista Capiti;i.l II 

Prefer red Stock 

Tc From 

BBB/Positive/ A- 2 BBB/Stable/A- 2 

BB+ 

Certain terms used in this r epor t, p art icularly certain adjectives used to 
express our view on rating relevant factors, have specific meanings ascribed 
to them in our criteria, and should t herefore be read in c onjunction with such 
criteria . Please see Ratings Criteria at www.standardandpoors . com for f urther 
information. Complete ratings information is available to subscribers of 
RatingsDirect at www.globalcreditportal.com and at www.spcapitaliq.com. Al l 

r atings affected by this rating ac,tion can be f ound on the S&P Global Ratings' 
public website at www.stan dar danapoors.com. Use the Rat ings search box located 
in the lef t colun\n. 

Ltd. 
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Summary : 

Avista Corp. 

Business Risk: s·rRONC 

Vulnerable 

Financial Risk: SIGNJrlc:AffT 

0 
Highly leveraged 

0 
Excellent 

Minimal 

bbb 
0 

bbb 
0 

bbb 
0 

CORPORATE CREDlT RATING 

BBB/Stable/ A-2 

Anchor Modifiers Group/Gov'L 

Rationale 

Business Risk: S_trong 

• Regulated, vertically integrated electric and natural 
gas distribution utility. 

• Non-utility operations are minimal (less than 5% of 
consolidated EBJTDA). 

• Geographic and operational diversity with large 
Washington focus. 

• Fuel supply mix tilted toward hydroelectric power, 
followed by natural gas. 

• Regulatory mechanisms provide cash flow stability 
when Avista purchases power during low-water 
periods, but do not allow recovery of capital 
investments between rate cases. 

WWW Sl ANDAROANDPOOf!S.COM/AA l!NGSOIAtCT 
II I I 

i11 I 

Financial Risk: Significant 

• Capital spending of $400 million - $420 million 
annually. 

• Negative discretionary cash flow. 
• Funding of capital expenditures through a healthy 

combination of external funding and equity 

issuance. 
• Adequate liquidity position provides a cushion due 

to Avista's reliance on hydroelectric power. 

JUNE 19, 201 7 2 
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Summary: Avista Cor/1. 

Outlook: Stable 

S&P Global Ratings' stable outlook on Avista Corp. reflects our expectation that over the next two years the 

company will make efforts to better manage its regulatory risk, fund capital spending in a manner that does not 

meaningfully increase leverage. preserve adequate liquidity, and maintain comparable financial performance. 

Under our base-case scenario we expect funds from operations (FFO) to total debt to average around 17%. 

Downside scenario 
We could lower the rating if business risk rises materially or credit measures diminish such that FFO to debt would 

be consistently below 15%. This could occur due to increased use of leverage to cover funding shortfalls or adverse 

regulatory decisions leading to increased regulatory lag or a large deferral. 

Upside scenario 
We do not contemplate an upgrade in the next two years given the company's cw·rent business mix, regulatory risk 

and financial position. Credit quality could strengthen if cash flow measures considerably improve, specifically 

FFO to debt of more than 20¾ on a consistent basis. The company could accomplish this by paying down debt 

with higher internally generated cash flow, increased equity is•suances, asset dispositions or by boosting FFO 

without adding debt 

Our Base-Case Scenario 

Assumptions 

• Effective management of regulatory risk especially 

in Washington where Avista was denied a rate 

increase. 
• Capital spending of $400 million - $420 mHlion 

annually. 

• Dividends of roughly $100 million annually. 

• Regular recovery of electric and gas rates in 
Washington, through surcharges and approval of 

base rate reset, respectively. 

• Average operation and maintenance expenses 

consistent with historical levels. 

Business Risk: Strong 

Key Metrics 

2016A 2017E 2018E 

FFO/total debt(%) 21 16.5-18 15.6-18 

Debt/EBITDA (x) 4.3 4. 1-4.6 4-4.5 

OCF/total debt(%) 16,9 15-16 16-17.5 

S&P Global Ratings' adjusted figures. A-0 Actual. 

E--Estimate .. FFO--Funds from operations. 

OCF-Operating cash flow. 

Avista's low business risk profile Teflects the strength and contribution of its regulated electric and gas utility 

operations. Avista conducts vertically integrated electric and natural gas distribution utj(jty operations in Washington 

and Idaho, electric operations in Alaska, and gas distribution in Oregon. Although the company operates in four states, 

W'NW ST ANOARllANDf'OORS .COM/f1A l lNGSDIRECl JUNE 'I 9, 201 7 i 
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S11111111a1y: Aoista Corp. 

Washington and ldaho are the key revenue drivers. with Oregon and Alaska contributing less than 10% of revenues on 

a combined basis. The customer base. of roughly 700,000 electric and gas customers has no meaningful industriaJ 

concentration and demonstrates. average growth prospects. The company has material eXJ)osure to hydro-electric 

power (roughly 3 SP/o - 40% of fuel supply mix). followed by gas-fired generation, both of which help to keep electricity 

-prices competitive co1Tipared with the national average but dependence on hydro power introduces fuel replacement 

risk in low water years. Recovery mechanisms are important to maintain operating cash flow after purchasing power 

for customers when hydroelectric generation is lower than expected. 

The company has an earnings mechanism in Washington subject to minimum thresholds and a deferral band which 

helps it recover excess power costs while absorbing a portion of the difference. The company also h8$ a power cost 

adjustment in Idaho, which allows 90% of energy cost differences to be deferred for future recovery. Purchased gas 

mechanisms for gas distribution units in all three gas juri:rdictions, along with hedging, mitigate gas price risk. These 

regulatory mecban.isms help avert large cost-adjustment requests and support the business risk profile. Decoupling 

mechanisms smooth out operating cash flow in aU jurisdictions except Alaska. 

Financial Risk: Sigmficant 

We assess Avista's financial risk profile as significant using financial ratio benchmarks that are more relaxed compared 

with those used for typical corporate issuers, given tbe mostly steady cash .flow from regulated utility operations. Our 

base case indicates that capital spending, along with dividend payments, will lead to negative discretionary cash flow 

over the next few years. necessitating a reliance on external funding to pay for capital expenditures and dividends. Our 

base-case scenario suggests lower financial measures over the next two years, including funds from operations (FFO) 

to debt of roughly 16% - 18%, reflecting a rate increase denial in Washington earlier this year. The financial measures, 

although lower than full year 2016 results, remain in the middle range of o.ur significant financial .risk profile for 20 I 7 

and 2018. Importantly. our forecasts-indicate the company will need to get timely base rate recoveries to keep 

financial measures from slipping to the lower end of the financial profile (which may happen if they do not get the rate 

increases recently requested as part of general rate cases in Washington and Idaho). Our base case indicates an 

expected supplemental ratio of operating cash flow ,to debt of about 15% to about l 7%, supporting the significant 

financial risk profile assessment. 

Liquidity: Adequate 

Avista has an adequate liquidity assessment because in ·our view its sources are likely to cover uses by more than 1. lx 

over the next 12 months and to meet cash outflows. even in the event of a I 0% decline in EBITDA. The adequate 

assessment also reflects the company's generally prudent risk management, sound relationships with banks, and a 

generally satisfactory standing in credit markets. 
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Summary: Allista Corp. 

Principal Liquidity Sources Principal Liquidity Uses 

• Cash FFO of about $355 million 

• Revolving credit facility of $400 million, 

• Debt maturities ofroughly $110 million, including 

short term debt 

• Capital spending of about $410 million 

• Dividends of roughly $95 million. 

Other Credit Considerations 

Other modifiers have no impact on the rating outcome. 

Group Influence 

Avista is subject to our group rating m ethodology criteria. We view Avista as the parent and driver of the corporate 

group. As a result, Avista's group and stand-alone credit profiles are the same at 'bbb'. 

Recovery Analysis 

Avista's first-mortgage bonds benefit from a first-priority lien on substantially all of the utility's real property owned or 

subsequently acquired. Collateral coverage of more than L.5x supports a recovery rating of '1 +' and an issue rating two 

notches above the issuer credit rating. 

lssue Ratings 

• We rate the preferred stock issued by Avista Capital 11 two· notches below the issuer credit rating to reflect the 

discretionary nature of the dividend and the deeply subordinated claim if a bankruptcy occurs. 

• The short-term rating on Avista Corp, is 'A-2' based on its issuer credit rating. 

Related Criteria And Research 

Related Criteria 
• Criteria - Corporates - General: Methodology And Assumptions: Liql.J.idity Descriptors For Global Corporate Issuers, 

Dec. 16.2014 

• Criteria - Corporates - Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013 

• Criteria - Corporates - General: Corporate Methodology: Ratios And Adjustments. Nov. 19, 2013 

• General Criteria: Methodology: Industry Risk, Nov. 19. 2013 

• General Criteria: Country Ri_sk Assessment Methodology And Assumptions, Nov. 19. 2013 

• General Criteria: Group Rating Methodology, Nov. 19, 2013 

• Criteria - Corporates- General: Corporate Methodology, Nov. 19, 2013 

• General Criteria: Methodology For Linking Short-Term And Long-Term Ratings For Corporate. Insurance, And 

Sovereign Issuers, May 7, 2013 

WWW STANOI\FlOANDPOORS.COM/RATINGSOIR[CT JUNE1 9,2017 5 
11 

I ' 



HYDRO ONE/901 
Lopez/Page 12 of 42

Summary: Avista Corp. 

• Criteria - Corporates - Utilities: Collateral Coverage And Issue Notching Rules For '1 +' And ' 1' Recovery Ratings On 
Senior Bonds Secured By Utility Real Property, Feb. 14, 2013 

• General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers, 
Nov. 13, 2012 

• General Criteria: Use Of Cred.itWatch And Outlooks, Sept. 14, 2009 

• Criteria - lnsurance - General: Hybrid Capital Handbook: September 2008 Edition, Sept. 15, 2008 

• Criteria - Corporates - General: 2008 Corporate Criteria: Rating Each Issue, April 15, 2008 

Business And Financial Risk Matrix 

Fina.ncial Risk Profile 

Business Risk Profile Minimal Modest Intermediate Significant AggTessive Highly leveraged 

Excellent aaa/aa+ aa a+/a a- bbb bbb-/bb+ 

I Strong aa/aa- a+/a a-/bbb+ bbb bb+ bb 

Satisfactory a/a- bbb+ bbb/bbb- bbb-/bb+ bb b+ 

Fair bbb/bbb- bbb- bb+ bb bb- b 

Weak bb+ bb+ bb bb- b+ b/b-

Vulnerable bb- bb- bb-/b+ b+ b b-
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Research Update: 

Avista Corp. Rating Affirmed At 'BBB' After 
Review; Outlook Stable 

Overview 

• Weare affirming our credit rating s o n U.S. integrated elect ric and gas 
utility Avista Corp . after a review. Tbese include the ' BBB ' issu er 
credit rating, the 'A- ' first mortgage bond rating with a recovery rating 
of 1 1+ 1 , and the 'A-2' short-term rating . We revised the liquidity 
assessment to adequate from strong based on current estima tes of uses 
such as capi t a l spending, debt maturities, short-term borrowings , and 
dividend paYrnents. The outlook remains stable . 

• The stable outlook refl•ects our expectat i on that the company wil l 
continue to effectively manage regulatory risks, fund capital spending in 

a manner that does not meaningfully increase- leverage, maintain adequate 
liquidity, and maintain compara b le financia l performance. We also expect 
no material i ncrease in business risk through expansion into nonutility 
operations. Under o u r base- case scenario, we expect funds from operations 
to total debt to a v erage about 18%. 

Rating Action 

On May 26, 2016, S&P Gl obal Ratings affirmed its ra t ings on Avista Corp. , 
including the ' BBB' issuer credit rati ng, the 'A- ' first mortgage bond rating 
with .a recovery rating of '1+ 1 , and the •A- 2 1 short term :r;ating. The outlook 
is st-abl e. In addition , we rev ised the liquidity assessment to adequate from 
strong. 

Rationale 

I n our assessment, Avista's business risk profi l e is strong , ref l ecting its 
l ower-risk, vertical l y integrated electric and natural gas distribution 
utility operations in Washingt0n and I daho, electric operations in A1aska, and 
ga.s distribution in Oregon. Al though tbe company operates in four st.ates, it 
has fewer than 400,000 electric and about 330,000 natural gas custome r s with 
no meaningful industrial concentration. When needed, the utility r equests cost 
recovery f rom regul ators. Because the utility has hydroelectric power 
exposure, i::ecovery mechanisms are impor tant to maintain operating cash flow 
after purchasing power for customers when hydroelectric generation i s 
unava ilable . The company has some f l exibility in implement ing incr.emental ;i:-at e 
changes t hrough its energy- recovery mechani sm in Washington and the power cost 
ad j ustment in Idaho, butt.he recovery of excess power costs is subject to 
minimum threshol ds and deferral bands. Purchased g as adjustments for ·gas 
distribution units in all three gas jurisdictions, along with hedging, 
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Research Ufidate: Avista Corp. Rating Affi'.nned At 'BBB' After Relliew; Outlook Stable 

mitigate gas price risk. These help avert large CGst-adjustment requests and 
supp.ort the business risk profile. Decoupling mechanisms smooth out opera.ting 
cash flow in all jurisdictions except Alaska. 

Our financial risk profile assessment of significant takes into consideration 
the mostly steady cash flows from the utility business. Our base case 
indicates that capital spending along with dividend payments will lead to 
negative discretionary cash flow over the next few years. Avista will need 
external funding to cover the deficit because internally generated cash flow 
is insufficient. Our base-case scenario suggests s .tronger finan cial measures 
o ver the next two years, including funds from .operations (PFO) to debt of 
roughl y 18% , mainl y benefiting from higher deferred taxes due to bonus 
depreciation. Our base case indicates an expected supplemental ratio o f 
operating cash flow to debt of about 16% to about 18%, bolstering the 
significant financial risk profile assessment. 

Liquidity 
Avista has an adequate liquidity assessment because in our view it..s source·s 

are likely to cover uses by more than l.lx over the next l2 months and to meet 
cash outflows, even with a 10% decline in EBITDA . The adequate assessment also 
reflects the company's generally prudent risk management., sound relationships 
with banks, and a gehet:ally satdsfactory standing in credit market.s. Avjsta 
recent1y extended the maturity of its credit. facilities to 2021. 

Principal liquidity sources: 
• We estimate FFO of about $360 million for the 12 months ending March 31, 

2017. 

• Revolving credit facility of $425 million. 
• Cashon hand of roughl y $10 mi1lion. 

Principal liquidity uses: 
• Capital spending of about $350 million for the 12 months ending March 31, 

2017 . 
• Dividends of r oughl y $85 million for the 12 months ending March 31, 2017. 
• Debt maturicies of about $195 million, including short- term borrowings . 

We rate the preferred securities at Avista Capital r:1 two notches below the 
issuer credit rating to reflect che discretionary nature of the dividend and 
t he deep l y subordinated claim i f a bankruptcy occurs. 

The shor t-term rating on Avista is 'A- 2' based on the issuer credit rating and 
our assessment of its liquidity as at l east ad.equate , 

Other Credit Considerations 

Other modifiers do not affect the rating outcome. 
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Research Ut1date: Avista Corp. Rating Affirmed At 'BBB ' After Review; 011t/nok Stable 

Group Innuence 

Avista is subject to the group rating methodol ogy ariteria. We view Avista as 
the parent that drives the group credit profile. As a result, Avista's group 

and stand-alone credit profiles are the same at 'bbb' . 

Outlook 

The stable outlook on Avista reflects our expectation that ove r the next two 
years the company will continue to effectivel y manage regulatory risks, fund 
capit.al spending suc.h that leverage does not meaningfully increase, preserve 
adequate liquidity, and maintain co.mparable financial performance. We also 
expect no material increase in business risk through expansion into nonuti l it.y 
operations. Under our base- case scenario, we expect FFO t o total debt to 

average about l8% . 

Downside scenario 
We cou.ld l ower the r ating in the next two years if business risk mater ially 
rises or credit measures diminish such that FFO to debt would be consistent l y 
less than 15%. This. could occur due to g reater borrowi ng or increased rate 
lag, a large deferral, or adverse regulatory decisions . 

Upside scenario 
In the next two years, we do not currently contemplate an upgrade given the 
company's c urrent business mix. Credit quality coul d strengthen if cash f low 
measures consider ably improve, specifically FFO to debt of more than 20% o n a 
consistent basis. The company could accomplish this by paying down debt with 
higher internal ly generated cash f low or incre-ased equity, or by boosting FFO 

without adding debt . 

Ratings Score Snapshot 

Corporate Credit Rating: BBB/Stabl e/A- 2 

Business risk: Strong 
• Country risk : Very low 
• Industry risk: Very low 
• Competitive posi tion: Satisfactory 

Financial risk: Significant 
• cash flow/Leverage : Sign ificant 

An chor: 'bbl) ' 

Modifiers 
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• Diversification/Portfolio effect: Neutral (no impact) 
• Capital structure: Neutral (no impact) 
• Financial policy: Neutral (no impact) 
• Liquidity: Adequate (no impact) 
• Managemen t and governance: Satisfactory (no impact ) 
• Comparable rating analysis: Neutral (no impact) 

Stand-alone credit profile: 'bbb• 
• Group credit profile: 'bbb' 

Recovery Analysis 

Avista's first mortgage bonds benefit from a first - priority lien on 
substantially all of the utility's real property owned or subsequently 
acquire d. Collateral coverage of more than l.5x supports a recovery rating of 
'l+' and an issue rating two notches above the issuer credit rating. 

Related Criteria And Research 

• Methodology And Assumptions: Liquidity Descriptors For Global Corporate 
Issuers, Dec . 16, 2014 

• Country Risk Assessment Methodology And Assumptions, Nov . 19, 2013 

• Group Rating Methodology, Nov. 19, 2013 
• Key Credit Factors For The Regulated Uti lities I ndustry, Nov. 19, 2013 

• Corporate Methodo1 ogy, Nov . l9 , 2013 

• Corporate Methodology: Ratios And Adjustments, Nov. 19, 2 013 

• Methodology: Industry Risk, Nov . 19, 2013 
• Methodology For Linking Short - Term And Long- Term Ratings For Corporate, 

Insurance, And Sovereign I ssuers, May 7, 2013 

• Collateral Coverage And I ssue Notching Rules For '1+' And '1' Recovery 
Ratings On Senior Bonds Secured By Utility Real Property, Feb. 14, 2013 

• Management And Governance Credit Factors F'or Corporate Ent.it.ies And 
Insurers, Nov . 13, 2012 

• General Criteria: Use Of CreditWatcb And Outlooks, Sept. 14, 2009 
• Hybrid Capital Handbook: September 2008 Edit ion , Sept. 15, 2008 

• 2008 Corporate Criteria: Rating· Each Issue , April 15, 2008 

Ratings List 

Ratings Affirmed 
Avista Corp. 
Corporate Credit Rating 
Senior Secured Rating 

Recovery Rating 

BBB/Stable/A- 2 
A-
l+ 

Certain terms useq in this report:, particularly certain adjectives used to 
express our view on r ating relevant factor.s , have specific meaning.s ascribed 
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to them in our criteria, and should therefore be read in conjunction with such 
criteria. Please see Ratings Criteria at www . standardandpoors.com £or furc.her 
i nformation. Complete ratings information is available to subscribers of 
RatingsDirect at www.globalcredit:portal.com and at www . spcapit alig.com. All 
:ratings affected by this rating act ion can be found on t he S&P Global Ratings 
public website at www. standardandpoors.com. Use the Ratings search box located 
in the left column. 

WNW STANDARDANDPOQRS COM/AATINGSDIR[Cl MAY 20, 20 16 6 
,, ' 



HYDRO ONE/901 
Lopez/Page 20 of 42

Copyright © 201.1 hy Standarct & l'eor's Financ:ial Se1V1tes LLC, All rights ,eserved 

No content (i11ch1d111g ratings, oredit-rela1ed analyses and data, valuations. model, software or other ap·plication or m11pul tl1e1efr-0m) or any part thereol (Conrentl may lle 
mod1f1ed, 1~verse 1mgmeered, reproduced or distnuuted In ,my form by any means, or stored ma database ur re1rieval sys1em, w1thou1 the prior wntten permission of 
Slandard & Poo1 's f inancial SorV1ces UC or 11s affil1ales (collechVely, S&P), T~e Content shall no1 ue used f<)I a11v u11lawful 01 unauthomud purposes S&P and any tlHrd•party 
1lrov1ders, as we11 as thP.ir d1rec1ms, officers. shareholders. employees or agents !collectively S&P Parties! du 1101 gua,antcc the accuracy, completans,s. 1irnelilless or 
~vnilabihty of tfie. Content. S&P Parnes are not iesponsihle for any errors or omissions lneghg~nt -01 ntharw1se). regardless of 1he cause, for the iesulls ob1~ined from the use 
of the Content or for the security or m11lntenance of any data input by the use 1, The Content is p1ovided on an "as,, • bas1s. S&P PAfHIES DISCLAIM ANY AND Ail EXPRESS 
OR IMPLIED WARRAN fl~S. INCLUDING, BUT NOT LIMITED TO. ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FRfEOOM 
FROM BUGS, SOF1WARE ERRORS OR DEFECTS. THAT HIE CONTENT'S FUNCTIONING WILi BE'UNINTERRUPTEU OR THA1 fHt CONTENT WILL OPERATE WITH ANY 
SOFTWARE OR lfARDWARE CONFIGURATION In no event shall S&P Partiel! Ii~ llaUle lo a1111 party for any d1rec:t, lnd11ect, mc1den1al, exemplary, comp~osatory. punitive. 
spacial or co11sequen1lal damaues, cos1s. expenses, legal tees, or losses (111c;ludin9, wi11101rt limrtation, lost income or lost profits and <1P1lortunfiy costs or losses caused hy 
negligence) !Fl connection w11h any use of the Content even ,r a~vised or the possibility of sllr.h damages. 

Credit-related and other analyses. 1nduding ratings, and statements m thij Co111en1 are snnements of opinion as al lhe date they are expressed and not statements of fr1c1 
S&P's opinions. analyses and raung acknowledgment dec1s1on~(describml below) are not recommendations to purchase. hold. or sell any secunt,es or to make anv 
investmenl declsions. and do not address the suitability of anv ~ecu1iW S&P' assumes no obliganon IO update 1he Coruent lollowrng publication 1n anv lorm or fmm~t The 
Con1ent sMulO no( be relied on and is not a substitute for 1ha skill, judgment and experience ol the user. Its managerne11t. employees, advisors and/or olieots-when m~kil\9 
investrnani and other business decisrons. S&P does not act as a liducrary 01 an mves!men! advisor e~cept where 1ey1s1ered as such While S&P has obtained mformation tron1 
source~ tt believes IO be reliable, S&P does 110111erfurm ~n audil and undertakes no duty ol due dll1gence or independent ver1flcauon of any 1n1ormatron It rm:eiv~s 

To the ex1ent that regulatory au1hori11es allow a ,ating agency to acknowledge Ill orte jurisdiction a rating issued in anotherJunsdiwon lor certain regulmory purposes. S&P 
1ese,ves the right to assig11, withdraw or s11spend such ac~nowledgmenl al any 110,e and lo us sole discretion. S&P Parues d1sda1m any duty Whatsoever arising out o( the 
assignment, withdrawal 01 suspens,un of an acknowledgmoot as well as any llabllllY tor unv ~am.ige alleged lo have been suflered on uccou111 \liereof, 

S&P keeps certain ac1iv111es of its busmess umts separate from each other tn ordor lo preserve 1he mdependonce and ob1eet1v1ty ol their mspec11ve activities, As a result, 
certain business units of S&P may have information tha1 1s not ava,lahle 10 other S&P bu~loess unJts. S&P has established pol,c1es aml p1ocedur.es10 maintain the 
confidentiality of oona111 non public tnlormntlon rnce,ved m connec1100 with each analvtic,il process. 

·s&P may receive com~ensatron lor ,ts ratings and certain analyses, no@ally from issuers or undeiwrrters ol secunlies or frorn o~hgors. s·&P reserv1ts the right 10 dissem,nare 
its opinions and a11alyses S&P's public ratings and analyses are mMe ,lVailalJle on Its Web sites. www.standardandpoors.cmri !free nl ~harge), and www rat1ngst1irer.t,com 
and www glof)alcrnd11portalcorn (subscnp!mn), and may tJe distributed through other moans, mclud1ng via S&P µuhl11;ario11s and 1h11d-partv redistr1bu1ors Add1t1onal 
informatiun 11110111 lmr ratmg,s fees 1s available at www.standardandpoors com/usrat1ngstees. 

SlANDARO & POOA'S, S&P and RATI NGSOIA[ CT are 1egis\ered trademarks ot Standard & Poor's Financial ~ervttes LI C 

WWW Sl ANOAROANDPOORS COM/RATINGSDIRCC'I MAY 26, 20 16 7 
• !I M I ., 



HYDRO ONE/901 
Lopez/Page 21 of 42

STANDARD & PO OR'S 
RATINGS SERVICES 
McGRAW HILL FINANCIAL 

RatingsDirect~ 

Summary: 

Avista Corp. 
Primary Credit Analyst: 
Gerrit W Jepsen, CFA, New York ( 1) 212-438-2529; genit.jepsen@standardandpoors.com 

Secondary Contact: 
Matthew L O'Neill, New York (1) 212-438-4295; matthew,oneill@standardandpoors.com 

Table Of Contents 

Rationale 

Outlook 

Standard & Poor's Base-Case Scenario 

Business Risk 

Financial Risk 

Liquidity 

Other Credit Considerations 

Group Influence 

Ratings Score Snapshot 

Recovery Analysis 

Issue Ratings 

Related Criteria And Research 

WWW .STAND~DANDPOORS.COM/RATINGSDIRECT 

TlllS WAS l'Ul'AIUiD UCLUSJVFL V fOII USI' II OOIA AH'ISTROlfll 
llOT ,oa IIJJllSTIUI0-001'1 U"LESS OTIO:llWl5r ,n1M1rrt.P 

MAY t.9, 2015 J 



HYDRO ONE/901 
Lopez/Page 22 of 42

Summary: 

Avista Corp. 

Business Ris.k: STRONG 

Vuln erable 

Financial Risk: SICiNll'ICAN1' 

0 
Highly leveraged 

Rationale 

Business Risk: Strong 

()

Excellent 

Minimlll 

bbb 
0 

Anchor 

• Regulated vertically integrated electric and natural 

gas distribution utility. 
• Geographic and operational diversity but largely 

Washington focus. 

• Higher hydroelectric power use. 
• Regulatory mechanisms provide cash flow stability 

when purchasing power during low water periods. 

WWW.STAHDARDANDPOORS.COM/RATINGSDIRECT 
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bbb 
0 

bbb 
0 

CORPORATE CREDIT RATING 

BBB/Stable/ A-2 

Modifiers Group/Gov't 

Financial Risk: Significant 

• Elevated capital spending over the next few years. 
• Negatively discretionary cash flow after dividends. 
• Consistent access to capital markets to fund capital 

spending. 
• A "strong" liquidity position that provides the utility 

a cushion due to its hydroelectric power use. 

MAY 19, 2015 2 
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Summary: Avista Corp. 

Outlook: Stable 

The stable outlook on Avista Corp. reflects our expectation over the next two years that the company will continue 

to effectively manage regulatory risks, fund capital spending in a manner that does not meaningfully increase 

leverage, preserve adequate liquidity. and maintain comparable financial performance. Under our base-case 

scenario we expect funds from operations (FPO) to total debt to average about 16%. 

Downside scenario 
We could lower the rating in the next two years if business risk were to materially rise or credit measures diminish 

such that FFO to debt would be consistently below 13%. This could occur as a result of greater borrowing or 

increased rate lag. a large deferral. or adverse regulatory decisions. 

Upside scenario 
In the next two years. we do not currently contemplate an upgrade given the company's current business mix and 

its focus on regulated operations. Credit quality could strengthen if cash flow measures considerably improve. 

specifically FFO to debt of more than 23% on a sustained basis. In addition. we would expect debt to EBJTDA of 

less than 3.5x. The company can accomplish this by paying down debt with higher internally generated cash 11ow. 

increased equity issuances, or asset dispositions. 

Standard & Poor's Base-Case Scenario 

Assumptions 

• Average capital spending of $360 million in 2015 

and declining to $350 million for 2016. 

• Dividends of roughly $85 million per year over the 

forecasted period. 

• Regular recovery of electric and gas rates through 

respective surcharges. 

• Average operation and maintenance expenses 

consistent with historical levels. 

• Negative discretionary cash flow indicating external 

funding needs. 

Business Risk: Strong 

Key Metrics 

2014A 2015E 2016E 

FPO/ total debt (%) 20.8 l4.2·1!i.5 15.7-16.5 

Debt/EBITDA (x) -4.5 4.2-4.6 3.8·4.2 

OCF /total debt(%) 24 17-J,8,5 l 7-1 8.5 

Note: Standard & Poor's adjusted figures. A--ActuaL 

E--Estimate. FFO--Funds from operations. 

OCF--Operating cash flow. 

In our assessment, Avista's business risk profile is "strong" based on what we consider the utility's "satisfactory" 

competitive position. "very low" industry risk of the regulated utility industry, and "very low" country risk of the U.S. 

where the company operates. The company's competitive position incorporates its vertically integrated electric and 

natural gas distribution utility operations in Washington and Idaho, electric operations in Alaska, and gas distribution 

WWW.STANDARDANDPOORS.COM/RATINGSDJRECT 
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Summary: Avista Corp. 

in Oregon. Although the company operates in four states, it bas fewer than 400,000 electric and about 330,000 natural 

gas customers with no meaningful industrial concentration. When needed, the utility requests through the regulatory 

process to recover costs. Since. the utility has hydroelectric power exposure, recovery mechanisms are important to 

mitigate the need to purchase power for customers when the hydro power is unavailable. The company has some 

flexibility in implementing incremental rate changes through its energy recovery mechanism in Washington and the 

power cost adjustment in Idaho, but the recovery of excess power costs in Washington is more restrictive with 

minimum thresholds and deferral bands. Purchased gas adjustments for gas distribution units in all three gas 

jurisdictions. along with hedging. mitigate gas supply risk. We view these as important in averting large cost 

adjustment requests and support the business risl< profile. 

Financial Risk: Significant 

We base our financial risk profile assessment of"significant" on the medial volatility financial ratio benchmarks. Our 

assessment takes into consideration the mostly steady cash flows from the utility business. Our base case indicates 

that capital spending along with dividend payments will lead to negative discretionary cash flow over the next few 

years. External funding will be needed to cover the deficit since internally generated cash flow is insufficient. Our 

base-case scenario suggests mostly steady key credit measures for the next several years, including FFO to debt from 

about 14% to 16%. Our base case indicates that the su_pplemental ratio of operating cash flow to debt is expected to 

range from about 17% to about 18.5%, bolstering the "signjficant" financial risk profile assessment. 

Liquidity: Strong 

Avista has "strong" liquidity as our criteria define the term. We believe the company's liquidity sources are likely to 

cover its uses by more than l.5x over the next 12 months and remain above lx over the subsequent 12 months. We 

expect the company to meet cash outOows even with a 30% decline in EBITDA. 

Principal Liquidity Sources 

• We estimate FFO of about $280 million in 2015 and 

$310 million in 2016. 

• Revolving credit facility of $425 million in 2015 and 

2016. 

Other Credit Considerations 

Other modifiers have no impact on the rating outcome. 

www.sTANDARDANDPOORS.COMfRATINGSDIRECT 
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Principal Liquidity Uses 

• Capital spending of about $360 million in 2015 and 

$350 million in 2016. 

• Dividends of roughly $85 million per year in 2015 

and 2016. 
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Smmnary: A11ista Cor/1. 

Group Influence 

Avista is subject to the group rating methodology criteria. We view Avista as the parent that is also the driver of the 

group credit profile. As a result, Avista's group and stand-alone credit profiles are the same at 'bbb'. 

Ratings Score Snapshot 

Corporate Credit Rating 

BBB/Stable/ A-2 

Business risk: Strong 

• Country risk: Very low 

• Industry risk: Very low 

• Competitive position: Satisfactory 

FinanciaJ risk: Significant 

• Cash flow/ Leverage: Significant 

Anchor: bbb 

Modifiers 

• Diversification/Portfolio effect: Neutral (no impact) 

• Capital structure: Neutral (no impact) 

• Financial policy: Neutral (no impact) 

• Liquidity: Strong (no impact) 

• Management and governance: Satisfactory (no impact). 

• Comparable rating analysis: Neutral (no impact) 

Stand-alone credit profile : bbb 

• Group credit profile: bbb 

Recovery Analysis 

• Avista's first mortgage bonds benefit from a first-priority lien on substantially all of the utility's real property owned 
or subsequently acquired. Collateral coverage of more than 1.Sx supports a recovery rating of' l +' and an issue 

rating two notches above the issuer credit rating. 

Issue Ratings 

• We rate the preferred stock two notches below the issuer credit rating to reflect the discretionary nature of the 
dividend and the deeply subordinated claim if a bankruptcy occurs. 

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT 
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S11mmary: Ai1ista Cnr/1. 

• The short-term rating on Avista is 'A-2' based on the issuer credit rating and our assessment of its liquidity as at 

least adequate. 

Related Criteria And Research 

Related Criteria 
• Criteria - Corporates - General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers, 

Dec. 16, 2014 

• Criteria - Corporates - Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013 

• Criteria - Corporates - General: Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013 

• General Criteria: Methodology: industry Risk, Nov. 19, 2013 

• Criteria - Corporates - General: Corporate Methodology, Nov. 19, 2013 

• General Criteria: Methodology For Linking Short-Term And Long-Term Ratings For Corporate. Insurance, And 

Sovereign Issuers, May 7, 2013 

• Criteria - Corporates - Utilities: Collateral Coverage And Issue Notching Rules For '1 +' And 'l' Recovery Ratings On 

Senior Bonds Secured By Utility Real Property, Feb. 14. 2013 

• General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers, 

Nov. 13, 2012 

• Criteria - Corporates - General: 2008 Corporate Criteria: Rating Each Issue, April 15, 2008 

Business And Financial Risk Matrix 

Business Risk Profile Minimal Modest 

ExceUent aaa/aa+ aa 

I Strong aa/aa- a+/a 

Satisfactory a/a- bbb+ 

Fait bbb/bbb- bbb-

Weak bb+ bb+ 

Vulnerable bb- bb-

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT 

TlllS WAS PUJ'I.Ul> QCLUSIYCLT tO USDI GlltA A~ClilC 
HOT roa llDIITIUIUTIOtl unuLS ()UU:RWISl! l'tu!ITJ'Ul 

Financial Risk Profile 

Intermediate Significant Aggressive 

a+/a a- bbb 

a-/bbb+ bbb bb+ 

bbb/ bbb- bbb-/bb+ bb 

bb+ bb bb-

bb bb- b+ 

bb-/b+ b+ b 

Highly leveraged 

bbb-/bb+ 

bb 

b+ 

b 

b i b-

b-
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MoooY,s 
INVESTORS SERVICE 

Rating Action: Moody's Affirms Avista Corp. at Baa1 ; Outlook Stable 

Global Credit Research -19 Jul 2017 

Approximately $1,5 BIiiion of Debt Securities Affected 

New York, July 19, 2017 -- Moody's Investors Service, ("Moody's") affirmed the ratings of Avista Corp., 
includfng Its Baa1 long-term issuer rating (see debt list below), following its announced agreement to be 
acquired by the Canadian electric utility Hydro One, Ltd. (HOL unrated). The outlook is stable. 

Outlook Actions: 

.. Issuer: Avista Corp • 

.... Outlook, Remains Stable 

Affirmations: 

.. Issuer: Avista Corp . 

.... Issuer Rating, Affirmed Baa1 

.... Multrple Seniority Medium-Term Note Program, Affirmed (P)A2 

, ... Senior Secured Medium-Term Notes, Affirmed A2 

.... Senior Secured First Mortgage Bonds. Affirmed A2 

.... Senior Secured Medium-Term Note Program, Affirmed (P)A2 

.... Senior Unsecured Medium-Term Note Program, Affirmed (P)Baa1 

RATINGS RATIONALE 

"The affirmation of Avista's ratings reflects our understanding that the acquisition debt, to be issued by Hydro 
One, Ltd., will be a direct obligation of the larger, more diverse Canadian holding company and should not 
affect Avista's standalone financial profile" said Vice President Ryan Wobbrock. 

On 19 July, HOL announced it had reached an agreement to acquire Avista Corp. for $53 per share in a $5,:3 
billion all-cash transaction, including the assumption of roughly $1.9 billion of Avista reported debt. The $53 per 
share purchase price represents a premium of around 24%, to AVisla's 18 July closing price. HOL has 
indicated that part of the transaction fin~nclng will include the Issuance of nearly $2.6 billion of HOL debt and 
about CAD1 .4 billion of contingent convertible debentures. 

Moody's expects that the transaction debt will be issued directly by HOL, a much larg.er holding company, and 
that it wlll not materially change Avista's financial or leverag.e metrics. Moody's also assumes that there wilt be 
no significant change to Avista's regulated capital structure and dividend policy. As such, we believe that 
HOL's ownership will be credit neutral, based on current assumptions. 

The acq1.Jisition is subject to the approval of Avista shareholders. various US state utility regulatory 
commissions (i.e., the Washington Utilities and Transportation Commission, the Oregon Public Utilities 
Commission, the Idaho Public Utilities Commission, the Regulatory Commission of Alaska, and the Montana 
Public Service Commission), the Federal Energy Regulatory Commission, among others, and in compliance 
with the Hart•Scott-Rodino Act. 

Avista's Baa1 senior unsecured rating and stable outlook reflects its primary business as a low-rlsk vertically 
inte.9rated electric and gas utility with $upportive cost recovery mechanisms. such as electric and gas revenue 
decoupling. Recent adverse regulatory events in Washington, Avista's primary jurisdiction, create some 
uncertainty for the company going forward, but Avista's financial prome can provide cushion to offset any 
neoative effects over the next 12-18 months. 
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Rating Outlook 

The stable rating outlook reflects our view that the pending acquisition by HOL will not materially affect lhe 
credit quality of Avista. The outlook also incorporates a view that Avista will continue to benefit from 
reasonably credit supportive regulation In its jurisdictions, especially its primary j urisdiction of Washington. 

Factors that Could Lead to an Upgrade 

The ratings for Avista could be upgraded if regulatory relationships in Washington improve and the company is 
able to produce cash flow to debt metrics above 21 % on a sustained basis, without the benefits from one-time 
adjustments or temporary tax benefits. 

Factors that Could Lead to a Downgrade 

Avista's ratings could considered for downgrade if less credit supportive regulatory relationships materialize 
over a sustained period of time or if cash flow to debt metrics were to fall to 17% on a consistent basis. Also, if 
the contribution of Avista's unregulated business were to increase significantly or its dividend payout increased 
meaningfully to support the new parent company's acquisitron debt. 

The principal methodology used in these ratings was Regulated Electric and Gas Utilities published in June 
2017. Please see the Rating Methodologies page on www.moodys.com for a copy oflhis methodology. 

REGULATORY DISCLOSURES 

For ratings issued on a program, series or category/class of debt, this announcement provides certain 
regulatory disclosures in relation to each rating of a subsequently Issued bond or note of the same series or 
category/class of debt or pursuant to a program for which the rat1ngs are derived exclusively from existing 
ratings in ac.cordance with Moody's rating practices. For ratings j.ssue<,1 on a support provider, this 
announcement provides certain regulatory disclosures in relation to the credit rating action on the support 
provider and in relation to each particular credit rating action for securities that derive their credit ratings from 
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory 
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be 
assigned subsequent to the final issuance of the debt, in each c_ase where the transaction structure and terms 
have not changed prior to the assignment of the definitive rating in a manner that would have affected the 
rating, For further information please see the ratings tab on the issuer/entity page for the respective issuer on 
www.moodys.com. 

For any affected securities or rated entitles receiving direct credit support from the primary entity(ies) or this 
credit rating action, and whose ratings may change as a result of this credit rating action, the associated 
regulatory disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following 
disclosures, Jf applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated 
entity. 

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related 
rating outlook or rating review. 

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal 
enfity that has issued the rating. 

Please see the ratlngs1ab on the issuer/entity page on www.moodys.com for additlonal regulatory disclosures 
for each credit rating. 

Ryan Wobbrock 
Vice President - Senior Analyst 
Infrastructure Finance Group 
Moody's Investors Service, Inc. 
250 Greenwich Street 
New York, NY 10007 
U.S.A. 
JOURNALISTS: 1 212 553 0376 
Cllenl Service: 1 212 55'3 1653 
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Jim Hempstead 
MP - Utilities 
lnfrastruclurn Finance Group 
JOURNALISTS: 1 212 553 0376 
Client Service: 1 212 553 1653 

Releasing Office: 
Moody's lnvestors·Service, Inc. 
250 Greenwich Street 
New York, NY 10007 
U.S.A. 
JOURNALISTS: 1212553 0376 
Client Service: 1 212 553 1653 

Moooy's 
INVESTORS SERVICE 

© 2017 Moody's Corporation, Moody's l nvestors Service, Inc. , Moody's Analytics, Inc. and/or their ticensors and 
affiliates (collectively, ''MOODY'S"). All rights reserved. 

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS 
AFFILIATES (''MIS") ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT 
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND 
MOODY'S PUBLICATIONS MAY INCLUDE MOODY'S CURRENT OPINIONS OF THE RELATIVE 
FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE 
SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET 
ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED 
FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RA TINGS DO NOT ADDRESS ANY 
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR 
PRICE VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S 
PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY'S 
PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT 
RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC. 
CREDIT RATINGS ANO MOODY'S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE 
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY'S PUBLICATIONS 
ARE NOT AND 00 NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD 
PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY'S PUBLICATIONS 
COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. 
MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S PUBLICATIONS WITH THE 
EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE 
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR 
PURCHASE, HOLDING, OR SALE. 

MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL 
INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE 
MOODY'S CREDIT RATINGS OR MOODY'S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. 
IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTH!;:R PROFESSIONAL ADVISER. 

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, 
COPYRIGHT LAW. AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE 
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, 
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN 
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON 
WITHOUT MOODY'S PRIOR WRITTEN CONSENT. 

AU information contained herein is obtained by MOODY'S from sources believed by it lo be accurate and 
reliable. Because of the possibHity of human ,or mechanical error as well as other factors, however, all 
Information contained herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary 
measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources 
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MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However, 
MOODY'S is not an auditor and cannot in every instance Independently verify or validate information received 
in the rat1ng process or in preparing the Moody's publications. 

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents. representatives, 
licensors and suppliers disclaim Uabllity to any person or entity for any indirect. special, consequential, or 
incidental losses or damages whatsoever arising from or in connection with the information contained herein or 
the use of or inability lo use any such information, even if MOODY'S or any of its directors, officers, employees, 
agents, representatives. llcensors or suppliers is advised in advance of the possibility of such losses or 
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage 
arising where the relevant finanolal instrument is not the subject of a particular credit rating assigned by 
MOODY'S. 

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, 
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any 
person or entity, including but not limited to by any negllgence (but excluding fraud, willful misconduct or any 
other type of liability that, tor the avoidance of doubt, by law cannot be excluded) on the part of, or any 
contingency within or beyond the control of. MOODY'S or any of its directors, officers, employees, agents, 
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the 
u-se of or inability to use any such lnformatron. 

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, 
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER 
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER 
WHATSOEVER. 

Moody's Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody's Corporation 
("MCO"), hereby discloses that most issuers of debt securities (including corporate and munfcipal bonds, 
debentures, notes and commercial paper) and preferred stock rated by Moody's Investors Service, Inc. have, 
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applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) tor 
appraisal and rating services rendered by it fees ranging from JPY200,000 to approximately JPY350,000,000. 

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements. 
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INFRASTRUCTURE AND PROJECT FINANCE 

Avista Corp. 
A Vertically Integrated Electric and Gas Utility 

Summary Rating Rationale 
Avista's Baal issuer rating reflects its primary business as a low-risk vertically integrated 
electric and gas utility with strong financial metrics.. The rating is underpinned by support ive 
regulatory jurisdictions, which provide important cost recovery mechanisms such as electric 

and gas revenue decoupling. 

Avista has some unregulated exposure in addition to its ownership of regulated utility Alaska 

Electric Light and Power (AELP, Baa3 stable), which provide marginal operational and cash 

flow diversity, but remain neutral in terms of affecting the ratings of Avista. 

Exh1b1t 1 

Avista's CFO pre-WC to debt is consistently in the high-teens. 
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Credit Strengths 

» Low-risk utility 1n supportive regulatory jurisdictions 

» Core utility business ill Washington provides stable cash flow 

Credit Challenges 

» High dividend payout ratio 

i> Eying long-term growth potential outside of rate-regulated, core business 

Rating Outlook 
The stable outlook incorporates our view that Av1sta's financial profile will maintain CFO pre-WC t o debt in the high-teens range 
and that it will continue to receive supportive cost recovery from ilS regulators. The stable outlook also incorporates a view that 
unregulated operations will remain below 15% of consolidated earnings and cash flow, and that the company's financial policy will 
maintain a relatively even mix of debt and equity in Its capital structure. 

Factors that Could lead to an Upgrade 
The ratings for Avista could be upgraded if the company were able to produte CFO pre-WC to debt above 20% on a sustainable basis, 

without the benefits from one-time adjustments. 

Factors that Could Lead to a Downgrade 
Avista's ratings could be negatively impacted if the level of regulatory support wanes, if the contribution of its unregulated business 
were to increase disproportionately to those or its regulated operations, or if CFO pre-WC to debt were to fall to 15% for a sustainable 
penod. 

Key Indicators 

r~hib1t 2 

ICEV INDICATORS (1! 

Avista Corp. 

12/31/20 15 12/31/2014 12/31/2013 

CFO pre-WC+ Interest/ Interest 5,7x 5.2X 5.0x 

era pre-WC/ Debt 20,7% 18.8% 19.7% 

CFO pre0WC- Dividends I Debt 16.2% 14.3% 15.2% 

Debt I Capitalization 44,8% 44.6% 46.7% 

[ 1) All r-atio, ~re based on 'Adjusted' financial data and incorporate Moody's Glohal Stand.ard Adjustmer'll> fo, Non-f1nanc1a\ Corporat1@s 
5outce-MoorJy', fnvesrors Service 

• ' I, ,\, t 

12/31/2012 12/31/2011 

4.4x 

17.7% 19.3% 

13.5% 153% 

47.4% 47.3% 

'" 
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Detailed Rating Considerations 
RECENT REGULATORY DECISIONS ARE CREDIT P051TIVE 

The primary credit dnver for Avista Is the degree of regulatory support and cost recovery allowed by its regulatory authorities, and 
particularly v,a the Washington Utilities and Transportation Commission (WUTC). which regulates roughly 60% of the company's 
revenue, We view the WUTC 10 be generally supportive to credit, while having improved cost recovery provisions in the last few years. 
For example, in December 2014, the WUTC allowed Avista to implement electric and gas decoupling mechanisms which €1'\hances 
the timely recovery of fixed costs for the utility and provides for stable and predictable gross margin and cash flow in the face of 
declining use, 1n addition to attrition adjustments forongomg rates. This has been particularly helpful for Avista, since energy delivery 
to customers has fallen in both electric and gas segments for 2015. 

More recently, the WUTC allowed a $10 .8 million gas revenue increase in January; however. the commission also ordered the company 
to reduce electric rates by $8.1 miWon, The rate reduction was mainly driven by lowef commodity and power pnces compared to the 
time when Avista made Its original filing. As such, we view the WUTC order as immaterial to Avista's credit profile, sfnce fuel and power 
costs do not generate margin and the rate reduction is not a result of unsupport,ve regulatory treatment. 

Following the electrk: rate decrease, Avista filed a rate case with a two-step electric and gas rate increase proposal through Lhe 78 
months ending June 2018. Avfsta 's request includes around $50 million of electric.and approaching $6 million cif gas annual rate 
increases. Avista will also be offsetting some of the customer rate impacts through energy recovery mechanism (ERM) rebates. The 
fi ling is primari ly driven by capital investments for maintaining and upgrad1ng its system. 

In Oregon, the Oregon Public Utilities Commission (OPUC) approved a $,ts million gas rate increase on March 3, 2016, based 0n a 
9.4% return on equity. While relatively minor in ierms of scale, the decision is credit positive since Avista ts now allowed to implement 
a revenue-per-customer decoupling mech-anism. 

In Idaho, the (daho Public Utilities Commisswn (IPUC) authorized Avista JUSt under $2 million of electric and just over 52 million of 
gas rate incr·eases, effective January 1, 2016, with an allowed ROE of 9.So/o. In addition to the settlement. the company was authorized 
elettric and gas decoupling mechanisms, as well. 

5TRONG CASH FLOW METRICS OFFSET HIGH PAYOUT AND SHARE REPURCHASES MADE IN 2074 

Avista's key financial metrics, such as cash flow from operations before the changes in working c.apital (er O pre-WC) to debt, have 
been very stable over the past five years, at around 79% The strength and consistency of Avista's financial metrics provides an offset 
to a dividend payout ratro thal is close lo 70% and the repur-chase of $80 million worth of common stock in 2014. Despite these credit 
neg.at1ve financial policies, Avista continues to maintain a financial profile in-line with Baa1 Integrated peers, who have averaged just 
over 20% CFO pre-WC to debt and 75% CFO pre-WC less dividends to debt over the past ffve years; both are tonsistent with the 
levels produced by Avista over thi.s time. 

Avista's $376 million of CFO in 2075 is significantly higher than historical periods, partly due to higher depreciation and amortization 
from additional p(ant-1n-serv1ce and a full year of AELP on Av1sta's consolidated books: non-cash pension expense exceeding cash plan 
contributions by around $25 million: and a $35 million swing in power and natural gas cost deferrals. While the a·sset additions will 
continue to boost depreciat ion and amortization, we expect the pension and deferrals for power and 'fuel costs to reverse over t ime, 
as the company's recovery mechanisms true-up the temporary mismatch between the costs Avista incurred and rates charged to 
customers. 

We expect for Avista's ongoing margin and cash f1ow to remain around $300 million due to margin-stabilizing decoupling mechanisms 
in Washington, Idaho and Oregon This would result In about 17% of Avisra's. total adjusted debt at l)ec:ember 2015. 

APPETITE FOR GROWTH MAY INTRODUCE GRCATER RISK OVER THE LONG-TERM 

Avista management has indicated an interest in creating new growth platforms through a non-utility subsidiary, Salix, Inc. (not rated), 
a subsidiary of Avistll Capita\, Inc. (not rated, a wholly-owned subsidt<.lry of Avista), Salfx w-as formed lo explore opportunities to 
extend natural gas use beyond traditional pipeline supplied markets, via expansion of liquefied natural gas (LNG) services lhroughout 
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the region. Av1sta's strategy is premised on the low-price and abundant supply of natural gas, which could give LNG an econornrc 
advantage over other competlng fuels_ However, this 5trategy has slowed given the steep declines in oil prices overthe last 18 months 

For now, we expect that t he management will take small. measured approaches to the development of its. unregulated business. 
Currenr!y, we do not view Salix as a negative to Avista's credit profile; however, if Salix grows to be a larger portion of earnings and 
cash fl6w, or e~hibit more business rfsk:, it has the potential of negatively hurting the credit profile for Avista. 

The current nature of Avista's capital plan is viewed posit ively, since the company is long power and primarily focused on basic system 
fmprovements: but. if other non-traditional areas are targeted for growth opportunities,, this could have the potential to raise the risk 
profile of the company. 

Liquidity Analysis 
Avjsta's external liquidity source consists of a $400 million senior secured revolving credrt faolity, which expires in April 2019 As of 
December 31, 20151 there were $149 million of cash borrowings. leaving $250.4 million of available liquidity under the line of credit. 
Since Avista currently has unsecured investment grade ratings from two nationally recognized rating agencies, the company has 
the optfon to request the banks to relinquish the existing First Mortgage Bond collateral position, but it has chosen not to do so for 
economic reasons. Despite the collateral staying in place at Avista's.discretion, the secured nature of the credit taci{itfes somewhat 

constrains Avist.;i's liquidity flexibility, in our opinion, since the typical Investment grade issuer (having an unsecured fadlity) Ci;lh use 
collateral as an option to improve bank credit access during periods of unforeseen liquldlty stress. 

The tacility has a $100 million accordion feature and is subject to gnd pricing, The $400 million facility does not contain any material 
adverse change language for borrowings but does so to access t.he $100 million accordion feature. The facility also includes a debt to 
capitalization covenant not to exceed 65%. As of December 2015, the company had sufficient headroom available under the debt to 
capitalization covenant. 

AEL&P has a $25 million line of credit whlch expires In November 2019 and has a consolidated debt to capitalization covenant of 
67.5%. As of December 31, 2015, the full amount was available for bQrFowing and AEL&P was in compliance with its covenant. 

Avista's next material debt maturilies occur in August 2016 when $90 million of first mortgage bonds is due AERC's next maturity is in 
2019 when its$ 15 million term loan is scheduled ta expire 

Profile 
Avista Corp. is pnmarlly a regulated electric and gas utility servIcIng around 375,000 electric and 335,000 gas customers In 
Washington, Idaho and Oregon. Avista also owns Alaska Energy and Resources Company (AERC, not rated), parent of Alaska Electric 
Light and Power Company (AELP; Baa3) which serves around 17,000 electric wstomers in Juneau, Alaska. 

Avista·£ utility operations are prima(ily regulated by the Washington Utilities and Transportation Commission (WUTC), Idaho 
Public Utilities Commi-ss1on (IPUC) and the Oregon Public Utility Commission (OPUC) AELP's rate, are regulated by the Regulatory 
Commission of Alaska (RCA) 

I 1, 
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Rating Methodology and Scorecard Factors 

lJ/hibit3 

lhtlng Factors 

Avista Corp. 

Regulated Electric and Gas Utilities Industry Grid (11(2] Current 

FY 12/31/2015 

Factor 1 : Regulatory Framework (25%) Measure 

a) Legislative and Judicial Underpinnings of the Regulatory Framework A 

b) Consistency and Predictability of Regulation A 

factor 2 : Ability to Recover Costs and Earn Returns (25%) 

a) Timeliness of Recovery of Operating and Capital Costs Baa 

b) Sufficiency of Rates and Returns Baa 

Factor 3 : Diversification (10%) 

a) Market Position Baa 

b) Generation and Fuel Diversity A 

Factor 4 : Financial Strength (40%) 

a) CFO pre-WC+ Interest/ Interest (3 Year Avg) 5.3x 

b) CFO pre-WC I Debt (3 Year Avg) 19,8% 

c) CFO pre-WC - Dividends/ Debt (3 Year AVg) 15.3% 

d) Debt/ Capitalization (3 Year AVg) 45.3% 

Rating: 

Grid-Indicated Rating Before Notching Adjustment 

Holdco Structural Subordination Notching 0 

a) Indicated Rating from Grid 

b) Actual Rating Assigned 

Score 

A 

A 

Baa 

Baa 

Baa 

A 

A 

Baa 
Baa 

Baa 

Baal 

0 

Baal 

Baal 

Moody's 12-18 Month Forward View 
As Date Published [3) 

Measure Score 

A A 

A A 

Baa Baa 

Baa Baa 

Baa Baa 

A A 

4.Sx - 4.9x A 

15% -19% Baa 
11% - 15% Baa 

45% - 50% Baa 

Baal 

0 0 

Baal 

Baal 

[1] All ,atio.s are based on ·Adjusted' tinancialdata and ,noorporate Moody's Global Standard AdJUslments for Non-Hnancial Corporat,or'\$. 
[2) As or 12131/201s ; 
[31 Thi., reprelents Moody:s forward 'llew, not the v,ew of the issuer: and unless noted in the text, does not incorporate significant acquisitions and divestitLires 
Source. Nocdy'J lnves!Ors Service 

Ratings 

Exhibit 4 
Category 
AVISTA CORP. 

Out look 

Issuer Rating 

First Mortgage Bonds 
Senior $ecurecl 
Senior Unsecured MTN 

ALASKA ELECTRIC llGHT AND POWER 
COMf>ANV(AELP) 

Outlook 
Issuer Rating 

AVISTA CORP. CAPITALII 

Outlook 
BACKED Pref. Stock 

Source· Moody's /nveslorj Service 

1, 

Mo0dy'1 Rating 

Stable 
Baal 

A2 
AZ 

(P)Baal 

St able 
Baa3 

Stable 
Baa2 

' I 
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Moony's 
INVESTORS SERVICE 
Rating Action: Moody's Assigns Baa3 Issuer Rating to Alaska Electric Light & 
Power Company; Outlook Stable 

Global Credit Research - 27 Jul 2015 

New York, July 27, 2015 - Moody's Investors Service, ("Moody's") today assigned a Baa3 Issuer Rating to 
Alaska Electric Light and Power Company (AELP), a subsidiary of Alaska Energy and Resources Company 
(not rated), whlch is a subsidiary of Avista Corporation (Baa1 stable). The rating outlook rs stable. 

RATINGS RATIONALE 

"The Baa3 Issuer Rating for AELP reflects strong regulatory support provi<;led by the Regulatory Commission 
of Alaska (RCA), which helps to offset AELP's weak financial metrlcs and small size" said Assistant Vice 
President Ryan Wobbrock. "The RCA's track record of allowing sufficient revenue increases to recover costs 
and allowing high returns (e.g., AELP's current 12,875% allowed ROE and 53,8% equity layer) provides the 
foundation for an investment grade credit profile, that offsets AELP's other weaknesses'' Wobbrock added. 

AELP's investment grade credit profile balances the gehetally low-risk nature of a rate regulated utility 
company with weak cash flow to debt metrics of around 10%, Its materially small size and concentration risks. 
For example. following Avista's recapitalization of AELP, CFO pre-WC to debt has fallen to 11 %, which is more 
reflective of a non-investment grade metric. We expect this level of financial performance over the next several 
years, as AELP constructs new generatfon facflities but also anticipate a slow gradual improvement in this 
metric as annual amortization payments are made on a portion of AELP's long,terru debt. In te,ms of 
concentration risk, about two thirds of AELP's 420 gigawatt hours of 2014 generation production comes from a 
single facility, the 78 megawatt Snetlisham Hydroelectric Project. which provides AELP power under a power 
purchase agreement. 

Avisla's ownership, while not a direct benefit to AELP's credrt profile, is s.een as a positive rating factor since 
Avista is a relatively conservative strategic owner and any potenltal equity support for AELP could be provided 
(with regulatory approval), without causing financial duress to Avista. At the same time, the existence of a $15 
millfon term loan at AERC adds additional indebtedness requirements for AELP, since AELP Is the only 
operating company to service lhe intermediate holding company debt. 

What Could Change the Rating - Up 

AELP could be upgraded if it were able to produce CFO pre-WC to debt in the mid-teens for a sustained 
period. 

What Could Change the Rating - Down 

Weak financial metrics are expected to persist beyond the next 12 -- 18 month rating horizon; however, AELP's 
rating could be downgraded during its four year construction period if CFO pre-WC to debt remains below 10% 
on a st<!ndalone prospective basis. Additionally, AELP could be downgraded if regulatory treatment from the 
RCA becomes less credit supportive, or if the company experiences a prolonged operational difficulty. 

Alaska Electric Light and Power Company (AELP; Baa3 stable) is a vertically integrated electric utiltty that 
services just under 16,500 customers in Juneau, Alaska. AELP is the primary operating subsidiary of Alaska 
Energy and Resources Company (AERC, not rated), an intermediate holding company and subsidiary of 
Avista Corp. (Avista; Baa1 stable). AELP's utility operations are primarily regulated by the RCA, with certain of 
its generc:ition facilities being regulated by the Federal Energy Regulatory Commission (FERC). 

The principal methodology used in this rating was Regulated Electric and Gas Utilities published in December 
2013. Please see the Credit Policy page on www.moodys.com for a copy of this methodology. 

REGULA TORY DISCLOSURES 

For ratings issued on a program, series or category/class of debt, this announcement provides certain 
regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or 
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category/class of debt or pursuant to a program for which the ratings are derived exclusl\/ely from existing 
ratings in accorde1nce wlth Moody's rating practices. For ratings issued on a support provider, this 
announcement provides certain regulatory disclosures in relation to the rating action on the support provider 
and in relation to each particular ratrng action for securities that derive their credit ratings from the support 
provider's credit rating. For provisional ratings, this announcement provides certain regulatory disclosures in 
relation to the provisional rating assigned, and in relation to a definitive rating that may be assigned 
subsequent to the final issuance of the debt, in each case where the transaction structure and terms have not 
changed prior to the assignment of the definitive rating in a manner that would have affected the rating. For 
further information please see the ratings tab on the issuer/entity page for the respective issuer on 
www.moodys.com. 

For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this 
rating action, and whose ratings may change as a result of this rating action, the associated regulatory 
disclosures Will be those of the guarantor entity. Exceptions to this approach exist for the following disclosures, 
if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated entity, 

The foltowing information supplements Disclosure 10 ('tlnformation Relating to Conflicts of Interest as required 
by Paragraph (a)(1 )(ii)(J) of SEC Rule 17g-7") in the regulatory disclosures made at the ratings tab on the 
issuer/entity page on www.moodys.com for each credit rating: 

Moody's was not paid for services other than determintng a credit rati11g in the most recently ended fiscal year 
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AFFILIATES {"MIS") ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT 
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OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER 
WHATSOEVER. 
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Strategy 
Hydro One is a purpose-led and values-driven company. Earlier in 2017, Hydro One 

launched the values that are integral to the company and to its communities. Those values include: 

• Safety comes first; 
• Stand for people; 
• Empowered to act; 
• Optimism charges us; and 
• Win as one. 

Hydro One’s strategic vision and business goals are consistent with, and included in, the 
business plans for Hydro One. This strategy will involve executing a number of strategic initiatives 
as follows:  

• Optimization of the Core; 
• Innovation in the Core; 
• Diversification by Entering Commercial Businesses; and 
• Building Scale and Diversifying the Business through M&A. 

Optimization and Innovation in the Core 
For the Ontario-based, rate-regulated transmission and distribution businesses Hydro One is 

transforming to achieve its vision of becoming a best-in-class, customer-centric commercial entity, 
with a culture of operational excellence and continuous improvement. To achieve this vision, 
Hydro One will execute on its strategy to transmit and distribute electricity safely and reliably in a 
manner that produces the greatest value for customers. Hydro One seeks to be excellent in every 
facet of its operations, to the benefit of its customers, employees and shareholders. 

Hydro One’s commercial orientation means that the company will be focused on customers, 
demonstrate corporate accountability for performance outcomes, and drive company-wide 
efficiency and productivity. Understanding customers’ needs and preferences and delivering 
system outcomes that are valued by customers are critical to Hydro One’s future success. Hydro 
One will excel at managing relationships with key stakeholders including customers, Indigenous 
communities, employees, governments and regulators. 

Innovation will become a focus for the company and Hydro One plans to invest in innovation 
to modernize the transmission and distribution grids, improving reliability and efficiencies as well 
as building a platform for connecting distributed energy resources. 

Diversification by Entering Commercial Businesses  
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Customer Expectations 
Hydro One is a customer centric commercial entity that provides service to its customers that 

meets their needs and preferences while ensuring that the system continues to deliver safe, 
reliable energy. This customer focus requires that Hydro One have a strong understanding of 
customer’s expectations for the Company. These expectations evolve and change over time which 
is why it is necessary for Hydro One to conduct formal customer engagement activities at regular 
intervals to ensure that Hydro One’s business objectives and investment planning outcomes are 
appropriate, supplementing ongoing customer feedback and interaction. It also allows the 
Company to have focused discussions on system investment plans prior to rate filings. 

Hydro One’s Transmission and Distribution businesses have very different classes of 
customers that were segmented and engaged using a variety of consultation methods including 

Hydro One/902 
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but not limited to one-on-one sessions, online surveys and focus groups. The results of the 
engagement showed contrasting priorities between the two businesses. Transmission customers’ 
top priority was reliability maintenance or improvement and they were willing to accept a small 
rate increase to achieve that outcome. In addition, energy quality was a significant factor for 
several sophisticated energy users. Distribution customers consistently prioritized low cost and 
wanted Hydro One to limit increases in rates. These preferences have guided the development of 
the investment plan for each business, with Transmission focusing on investments that will improve 
reliability and quality, and the Distribution investment plan designed to leverage productivity and 
keep rate impact low while still seeking some improvements in reliability. Both plans have 
benefited from a significant focus on analytics and cost efficiency plans to continue to reduce 
costs before asking customers for increases in rates.  

More details on the methodology for customer engagement and detailed results of the 
findings can be found in the business plans for Transmission and Distribution. 

Common Corporate Costs 
Hydro One utilizes a centralized shared services model to deliver its common services to its 

Transmission and Distribution businesses and to its affiliated companies. Each business and 
affiliate pays their share of these costs based on a cost allocation methodology developed by 
Black and Veatch Corporation and approved by the OEB which utilizes a breakdown of activities 
and drivers based on cost causality principles. 

As shown below, the majority of costs are allocated to the Transmission and Distribution 
businesses. A significant portion of these costs get capitalized based on the size of the 
Company’s capital work program relative to OM&A. The balance of 10.7% gets allocated 
Telecom, Remotes and shareholders. The OEB took issue with the amount of corporate 
management costs included for recovery from rate payers. The OEB considered some significant 
costs to be associated with transforming the company from a government owned regulated utility 
business to a growth oriented publicly traded company. Following OEB input, an adjustment has 
been made to move additional business transformation costs out of rate recovered business units. 

Hydro One/902 
Lopez/Page 4 of 5



 

 

Corporate Common Cost $M 2017F 2018 2019 2020 2021 2022 2023 CAGR
Corporate Management 12$        14$        14$        14$        15$        15$        15$        3.9%
General Counsel & Regulatory Affairs 35$        41$        39$        38$        38$        40$        41$        2.6%
Operations 113$       108$       108$       106$       107$       108$       108$       -0.8%
Customer and Corporate Relations 40$        43$        44$        45$        47$        47$        47$        3.1%
Human Resources 18$        22$        21$        21$        22$        22$        22$        3.7%
Strategy 13$        10$        10$        10$        11$        11$        11$        -3.3%
Finance 43$        48$        48$        49$        50$        50$        51$        2.8%
Information Solutions Division 21$        19$        19$        17$        18$        18$        18$        -2.7%
Bad Debt 18$        19$        19$        18$        18$        18$        18$        -0.3%

Total 313$      323$      321$      320$      325$      329$      331$      0.9%

OM&A Capital
Transmission Portion 16.4% 30.3%
Distribution Portion 23.9% 18.8%
Other Allocated 10.7%

Total Corporate Common Costs 2017 to 2023
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Privileged and Confidential – Internal Use Only 

Key Outcomes in this 6 Year Plan include… 

Improved Customer 
Satisfaction 

 Customer initiatives to improve satisfaction and increase efficiency including: 
 eBilling will increase customer participation from 8% to 40% by 2022 
 Web and Bill redesign will increase self-serve transaction from 90,000 to 500,000 by 2019 

 Indigenous Relations Initiatives include a new service model for First Nations focused on in-community, face-to-face 
interactions and enhanced engagement regarding our Distribution and Transmission applications 

 Customer bill impacts have been minimized 
  

 Distribution  - average of 1.3% per year or an average of $1.81 per monthly bill 

Regulatory 
Responsiveness 

 This plan addresses concerns raised by the OEB: 
 Earlier and more comprehensive customer engagement 
 Improved investment planning process 
 Improved work program execution performance 

Enhanced 
Operational 
Effectiveness 

 Operations initiatives and outcomes that improve safety, customer satisfaction, reliability and cost: 
 Replacement of assets and deployment of new technologies reduces the likelihood of failures and associated 

health, safety and environmental risks 
 

 Reduces Distribution outage duration (SAIDI) by 28% compared to 2017 year end forecast 
 Using technology to improve operational efficiency and reduce costs 

 

Financial 
Performance 

1 See table on Slide 5 for calculation and Risks and Opportunities on Slide 8. 

Chris Lopez – November 28, 2017 
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Key Assumptions Underlying the Business Plan 

OEB Rate Filings 
 Distribution   2018-2022    - approved as filed, subject to updates in this plan 

     
      

Allowed Return on 
Equity  Increased from 8.78% in prior plan to 9.00% for 2018-2023 

Deferred Tax Asset   

Conservation & Demand 
Management (CDM)  

Collective Bargaining 

 Power Workers Union: 1% existing contract yearly escalation.  Agreement expires March 31 2018, Plan escalates by 
inflation thereafter 

 Society of Energy Professionals: 0.5% existing contract yearly escalation. Agreement expires March 31 2019, Plan 
escalates by inflation thereafter 

Avista Corporation 

Dividend Policy  Plan targets dividend payout in middle of 70%-80% target range 

Specifically Excluded 
from Budget 

 Future acquisitions 
 New innovation businesses such as distributed generation 
 Significant development projects are not included in the plan such as East-West tie and Northwest bulk transmission 

Chris Lopez – November 28, 2017 
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Chris Lopez – November 28, 2017 
 

HYDRO ONE/903 
Lopez/Page 5 of 30



6 

Privileged and Confidential – Internal Use Only 
Chris Lopez – November 28, 2017 
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Business Plan Opportunities & Risks (Ontario)  

Return on Equity 
 

Dx: ROE locked at 9.00% until 2021 
100 bps change 

No Impact.  
ROE set in Business Plan at OEB 
approved level. 

  
 

Dx : 2021-23  
 +/- $36 – $39 million annually 

Interest Rates 

Cost of debt included in revenue 
requirement, but subject to risk once the 
revenue envelope is approved 
100 bps change 

+/- $23 million +/- $23 – $40 million annually 

Load Forecast 

Revenue based on actual demand and 
consumption may differ from the October 
2017 Load Forecast 
1 standard deviation 

 
Dx: +/- $11 million 

  
  

Dx: 2018-23  
 +/- $11 million – $33 million  

Deferred Tax 
Asset2 Risk of losing full shareholder benefit  

One-time impairment: 
  

 Dx: ~($370) million 

No annual income impact 
Annual FFO impact: ($50)–($60) million 

OEB – Capital 

 
 
 

10% of Dx Capital (2018) = $65M 

 
 

 
 

1 1 cent on EPS ~ $6 million net income 
2 Motion to Review & Vary Tx Decision filed in October 2017 seeking full allocation of  DTA to shareholder. If unsuccessful, will appeal to higher court with lower probability of success.  

Opportunity/Risk 
Identification 2018-23 Annual Impact 

1Net Income Impact (C$ millions) 

2018 Budget 

Chris Lopez – November 28, 2017 
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Distribution Tariff and Total Bill Impacts 

2.7 
3.4 3.0 

4.7 

2.6 

3.0 
0.2 

-0.2 

-2.3 

-0.3 

-3

-2

-1

0

1

2

3

4

5

6

7

2018 2019 2020 2021 2022

% 

Base Revenue Impacts Load Impacts 

Dx Tariff Impacts (%)1 
2018-20221 

5.7 

2.3% 

1.4% 

1.1% 
1.0% 

0.9% 

0.0%
0.2%
0.3%
0.5%
0.6%
0.8%
0.9%
1.1%
1.2%
1.4%
1.5%
1.7%
1.8%
2.0%
2.1%
2.3%
2.4%
2.6%

2018 2019 2020 2021 2022

Bill impact: Typical Residential Customer2 
2018-20222 

3.6 

2.8 

2.4 

2.3 

$3.10 $1.94 $1.53 $1.28 $1.22 

1 Distribution rates only filed with OEB until 2022. 
2 An estimated total bill amount before taxes for a typical R1 customer is approximately $135. Fair Hydro Plan impact considered for commodity portion of bill only. 

 Key Comments: 
− 2018 Tariff increase largely a result of higher Cost of Capital updates including ROE [9.00% from 8.78%] 
− Rate Base Growth throughout the planning period 
− 2021 acquired LDCs incorporated  

Chris Lopez – November 28, 2017 
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Strategy  

 Hydro One is transforming to achieve its vision of becoming a best-in-class, customer-centric 
commercial entity, with a culture of continuous improvement and excellence in execution.  

 Hydro One’s commercial orientation means that the company will: 
− be focused on customers,  
− demonstrate corporate accountability for performance outcomes,  
− and drive company-wide efficiency and productivity.   

 Hydro One’s vision and strategy reflect values that are integral to the well-being of communities: 
− Safety comes first; 
− Stand for people; 
− Empowered to act; 
− Optimism charges us; and 
− Win as one. 

 The key outcomes that the Company expects from its strategy are as 
follows: 
− Improved levels of customer satisfaction; 
− Minimizing the long-term cost of maintaining the reliability of the Transmission and 

Distribution systems; 
− Maintain top quartile reliability in the Transmission system and continually improve 

reliability in the Distribution system by mitigating risk arising from asset deterioration; 
− Achieve an injury free workplace and a safe environment for the public; 
− Compliance with all regulatory and reliability standards; and, 
− Responsible environmental stewardship. 

 

Chris Lopez – November 28, 2017 
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Customer Relations 

 Hydro One is a customer centric commercial entity that provides service to its customers that meets 
their needs and preferences while ensuring that the system continues to deliver safe, reliable energy.  

 

 Customer from Tx and Dx were segmented and engaged using a variety of consultation methods 

 

 

 Distribution customers’ key preferences 
− Customers consistently prioritized low rates as the top priority and wanted Hydro One to do its best to limit increases. 
− Reliability was the second most important factor – very low willingness to accept rate increases to attain better reliability. 
− Power quality was a significant factor for large customers. 
 

 These preferences have guided the development of the investment plan 

 In-Sourcing of Customer Contact Centre 

 

 

Chris Lopez – November 28, 2017 
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Indigenous Relations 

 Hydro One’s Indigenous Relations Strategy is to ensure the Company remains committed to 
developing and maintaining relationships with Indigenous communities that demonstrate mutual 
respect.  

 

 The key goal for Hydro One is to become the primary business partner to Indigenous communities by 
2021. The key objectives to meet that goal are: 
− Become Top of Class: Fully integrate Indigenous relations into each line of business;  
− Become Primary Utility Partner: Create business, technical, knowledge and advocacy partnerships; and,  
− Support Indigenous Leaders: Work with communities by supporting future leaders. 

 

 Hydro One is actively pursuing a number of initiatives that fit well with the framework: 
− Successfully offered a new service model to several Ontario First Nation communities that focuses on in-community, face-to-face 

interactions, to ensure that customers understand and have access to all available programs; and, 
− Implementing the First Nations Conservation Program for communities that have not benefited from the IESO’s Aboriginal 

Conservation Program;   
− Implementing the Affordability Fund to help First Nation customers make their home more energy efficient provided they cannot 

afford to make energy efficiency improvements, and do not qualify for the Save on Energy Home Assistance Program; and, 
− Development of training for the Executive Leadership on Indigenous Relations. 

 

 

Chris Lopez – November 28, 2017 
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Regulatory 

 Risks related to obtaining rate orders or other regulatory approvals  
− Uncertainty regarding, or delays in receiving, approval of major application revenue requirements or capital plans, by the OEB.  
− Risks around regulatory approvals by the OEB for leave to construct applications, applications for mergers or acquisitions and environment 

approvals 
 

 Deferred Taxes 
− As part of the IPO, Hydro One incurred a departure tax of $2.6 billion due to the transition to the Federal taxing authority.  
− Company recorded a deferred tax recovery, representing the fair market value “bump” of its assets, $2.3 billion related to Networks. 
− OEB decision ruled against excluding the tax recovery and 38% is to be shared with Ratepayers – Hydro One is appealing. 
 

 Integration of Acquired Local Distribution Companies and New Rate Classes 
− Integration of acquired LDCs to be complete in 2021 
 

 Rate Setting Approach and Business Implications 
− Dx rates for 2018 will be set using a rebasing approach and rates for 2019 to 2022 will be set on a formulaic basis. Proposing a similar 

application for Transmission. 
− Risks on OM&A borne by the shareholder and the company loses the ability to adjust for load and ROE over the period. 
− Have proposed updating load forecast and ROE in 2021 to coincide with the integration of Acquired Utilities.   
− This adds risk and opportunity for the Company and must be carefully managed. 
 

 Capital In-Service Variance Account  
− Dx application proposed a CISVA;  . The features of a CISVA include: 

− Tracks variances between in-service additions and amount included in OEB approved rates in each individual year; 
− Revenue requirement associated with any under spending to be accumulated and returned to customers at end of the five-year term; and, 
− Account will be asymmetrical; over spending of these amounts is not recoverable. 

Chris Lopez – November 28, 2017 
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Productivity 
 Quantifiable and sustainable improvements embedded in the work program and or cost centers: 

− More effective procurement programs, including investments in new processes and tools; 
− Reductions in administrative expenditures through improved processes, tools and optimization of internal staff skills; 
− Rationalization of Fleet size, cost and related spending; 
− Rationalization of IT spending; 
− Improved field efficiency through improved work planning and analytics; and, 
− Development of analytical measures to enable tracking of outcomes and better leveraging of existing spend. 

 Robust governance structure ensures productivity savings reported accurately 

 
Chris Lopez – November 28, 2017 
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Dx Capital is $3.6 billion over five years, representing an annual 6.0% Growth Rate 

599 632 
741 707 711 797 

629 627 

750 713 726 

21 22 19 20 18 2017 

Current Outlook 

Current Year Forecast 

Original Target Aligned 
 to Last Filing1 

Capital Expenditure Trajectory 
$ million, 2018-2022  

Total CapEx 
$ million, 2018-22 

$3,628 

CAPITAL 

1. Original target based on previous investment plan filed as part of the 2018-22 Dx 
Rate Application 

2. Figures exclude Acquired LDCs 

$3,588 

($40) 

Original Target 

Recommended 
Plan 

Change 

Growth Rate 
% 2018-2022 

6.7% 

6.0% 

(0.7%) 

Highlights 

Dx Investment Plan 

Investment Plan – Dx Capital 

Dx Capital Plan is $3.6 billion over five years 
 Improvement in reliability (SAIDI) of 28% from  8 hours to 5.8 hours 

 Addresses highest risk assets within the system 

 Addresses critical safety & environmental risks  

 

Forecasted costs for the core Dx Investment Plan are 
consistent with the 5-year Dx OEB filing  
 Address worst performing feeders and modernize the Dx system to meet 

the expanding and evolving needs of our customers 

 Address the aging infrastructure by replacing end of life assets 

 

We seek to balance customers’ needs and preferences 
with responsible asset management in a manner that 
controls costs.  
 Continue to leverage innovation and improve productivity in order to 

reduce cost and improve service levels to our customers 

 Productivity savings of $240M is built into the plan 
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OM&A 

Highlights 

Investment Plan – Total OM&A 

 The plan addresses condition assessments, 
preventative and corrective maintenance, including 
increasing environmental and regulatory compliance 
requirements. 

 Dx OM&A plan is $2.8 billion over five years 

 

 Vegetation Management and Planned Outage Reductions account for 
80% of the overall distribution SAIDI reductions 

 

The plan incorporates OEB and Customer Feedback: 
 Reflects customer priorities for cost, safety and reliability 

 Continues to optimize the life of the existing assets by balancing 
operational risk, cost and value delivered to customers 

Forecasted costs for the core Dx Investment Plan are 
consistent with the figures filed with the OEB 
 Incorporates the new vegetation management program (Optimal Cycle 

Protocol) that is expected to result in improved unit costs and long-term 
efficiency as well as improved reliability and customer satisfaction  

Chris Lopez – November 28, 2017 
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Common Corporate Costs 

 Majority of costs allocated to Transmission and Distribution (89%).   

 A significant portion of these costs get capitalized (49%). 

 The remaining 11% of costs get allocated to Telecom, Remotes, Other Subs and Shareholder. 

Corporate Common Cost $M 2017F 2018 2019 2020 2021 2022 2023 CAGR
Corporate Management 12$        14$        14$        14$        15$        15$        15$        3.9%
General Counsel & Regulatory Affairs 35$        41$        39$        38$        38$        40$        41$        2.6%
Operations 113$       108$       108$       106$       107$       108$       108$       -0.8%
Customer and Corporate Relations 40$        43$        44$        45$        47$        47$        47$        3.1%
Human Resources 18$        22$        21$        21$        22$        22$        22$        3.7%
Strategy 13$        10$        10$        10$        11$        11$        11$        -3.3%
Finance 43$        48$        48$        49$        50$        50$        51$        2.8%
Information Solutions Division 21$        19$        19$        17$        18$        18$        18$        -2.7%
Bad Debt 18$        19$        19$        18$        18$        18$        18$        -0.3%

Total 313$      323$      321$      320$      325$      329$      331$      0.9%

OM&A Capital
Transmission Portion 16.4% 30.3%
Distribution Portion 23.9% 18.8%
Other Allocated 10.7%

Chris Lopez – November 28, 2017 
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Appendix 

 

Chris Lopez – November 28, 2017 
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Business Plan Diagram 

 Consolidated Business Plan – fundamental document outlining the company’s plans for the 
2018-2023 period.  

 Budget – this document, which integrates closely with the Consolidated Business Plan, lays out 
the specifics of expenditures for the 2018 calendar year. 

 

 

 Transmission Business Plan – Plan for the 2018-2023 period that focuses on the 
Transmission side of the business.  It is fully expected that this will be filed with the OEB as part 
of our April 2018 Tx rate filing. 

 Distribution Business Plan – Plan for the 2018-2023 period that focuses on the Distribution 
side of the business.  Either by interrogatory or by motion, it is fully expected that this could be 
called into evidence as part of our previous March 2017 Dx rate filing with the OEB. 

 

 Transmission System Plan – TSP to be filed as part of the April 2018 Tx filing.  This is a 
document explaining the many factors, processes and outcomes that comprise our investment 
plan. 

 Distribution System Plan – the DSP was filed as part of our Dx application in March 2017.  
This has not been altered. 

Chris Lopez – November 28, 2017 
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Dx OM&A is $2.8 Billion over five years, representing an annual 1.3% Growth Rate 

538 549 558 564 573 578 

547 565 568 577 584 

18 2017 22 21 20 19 

Work Program OM&A Trajectory 2018-2022 
$ Millions (Does not include corporate common costs) 

Total OM&A 
$ M, 2018-22 

$2,885 

OM&A 

OM&A 
Growth 

%, 2018-22 

1.1% 

$2,823 1.3% 

($17) 0.2% 

Original 
Target 

Draft Plan 

Change 

OM&A 
Growth 

%, 2019-22 

1.3% 

1.2% 

(0.1%) 

Dx OM&A Plan is $2.8 Billion over five years 
 

Forecasted costs for the core Dx Investment Plan are 
consistent with the figures filed with the OEB 
 Redirection opportunities have been identified, but not embedded in the 

plan, to introduce a shortened and targeted vegetation management 
program that is expected to result in long-term productivity savings as 
well as improved reliability and community relations. 

 

Common corporate investments have been updated 
consistent with the Tx Investment Plan.  

 

We minimized the customer rate impact of the plan 
through productivity commitments  
 Includes $142 Million of embedded productivity savings related to the 

core Dx business, identified in the previous plan  

 Includes $61 Million of common IT savings 

Highlights 

Dx Investment Plan 

1. Original target based on previous investment plan filed as part of the 2018-22 Dx 
Rate Application 

2. Figures exclude Acquired LDCs 
 

Investment Plan – Dx OM&A 

Current Year Forecast 

Original Target Aligned 
 to Last Filing1 

Current Outlook 
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Proposed Updated Post-Closing Corporate Structure 
 

 

 

 

 

 

 

 

 

 

 



Revised Post-Closing Corporate Structure

Hydro One Limited 

(Ontario Corporation) 

Hydro One Inc. 

Hydro One Networks 

Inc. 

Hydro One Remote 

Communities Inc. 

Can Sub   

(Ontario Corporation)                

Olympus Holding Corp. 

(Delaware 

Corporation) 

Olympus Equity LLC             

(Delaware Limited 

Liability Company) 

Avista Corporation 

(Washington 

Corporation) 

Avista Corporation 

Subsidiaries 

  

2486267  

Ontario Inc. 

Hydro One Telecom 

Inc. 
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I. INTRODUCTION 1 

Q. Please state your name, business address and present position with Avista 2 

Corporation? 3 

A. My name is Ferio Pugliese and my business address is 483 Bay Street, South 4 

Tower, 8th Floor, Toronto, Ontario M5G 2P5.  I am Executive Vice President, Customer Care 5 

and Corporate Affairs of Hydro One for Hydro One Networks Inc. (“Hydro One Networks”). 6 

Hydro One Networks is an indirect, wholly-owned subsidiary of Hydro One Limited (“Hydro 7 

One”) and serves more than 1.3 million residential and business customers in Ontario, Canada. 8 

Hydro One Networks is the largest business segment of Hydro One. 9 

Q. Please summarize your education and business experience. 10 

A. Prior to my appointment at Hydro One, I held progressively senior leadership 11 

roles in hospitality, pulp and paper and airline industries with responsibility for human resources, 12 

operations and customer service. Starting in 2007, I was a member of the executive leadership 13 

team at WestJet Airlines, serving as WestJet’s Executive Vice President, People, Culture and 14 

Inflight Services. In 2013, I led the launch and successful operation of the company’s regional 15 

airline as President of WestJet Encore. WestJet Encore was recognized for having the continent’s 16 

top on-time performance for regional airlines in 2015. I have been recognized as a market leader 17 

in customer service, and I bring expertise in building and leading a winning culture focused on 18 

serving customers and communities. I was recognized by Caldwell Partners as one of Canada’s 19 

Top 40 under 40 in 2007. I hold a Master of Arts degree in Adult Education from Central 20 

Michigan University, as well as an Honors Bachelor of Arts degree in Social Science and an 21 

Honors Bachelor of Commerce degree from the University of Windsor. 22 

 23 
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Q. Please describe the responsibilities of your current position. 1 

A. My primary responsibilities for Hydro One Networks include customer service, 2 

indigenous relations, market solutions, government relations, and communications. As the leader 3 

of the customer service organization, I am responsible for the provision of high quality service to 4 

1.3 million customers, including rural residential customers, local distribution companies, and 5 

the large-use businesses. This includes responding to customers’ inquiries when they contact the 6 

Contact Centre; ensuring a dedicated team of account executives is available for our large-use 7 

customers; obtaining meter readings; issuing timely and accurate bills; providing online tools and 8 

products for our customers to monitor their electricity usage; processing customer payments; 9 

managing the collections program; and providing financial assistance to low-income customers. 10 

Through interactions with our customers, Hydro One Networks aims to educate 11 

customers about their bills, explain electricity prices, provide energy usage analytics, and offer 12 

social service assistance to low-income customers. 13 

Q. Have you filed direct testimony in this proceeding? 14 

A. Yes, Hydro One Ex. 600. 15 

Q. Are you sponsoring any exhibits that accompany your testimony? 16 

A. No. 17 

  18 
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A table of contents for my testimony is as follows: 1 

Description           Page  2 

I. INTRODUCTION ...............................................................................................................1 3 

II. CUSTOMER SERVICE ......................................................................................................4 4 

III. LABOR COMMITMENTS .................................................................................................7 5 

IV. ENVIRONMENTAL MATTERS .......................................................................................8 6 

V. FIRST NATIONS ..............................................................................................................12 7 

 8 
 9 

Summary of Testimony 10 

Q. Please summarize your testimony. 11 

A. The purpose of my testimony is to explain the following ways in which the 12 

Proposed Transaction will benefit Avista’s Oregon customers and the public: 13 

• Hydro One Networks’ customer service record and improved practices 14 

demonstrate its commitment to directly address problems in a meaningful way; 15 

• Avista’s labor commitments and Hydro One’s pledge that Avista will continue to 16 

act as a stand-alone utility within this context; 17 

• Hydro One’s environmental compliance policies, with an emphasis on Hydro 18 

One’s dedication to the Pacific Northwest; and   19 

• Hydro One Networks’ experience and priorities related to providing electric 20 

service to the rural and remote regions, including Indigenous Communities.  21 

My testimony will explain why, from a customer perspective, Hydro One is the right 22 

partner for Avista, and that over time, through our combined focus and commitment to 23 

customers, as well as our aligned customer service philosophy, Avista’s customers will benefit 24 

from the partnership between Hydro One and Avista. 25 
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II. CUSTOMER SERVICE 1 

Q. The Commission Staff’s testimony noted Hydro One’s billing problems in 2 

2014 and the Ontario Ombudsman’s investigation.  Do those events represent the Hydro 3 

One that proposes to acquire Avista today?1   4 

A. No, not at all. Hydro One today is a very different company.  Prior to its Initial 5 

Public Offering (“IPO”) -- when it was still a Crown Corporation and under different 6 

management than today -- Hydro One encountered a number of issues when it implemented a 7 

new billing system in 2013.   8 

Since November 2015, Hydro One has become a publicly traded company with an 9 

entirely new management team.  I was hired specifically to improve Hydro One’s customer 10 

service, bringing a wealth of expertise in building and leading a strong corporate culture focused 11 

on serving customers and communities.  Since 2015, the overall health of Hydro One’s Customer 12 

Service department has made significant strides in all functional areas, including billing, Contact 13 

Centre, and collections.  14 

The billing issues encountered in 2013 as a result of the new customer information system 15 

have been resolved. In fact, billing accuracy surpassed the Ontario Energy Board’s requirement of 16 

98% in 2017 and is the highest in the Company’s history.  Hydro One is committed to providing 17 

customers with timely and accurate bills.  18 

Critical Contact Centre metrics, most notably speed of answer and first call resolution, 19 

also exceeded targets in 2017, whereby 82% of customer calls were answered in 30 seconds, against 20 

an Ontario Energy Board target of 65% in 30 seconds. Furthermore, First Call Resolution ended the 21 

                                                 

1 Zarate, Commission Staff Ex. 400, page 9 (lines 27) - 10 (line 11).  
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year at 85%, and customer satisfaction with a Contact Centre agent ended the year at 90%, both of 1 

which are the highest in the company’s history. 2 

In an effort to assist customers who were struggling to remain current on their bills, the 3 

department reviewed all the customer-facing collection policies and implemented several 4 

changes. This included the continuation of the Winter Relief Program and the release of over $12 5 

million in security deposits. Hydro One’s improved collection policies and practices resulted in 6 

numerous financial, operational, and customer benefits, including a 37% reduction in the number 7 

of customers in arrears exceeding 90 days and an 80% reduction in collection-related escalations 8 

in the Contact Centre. Furthermore, overdue accounts receivables has declined over 60% since 9 

the peak in 2014. Through these revised policies and practices, Hydro One was able to exceed 10 

financial objectives while reducing the number of customers who were disconnected by over 11 

55%.  12 

2016 and 2017 also marked significant advances in operations with the deployment of 13 

new initiatives and services for customers, including: eBilling, high usage alerts, a new website, 14 

Winter Relief, and a newly designed bill. These new initiatives provide customers with additional 15 

choices and self-serve abilities at their convenience. 16 

Hydro One has transformed into a world-class, customer-first company and is committed 17 

to improving the overall customer experience and providing great customer service. As a result 18 

of strong operational performance in recent years, Hydro One’s 2017 overall customer 19 

satisfaction rate with distribution customers improved by 5% over 2016 results, to 71%.  20 

Furthermore, the 2017 overall satisfaction rate with transmission customers improved by 10% 21 

over 2016 results, to 88%. 22 
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Q. Staff Witness Zarate’s testimony quoted Hydro One’s former CEO as stating 1 

that, “Hydro One’s culture was at the heart of our customer service failings.  We are 2 

committed to changing that culture to become one of service and pride that puts the focus 3 

on ensuring that Hydro One is the company the people of Ontario need us to be.”2  Would 4 

you agree? 5 

A. Yes, the change in Hydro One’s culture has happened.  We have new 6 

management, and objective metrics demonstrate that customer service has improved dramatically 7 

since the company’s pre-IPO days. In fact, one of Hydro One’s corporate priorities is customer 8 

service. The entire company is focused on putting our customers at the centre of what we do, by 9 

listening and responding to their needs, advocating on their behalf, and focusing the organization 10 

on pursuing activities that have both meaning and impact. These issues have been resolved.     11 

Q. The Commission Staff testimony noted inefficiencies in Hydro One’s 12 

historical customer service.3  Why should the Commission conclude that Hydro One’s pre-13 

IPO customer service issues are not indicative of how Hydro One will function as the 14 

parent of Avista?4   15 

A. As described in my previous answers, Hydro One is under new management that 16 

brought with it a particular focus on customer service.  Our record demonstrates that customer 17 

service has improved dramatically since 2015.  More importantly, a significant feature of our 18 

merger agreement with Avista is our commitment that Avista will remain as a stand-alone utility 19 

that will continue to be operated by Avista’s existing management and employees and governed 20 

                                                 

2Id. 

3 Id. 

4 Id. at pages 12 (line 10) - 13 (line 4).  
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by a Board of Directors, many of whom must be from the five states in which Avista operates.  1 

See Exh. 801 to Mayo Schmidt’s Oregon Rebuttal Testimony, Commitment Nos. 2, 3, 4, 9, 10, 2 

15 (hereafter “Revised Oregon Merger Commitment,” collectively, the “Revised Oregon Merger 3 

Commitments”). Avista’s customer service will therefore be directly controlled by Avista 4 

personnel.    5 

III. LABOR COMMITMENTS 6 

Q. In Ontario, does Hydro One have a policy of using only union signatory 7 

contractors when Hydro One hires contractors for capital projects?   8 

A. In part – Hydro One has various collective agreement obligations directly and 9 

through its membership in an employers’ association, the Electrical Power Systems Construction 10 

Association, which negotiates collective agreements with various craft unions on behalf of 11 

Hydro One and other employers.   Under these obligations, whether a contractor is a signatory or 12 

not, the employer agrees to apply the terms and conditions of the respective labor agreements 13 

and to employ unionized labor for the duration of the work on the capital project. This 14 

arrangement is largely a result of labor laws unique to Canada and Ontario.  The labor laws in 15 

Ontario and in Canada are generally very supportive of unions.   16 

This, however, will not impact Avista’s use of contractors for capital projects in Oregon 17 

and throughout Avista’s service territory.  Avista will continue to operate as a stand-alone utility 18 

and will be responsible for obtaining contractors for projects consistent with the commitments 19 

made in this docket. As Avista Witness Patrick D. Ehrbar in his Oregon Rebuttal Testimony, 20 

Exh. 1300, describes, a settlement on labor issues has been reached in this docket. 21 
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IV. ENVIRONMENTAL MATTERS 1 

Q.  Will Hydro One support Avista with compliance with all environmental laws 2 

applicable to Avista’s operations?5   3 

A. Yes, of course.  Hydro One will continue to comply with environmental laws and 4 

regulations in Ontario, just as Avista will continue to comply with those environmental laws and 5 

regulations in the states where it operates after the merger.  This is not discretionary, as Ms. 6 

Zarate’s concerns seem to suggest. Our merger commitments relating to ring-fencing and 7 

financial matters enable Avista to retain funds needed to carry out its operations, including 8 

environmental compliance. Hydro One will not directly fund environmental compliance 9 

activities in Avista’s service territory, and Avista will not be responsible for Hydro One’s 10 

environmental compliance in Canada.  To do so in either direction would be a violation of the 11 

affiliate allocation rules and environmental commitments, which the Applicants have agreed to 12 

as part of this transaction.  13 

Hydro One puts a high priority on the protection of safety and the environment in 14 

Ontario, just as Avista puts a priority on safety and environmental matters where it operates.    15 

Hydro One has provided evidence in response to Oregon data requests supporting our focus on 16 

compliance with environmental legislation in Canada and Ontario.  For example, Hydro One 17 

explained the detailed safeguards, protections, and policies that it has enacted to minimize and to 18 

eliminate transmission lines’ adverse impacts on bird species. Such prophylactic measures 19 

include completing vegetation management work outside of the migratory bird nesting season 20 

and installing bird diverters on transmission lines in high risk areas.  Another of our Oregon data 21 

                                                 

5 Id. at pages 21 (line 31) - 22 (line 3). 
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responses details how Hydro One has attempted to avoid the building of new transmission lines 1 

in or near water and wetland crossing as an ideal environmental and engineering practice. 2 

As explained in the rebuttal testimony of Hydro One witness Christopher Lopez in his 3 

Oregon Rebuttal Testimony, Ex. 900, regulatory compliance is a mandatory funding trigger in 4 

Hydro One’s investment prioritization.  Thus, Hydro One’s culture of compliance, together with 5 

the fact that Avista will continue to operate as a stand-alone utility, support Avista’s continued 6 

compliance with environmental requirements.   7 

In addition, Revised Oregon Merger Commitment No. 3 provides that Avista’s post-8 

merger board will have significant representation from the states of the Pacific Northwest 9 

(Oregon, Washington, Idaho, Montana, and Alaska).  Three of Hydro One’s five board designees 10 

must be residents of the Pacific Northwest.  Most or all of Avista’s designees may also be from 11 

the Pacific Northwest.  This ensures familiarity with U.S. environmental laws among Avista’s 12 

leadership.  Furthermore, Avista will retain its management and employees.  See Revised Oregon 13 

Merger Commitment Nos. 2, 3, 4, 9, 10. Avista already operates in an environmentally 14 

responsible manner and will continue to do so.  See Revised Oregon Merger Commitment Nos. 15 

47-52.  Avista will continue to have personnel with knowledge of environmental compliance and 16 

to maintain legal requirements under Hydro One’s ownership.  See Revised Oregon Merger 17 

Commitment Nos. 2, 4, 9, 10.   18 

Q. Does the requirement that the three independent Avista board members be 19 

from the Pacific Northwest impact Avista’s environmental strategies and compliance?6 20 

A. As stated, the Avista that exists after the merger will continue to control and to 21 

manage Avista’s day-to-day operations.  Although Pacific Northwest residency will not 22 
                                                 

6 Id. at page 18 (lines 12-16). 
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necessarily compel board members to take an interest in their resident area, this is a reasonable 1 

step to provide additional assurance that the interest is present.  Further, the independent board 2 

members will be carefully selected, independent under NYSE rules, and subject to their fiduciary 3 

responsibilities.  These requirements ensure appropriate representation and knowledge on all 4 

issues including environmental strategies and compliance. 5 

Q. Do Canadian environmental laws and Hydro One’s approach to compliance 6 

pose risks to Avista’s compliance with environmental laws in the United States?7 7 

A. No, not at all.  Canadian environmental laws and regulations have no impact on 8 

Hydro One’s business in other jurisdictions.  Thus, Canadian environmental laws and regulations 9 

will not impact Oregon ratepayers. Moreover, these environmental laws and regulations are 10 

administered by Hydro One’s operating subsidiaries, such as Hydro One Networks, rather than 11 

on a corporate-wide basis.   12 

Q. What is Hydro One’s experience with site restoration legal compliance 13 

issues?8 14 

A. Hydro One has extensive experience with site restoration legal compliance.  15 

Hydro One restores those contaminated lands that bring about an “adverse effect” or could 16 

reasonably be expected to cause such an effect if not pro-actively addressed.  This is done during 17 

the useful life of the asset, during site upgrades, or sometimes at end of life.   18 

Hydro One’s Land Assessment and Remediation (LAR) program was established in 19 

1999/2000 to address facilities with environmental risk.  A risk-based approach was used to 20 

prioritize sites into high, medium, and low priority based on numerous relevant considerations, 21 

                                                 

7 Id. at pages 18 (line 20) - 19 (line 2).  

8 Id. at page 19 (lines 3-12).  
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including the types and severity of contaminants present, whether contaminants extended to off-1 

site areas, and the nature of receptors around the site.  Dedicated funding was established to fulfil 2 

this program. To date, high risk sites have been addressed, and medium-risk sites are in progress.   3 

Hydro One’s belief in an open and transparent communication process on environmental 4 

matters has been one of the pillars of Hydro One’s success on restoration and related 5 

environmental legal compliance issues.  Hydro One has extensive in-house experience assessing 6 

and remediating sites and working closely and successfully with regulatory agencies, property 7 

owners, elected officials, and public agencies.  This has been driven predominantly by voluntary 8 

actions on the part of Hydro One, as opposed to orders imposed by regulators and/or civil 9 

litigation.  Hydro One is committed to the protection of safety and the environment in Ontario.  10 

Hydro One also has familiarity with these issues in the United States through its membership in 11 

the Electric Power Research Institute (“EPRI”). We actively participate in EPRI’s research and 12 

development of pilot projects and workshops across Canada and the United States.  Therefore, 13 

Hydro One has an appreciation for the United States’ regulatory framework and process, and the 14 

compliance issues that Avista may encounter. 15 

Q. Does Hydro One devote the necessary resources to meet its environmental 16 

obligations?  For example, with respect to efforts to control invasive species, has Hydro 17 

One worked fully and completely to control invasive species as necessary and 18 

appropriate?9 19 

A. Invasive species matters are legislated at the provincial level, and Hydro One 20 

complies with this legislation.  Hydro One holds a seat on the board of directors of the Ontario 21 

Invasive Plant Council and remains committed to addressing invasive species issues using the 22 
                                                 

9 Id. at page 19 (lines 13-22).  
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best available knowledge.  Hydro One is not alone in dealing with these challenges and has 1 

demonstrated partnerships with colleagues at municipalities, conservation authorities, and 2 

government agencies to address these same concerns.  We work collaboratively with these 3 

entities to find effective solutions.  Hydro One also provides internal training and awareness 4 

programs for Hydro One staff on invasive species.  Past environmental initiatives have included 5 

programs to reduce the spread of invasive species as a result of Hydro One’s activities. 6 

Q. What steps has Hydro One taken with regard to care for avian species with 7 

respect to transmission facilities?10         8 

A. In 2017, Hydro One installed 12 Osprey nesting boxes and repaired numerous 9 

others throughout Ontario.  Hydro One invests approximately $15,000 in this program annually, 10 

in addition to supporting bird banding research work.  We have extensive resources available 11 

through in-house expertise, collaboration with other utility colleagues, the Canadian Electricity 12 

Association, and through the use of qualified consultants.  We also are joining the Avian Power 13 

Line Interaction Committee (“APLIC”) in an effort for continual improvement of our processes 14 

by drawing on the experiences of the primarily American utilities that are represented on APLIC. 15 

V. FIRST NATIONS 16 

Q. Does Hydro One actively seek input from public interest groups such as 17 

Canadian First Nations? 18 

A. Yes.  At Hydro One we work proactively to build relationships with Indigenous 19 

Peoples based on understanding, respect, and mutual trust. We respect the rights of Indigenous 20 

Peoples, including the Aboriginal and the treaty rights of Aboriginal peoples, as recognized and 21 

affirmed in section 35 of the Constitution Act, 1982. 22 
                                                 

10 Id. at page 20 (lines 11-21).  
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Q. Can you elaborate on how Hydro One seeks input from Canadian First 1 

Nations? 2 

A. Indigenous communities served by Hydro One are well aware of and familiar with 3 

Hydro One’s environmental stewardship practices as they relate to both distribution and 4 

transmission work projects.  Hydro One notifies on average over 100 Indigenous communities 5 

each year regarding various work projects.  In many cases, these projects include an 6 

environmental stewardship component, such as a form of environmental assessment, which seeks 7 

to understand environmental impacts associated with projects and to mitigate concerns, including 8 

specific concerns from Indigenous communities. When Hydro One notifies an Indigenous 9 

community about a work project, Hydro One always offers to meet the community to discuss the 10 

project, to ask for the Indigenous community’s input, and to seek the community’s participation 11 

as a monitor of studies in which they have an interest. Each time a community has expressed an 12 

interest in participating in the environmental components of a Hydro One work project, Hydro 13 

One has agreed to consider and to support such participation by providing, among other things, 14 

the financial capacity to enable such participation.  15 

Hydro One has developed over the years a project engagement and consultation process 16 

that is fully consistent with the criteria used by the courts to assess the adequacy of consultation. 17 

Hydro One has proudly established positive relationships over the years from engaging 18 

with Indigenous communities on Hydro One’s work projects. Hydro One’s support of 19 

Indigenous communities’ participation in environmental stewardship-related works is a strong 20 

indicator that Hydro One is pursuing an industry best practice in helping customers and 21 

communities realize their aspirations.  22 

 23 
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Q. Does this conclude your rebuttal testimony? 1 

A.  Yes it does.  2 
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Q. Please state your name, business address, and present position with Avista 1 

Corp. 2 

A. My name is Mark T. Thies. My business address is 1411 East Mission Avenue, 3 

Spokane, Washington. I am employed by Avista Corporation as Senior Vice President, Chief 4 

Financial Officer and Treasurer. 5 

Q. Are you the same Mark T. Thies who sponsored pre-filed direct testimony, 6 

on behalf of Avista Corporation (Avista)? 7 

A. Yes, I sponsored direct testimony and exhibits in this Docket. 8 

Q. Are you sponsoring any exhibits in this testimony? 9 

 A. No, I am not.  10 

Q. Does Avista expect to continue to use first mortgage bonds as a low cost 11 

financing option under the new ownership of Hydro One? (Muldoon, Staff Ex. 200, page 12 

4, lines 10-14)     13 

A. Yes.  Even as a subsidiary of Hydro One, Avista plans to continue to issue 14 

secured long-term debt under our mortgage in the form of first mortgage bonds.    15 

Q. Are there requirements that have to be met under the Mortgage to issue 16 

first mortgage bonds?  (Muldoon, Staff Ex. 200, page 35, lines 9-10)   17 

A.   Yes.  Avista’s first mortgage bonds are issued under, and secured, by Avista’s 18 

Mortgage and Deed of Trust (”Mortgage”), dated as of June 1, 1939 as amended.  19 

Substantially all of Avista’s properties are subject to the lien of the Mortgage indenture.  20 

Under the terms of the Mortgage, Avista may issue additional first mortgage bonds in an 21 

aggregate principal amount equal to the sum of: 22 
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 66-2/3 percent of the cost or fair value (whichever is lower) of property additions 1 

which have not previously been made the basis of any application under Avista’s 2 

Mortgage, or 3 

 an equal principal amount of retired first mortgage bonds which have not 4 

previously been made the basis of any application under Avista’s Mortgage, or  5 

 deposit of cash. 6 

However,  Avista may not individually issue any additional first mortgage bonds (with 7 

certain exceptions in the case of bonds issued on the basis of retired bonds) unless we have 8 

“net earnings” (as defined in the respective Mortgage) for any period of 12 consecutive 9 

calendar months out of the preceding 18 calendar months that were at least twice the annual 10 

interest requirements on Avista’s mortgage securities at the time outstanding, including the 11 

first mortgage bonds to be issued, and on all indebtedness of prior rank. 12 

Q. Staff witness Mr. Muldoon states that “Avista currently maintains both 13 

adequate cash flows to interest service and a sufficient pool of qualified assets to issue 14 

first mortgage bonds.”  Does the proposed merger with Hydro One present any risk to 15 

Avista’s ability to issue first mortgage bonds? (Muldoon, Staff Ex. 200, page 35, lines 9-16 

10)   17 

A.   No, it does not.  Avista will continue to maintain the ability to issue first 18 

mortgage bonds under Hydro One’s ownership based on the restrictions under the Mortgage 19 

noted above.  As of December 31, 2017, we had approximately $1.3 billion of capacity 20 

available in property and retired bonds against which to issue first mortgage bonds.  We are 21 

forecasting approximately $1.9 billion of bond availability by 2022 based on forecasted 22 

capital expenditures, debt issuances and retiring debt.  As of December 31, 2017, Avista’s net 23 

---
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earnings, as defined in the Mortgage, was 3.9 times the annual interest requirement and we 1 

are forecasting the net earnings test to continue to be between 3.0 and 3.9 times the annual 2 

interest requirement.  We believe we have adequate capacity to issue first mortgage bonds to 3 

meet our financing needs over the next several years.  The Proposed Transaction will not 4 

affect our ability to continue to use first mortgage bonds as a low cost financing option for 5 

Oregon customers as the capacity is driven by utility assets and earnings.  Also, the Public 6 

Utility Commission of Oregon (“Commission”) will continue to have the ability to review and 7 

approve our cost of capital in future rate proceedings for prudency.   8 

Q.  Will the Hydro One merger increase the amount of income taxes included 9 

in customer’s rates? (Gardner, Staff Ex. 300, page 24, lines 7-20) 10 

A.   No.  As discussed in more detail by Hydro One witness Mr. Lopez, the 11 

appropriate level of income taxes will continue to be included in customer rates post-merger.  12 

Avista will not be changing its methodology for calculating federal and state income taxes at 13 

the utility level nor making any changes to the methodology for assignment of utility related 14 

taxes at the service and jurisdictional level.  Income tax accruals will continue to be made at 15 

the Avista level and will be separate and apart from Hydro One’s Canadian income tax costs.  16 

The company will continue providing the necessary level of accounting information going 17 

forward to allow for Commission review in future rate filings. 18 

Q. At the Commissioner workshop held on February 26, 2018, Commissioner 19 

Hardies asked if Avista plans to continue to file reports with the SEC post-merger.  Will 20 

you respond to that question? 21 

A. Yes, under commitment No. 37, Avista agrees following the closing of the 22 

Proposed Transaction, Avista will file required reports with the Securities Exchange 23 
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Commission (“SEC”).  We currently have an obligation to file periodic and current reports 1 

(10-K, 10-Q and 8-K) with the SEC pertaining to common stock and debt.  Additionally, our 2 

debt agreements require us to provide quarterly financial statements as well as audited annual 3 

financial statements to bondholders.  Upon consummation of the proposed merger, we will 4 

continue to file periodic and current reports with the SEC related to the issuance of public 5 

debt.   Following the merger, we may be able to follow a reduced disclosure format eliminating 6 

certain disclosures but we expect many of the SEC reporting requirements to remain in effect.  7 

Our periodic reports will still provide a comprehensive review of our financial performance, 8 

including audited financial statements on an annual basis and condensed financial statements 9 

on a quarterly basis.    10 

Q. Have Avista and Hydro One proposed a revised master list of 11 

commitments as part of the filing (see Exhibit No. 801 in Mr. Schmidt’s testimony)?   12 

A. Yes, Avista and Hydro One are proposing revisions to the following 13 

commitments to address concerns raised by the parties to the case: 14 

Rate Commitments: 15 
• Treatment of Net Cost Savings and Transaction Costs – Commitment 16 

No. 16 17 
 18 
Regulatory Commitments: 19 
• Ratemaking Cost of Debt and Equity – Commitment No. 23 20 

 • Avista Capital Structure – Commitment No. 24 21 
 22 
Financial Integrity Commitments: 23 
• Capital Structure Support – Commitment No. 32 24 
• Continued Credit Ratings – Commitment No. 34 25 
• Restrictions on Upward Dividends and Distributions – Commitment 26 

No. 35 27 
• Pension Funding – Commitment No. 36 28 
 29 
Ring-Fencing Commitments: 30 
• Golden Share – Commitment No. 40 31 
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• Hold Harmless; Notice to Lenders; Restriction on Acquisitions and 1 
Dispositions – Commitment No. 44 2 

Q. Do you concur with the edits to the commitments Mr. Schmidt has 3 

provided? 4 

A. Yes, on behalf of Avista I do concur with these revised commitments.  I also 5 

agree with Mr. Schmidt that the Proposed Transaction, as strengthened by the revised 6 

commitments sponsored by me and other witnesses, provides benefits to Avista’s Oregon 7 

customers and will more broadly serve the public interest. 8 

Q. Does that conclude your Reply Testimony? 9 

A. Yes, it does. 10 
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I. INTRODUCTION 1 

Q. Please state your name, business address and present position with Avista 2 

Corporation? 3 

A. My name is Kevin J. Christie and my business address is 1411 East Mission 4 

Avenue, Spokane, Washington.  I am employed as the Vice President of External Affairs, Chief 5 

Customer Officer. 6 

Q. Have you filed direct testimony in this proceeding? 7 

A. Yes.  My testimony provided an overview of Avista’s Customer Solutions 8 

organization, our Customer Service and support programs, and what we are doing to meet our 9 

evolving customer expectations. I also explained certain commitments proposed by Avista and 10 

Hydro One as part of our request for approval of the Proposed Transaction.  Finally, my 11 

testimony explained why the Proposed Transaction will provide the opportunity to preserve and 12 

enhance customer service; in that regard, Hydro One stands firmly behind Avista in its 13 

continuing efforts to maintain and improve customer service.   14 

Q. Are you sponsoring any exhibits that accompany your testimony? 15 

A. Yes.  I am sponsoring Exhibit No. 1201, which are the Company’s proposed 16 

Service Quality Measures discussed in Revised Commitment No. 15 (Exhibit 801) sponsored 17 

by Hydro One witness Mr. Schmidt, provides “Revised Commitments” that are revised from 18 

Hydro One’s and Avista’s original 55 commitments and several “New Commitments”).   19 

   20 
II. RESPONSE TO TESTIMONY OF COMMISSION STAFF WITNESSES MS. 21 

ANDERSON AND MS. ZARATE 22 
 23 

Economic Development and Charitable Contributions 24 

Q. Commission Staff witness Ms. Anderson states, “that over the last five years 25 
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only about one percent of Avista’s economic development investment has been for 1 

economic development in Oregon.”1 Is that statement correct? 2 

A. No. Avista supports economic development and innovation through a number 3 

of activities, including annual and ongoing support to economic development agencies and 4 

initiatives such as the Business Entrepreneurship Network. Avista’s Oregon jurisdiction 5 

accounts for approximately 9% of Avista’s utility business, and the Company’s economic 6 

development contributions are in line with that percentage. Avista provided over $2.1 million 7 

in Oregon from 2013 – 2017 in regional economic development, which on average is 8 

approximately 9%. 9 

Q. Ms. Anderson goes on to say in her testimony that “from 2014 through 10 

September 2017, Avista made no contributions to any organization operating in Oregon.”2 11 

Did the Company make a contribution to any organization operating in Oregon during 12 

that time period? 13 

A. Yes. The Company has provided multiple organizations with funding to support 14 

Oregon customers. For example, over 150 organizations throughout Oregon have benefited 15 

from Avista charitable contributions.3 The following are just a sample of 21 out of 156 16 

organizations in Oregon which benefit from Avista’s charitable contributions: 17 

- Kiwanis Club of Boardman 18 
- Town of Bonanza 19 
- Klamath Community College 20 
- Malin Community Service Club 21 
- Family YMCAs of Rogue Valley, Ashland, an Grants Pass 22 
- Rogue Valley Foundation 23 
- Southern Oregon Regional Economic Development, Inc. (SOREDI) 24 
- Southern Oregon University 25 

                                                 
1 Staff/500, p. 20. 
2 Staff/500, p. 23. 
3 Avista response to Staff DR 047. 
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- St. Vincent de Paul 1 
- The ARC of Jackson County 2 
- League of Oregon Cities 3 
- Oregon Economic Development Association 4 
- City of Grants Pass 5 
- Rogue Community College 6 
- City of Talent 7 
- Southern Oregon University 8 
- Union County Extension 9 
- Providence Community Health Foundation 10 
- Rogue Community Health 11 
- Klamath County Economic Development Association (KCEDA) 12 

Oregon Institute of Technology 13 

Over $375,000 was provided by Avista in Oregon to many different organizations (as 14 

shown above) from 2015 through September 2017.  15 

Q. Ms. Anderson also questions whether the proposed charitable contribution, 16 

Original and Revised Commitment No. 114 in the Proposed Transaction, would even 17 

apply in a net benefit calculation for Oregon customers. Do you agree? 18 

A. No.  Avista and Hydro One have proposed immediate financial “net benefits” 19 

for Avista Oregon customers through the proposed Rate Credits. An increase in charitable 20 

contributions only made possible through the merger, as proposed in Original and Revised 21 

Commitment No. 11, include an increase from Avista’s annual contributions in recent years of 22 

approximately $2.5 million per year to $4 million per year. A one-time contribution of $7 23 

million will be made to the Avista Foundation endowment at the time the transaction closes 24 

(see Original and Revised Commitment 53). In addition, a $2.0 million annual contribution will 25 

be made to the Avista Foundation. The Avista Foundation provides funding to non-profit 26 

                                                 
4 Avista will maintain a $4,000,000 annual budget for charitable contributions (funded by both Avista and the 
Avista Foundation).  This is an increase from Avista’s average annual contributions in recent years of 
approximately $2.5 million per year. In addition, a $2.0 million annual contribution will be made to the Avista 
Foundation. The Avista Foundation provides funding to non-profit organizations addressing the needs of 
communities and citizens served by Avista.  The Avista Foundation also includes a matching gifts program for 
employees of Avista. 
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organizations addressing the needs of communities and citizens of Oregon served by Avista.   1 

 2 

Service Quality Measures and Billing Practices 3 

Q. Commission Staff witness Ms. Zarate expressed concerns related to 4 

Original Commitment 15 (Safety and Reliability Standards and Service Quality 5 

Measures), stating that “this commitment adds no incremental benefit to Avista’s 6 

customers, and in fact misses an opportunity to improve some issues in Avista’s service 7 

quality policies.”5 Does the Company agree that there was a missed opportunity to 8 

improve its service quality policies? 9 

A. No. The Company agrees, however, that there is an opportunity to develop a set 10 

of Service Quality Measures (SQM) that could be reported to the Commission in Oregon each 11 

year. Through Revised Commitment 15 and as shown in Exhibit 1201, Avista is proposing a 12 

set of service measures and accompanying benchmarks and reporting requirements that, taken 13 

together, can provide an overall assessment of the quality of the Company’s service to its 14 

customers. These measures, referred to collectively as Avista’s “Service Quality Measures 15 

Program,” include: 1) five individual measures of the level of customer service and satisfaction 16 

that the Company must achieve each year; 2) four individual service measures where Avista 17 

will provide customers a payment or bill credit (shareholder funded) in the event it does not 18 

deliver the required service level (“customer guarantees”); and 3) filing with the Commission 19 

an annual report with SQM results on or before April 30th each year. 20 

Q. What did Commission Staff recommend regarding the Company’s billing 21 

practices for arriving or departing customers? 22 

                                                 
5 Exhibit 400, page 15. 
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A. Commission Staff witness Ms. Zarate suggests that the Company and Hydro 1 

One add a commitment regarding billing practices for “arriving” and “departing” customers.6  2 

Specifically, Staff recommends that “if the time for reading the meter is going to be more than 3 

five days from when the customer departs or a new customer is connected, Avista will read the 4 

meter at the time the customer is leaving service or beginning service.”7  5 

Q. What is Avista’s current billing practice for arriving or departing 6 

customers? 7 

A. Avista’s current billing practice for arriving or departing customers utilizes 8 

actual meter reads when available.  If there is a meter read within three days (past or future) 9 

from the requested start or stop date, the Company will use that meter reading as the start or 10 

stop date.  If there is a meter read scheduled between four to 15 days in the future, the Company 11 

will prorate a customer’s open or closing bill using that read.  If a read is scheduled more than 12 

15 days in the future, the Company will estimate the meter read or request a service order to 13 

obtain an actual read.  When estimating, the estimate is done using the prior meter read and 14 

historical usage information. 15 

Q.  Would Avista agree to adopt Staff’s recommendation? 16 

A. Yes. Avista would agree to modify its billing practices as suggested by 17 

Commission Staff.  The modifications Staff suggests include: 1) if there is a meter read that 18 

occurred four to five days in the past, the Company can prorate the start or stop read using that 19 

read; and 2) in situations when a meter reading date is scheduled more than 15 days in the 20 

future, the Company will obtain an actual meter read for customers that are arriving or 21 

                                                 
6 Exhibit 400, page 14. 
7 Exhibit 400, page 16. 
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departing.  The combination of these two changes will result in using actual meter reads to 1 

determine the therm usage for customers leaving or departing in all situations.   2 

Q. Is Avista willing to modify other billing practices that would benefit Oregon 3 

customers? 4 

A. Yes.  As part of the merger, Avista would agree to eliminate security deposits 5 

for new Avista residential customers and return existing security deposits to customers who 6 

have a deposit held longer than 6 months.  7 

Q.   Does this conclude your reply testimony? 8 

A.   Yes it does.  9 



AVISTA/1201 
Christie 

BEFORE THE 
PUBLIC UTILITY COMMISSION OF OREGON 

DOCKET NO. UM-1897 

KEVIN J. CHRISTIE 
Exhibit No. 1201 

_____________________________________________________________________ 

Avista Oregon Service Quality Measures Program 



Avista/1201 
Christie/Page 1 

Exhibit No. 1201 
(UM 1897 Avista / Hydro One Merger) 

 

Avista Oregon Service Quality Measures Program 

Customer Service Measures  
 

1. The level of Customer satisfaction with telephone service, as provided by the Company’s 
Contact Center, will be at least 90 percent, where:  

a. The measure of Customer satisfaction is based on Customers who respond to Avista’s 
quarterly survey of Customer satisfaction, known as the Voice of the Customer, as 
conducted by its independent survey contractor; 

b. The measure of satisfaction is based on Customers participating in the survey who 
report the level of their satisfaction as either “satisfied” or “very satisfied”; and 

c. The measure of satisfaction is based on the statistically-significant survey results for 
both electric and natural gas service for Avista’s entire service territory for the calendar 
year, and will also separately be reported for Oregon customers only. 
 

2. The level of Customer satisfaction with the Company’s field services will be at least 90 percent, 
where: 

a. The measure of Customer satisfaction is based on Customers who respond to Avista’s 
quarterly survey of Customer satisfaction, known as the Voice of the Customer, as 
conducted by its independent survey contractor; 

b. The measure of satisfaction is based on Customers participating in the survey who 
report the level of their satisfaction as either “satisfied” or “very satisfied”; and 

c. The measure of satisfaction is based on the statistically-significant survey results for 
both electric and natural gas service for Avista’s entire service territory for the calendar 
year, and will also separately be reported for Oregon customers only. 

 
3. The number of complaints filed with the Public Utility Commission of Oregon by Avista’s 

natural gas customers will not exceed the rate of 0.4 complaints per 1,000 customers for the 
calendar year. 

 
4. The percentage of customer calls answered by a live representative within 60 seconds will 

be at least 80 percent for the calendar year, where: 
a. The measure of response time is based on results from the Company’s Contact  Center, 

and is initiated when the customer requests to speak to a customer service representative; 
and 

b. Response time is based on the combined results for both electric and natural gas 
customers for Avista’s entire service territory. 
 

5. The Company’s average response time to a natural gas system emergency in Oregon will not 
exceed 55 minutes for the calendar year, where: 
a. Response time is measured from the time of the customer call to the arrival of a field 

service technician; and 
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b. “Natural gas system emergency” is defined as an event when there is a natural gas 
explosion or fire, fire in the vicinity of natural gas facilities, police or fire are standing 
by, leaks identified in the field as “Grade 1”, high or low gas pressure problems 
identified by alarms or customer calls, natural gas system emergency alarms, carbon 
monoxide calls, natural gas odor calls, runaway furnace calls, or delayed ignition calls. 

 
 
Customer Service Guarantees 
 

1. The Company will keep mutually agreed upon appointments for natural gas service, 
scheduled in the time windows of either 8:00 a.m. – 12:00 p.m. or 12:00 p.m. – 5:00 p.m., 
except for the following instances: 

a. When the Customer or Applicant cancels the appointment; 
b. The Customer or Applicant fails to keep the appointment; or 
c. The Company reschedules the appointment with at least 24 hours’ notice. 

 
2. The Company will provide a cost estimate to the Customer or Applicant for new natural gas 

supply within 10 business days upon receipt of all the necessary information from the 
Customer or Applicant. 

 
3. The Company will respond to most billing inquiries at the time of the initial contact, and for 

those inquires that require further investigation, the company will investigate and respond to 
the Customer within 10 business days. 

 
4. The Company will investigate Customer-reported problems with a meter, or conduct a meter 

test, and report the results to the Customer within 20 business days from the date of the report 
or request. 
 

CUSTOMER SERVICE GUARANTEE CREDITS 
 
For failure to meet a Customer Service Guarantee for service provided to an electric Customer, the 
Company will apply a $50 credit to the Customer’s account. For failure to meet a Customer Service 
Guarantee for service provided to an Applicant, the Company will mail a check for $50 to the 
Applicant. Avista will timely provide the qualifying customer credit or applicant check without any 
requirement on the part of the customer or applicant to either apply for, or request the applicable 
credit or check.  
 
Tracking of the Company’s performance on the Customer Service Guarantees, including the 
application of customer credits, will begin on January 1, 2019. 
 
ANNUAL REPORT 
 
The Company will include the results of its Service Quality Measures Program in an annual report 
to be filed with the Public Utility Commission of Oregon on or before April 30th of each year.  
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CUSTOMER REPORT CARD 
 
Within 90 days of filing its Annual Service Quality Measures Report, the Company will send a 
Service Quality Measures Program Report Card to its Customers, which will include the 
following: 

a. Results for each of the Company’s Customer Service Measures, compared with the 
respective performance benchmarks; 

b. Results for each of the Customer Service Guarantees, compared with the respective 
benchmarks, and including the number of events for each measure where a credit was 
provided, and the total dollar amount of the credits paid for each measure; and 

c. Performance highlights for the year. 
d. The company will issue its first Report Card to customers on or before July 31, 2020. 
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I. INTRODUCTION 1 

Q. Please state your name, business address and present position with Avista 2 

Corporation? 3 

A. My name is Patrick D. Ehrbar and my business address is 1411 East Mission 4 

Avenue, Spokane, Washington.  I am the Director of Regulatory Affairs for Avista. 5 

Q. Have you filed direct testimony in this proceeding? 6 

A. Yes.  My testimony explained certain commitments offered by Avista and Hydro 7 

One as part of our request for approval of the Proposed Transaction.  Among the commitments 8 

was a proposed Rate Credit to customers beginning following the closing of the transaction, 9 

and I explained how we proposed to allocate that benefit to Avista’s electric and natural gas 10 

customers.  I also addressed other regulatory commitments offered by the companies.  Finally, 11 

my testimony explained the proposed accounting protocol for any affiliate transactions between 12 

Avista and Hydro One following the closing of the transaction.   13 

Q. Are you sponsoring any exhibits that accompany your testimony? 14 

A. No, I am not.  A table of contents for my testimony is as follows: 15 

Description         Page  16 

I. Introduction    1 17 
II. Response to Testimony of Laborers’ International Union of  18 

North America (“LIUNA”)          2 19 
III. Response to Testimony of All Other Parties      5 20 
IV. Rate Credits and Other Commitments     7 21 

 22 
   23 

  24 
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II. RESPONSE TO TESTIMONY OF LABORERS’ INTERNATIONAL UNION 1 
OF NORTH AMERICA (“LIUNA”) 2 

 3 

Q. With regards to the Testimony of Laborers’ International Union of North 4 

America (“LIUNA”), its affiliated District Council, and Local Unions serving or located 5 

in Oregon, has Avista reached agreement in principle on certain labor-related 6 

commitments? 7 

A. Yes.  As a part of New Commitment No. 60 (Exhibit 801, sponsored by Hydro 8 

One witness Mr. Schmidt, provides “Revised Commitments” that are revised from Hydro One’s 9 

and Avista’s original 55 commitments and several “New Commitments”), if the Proposed 10 

Transaction is approved in all states, Avista has agreed to the following: 11 

1. On a prospective basis, and for a period of 10 years ending March 7, 2028, Avista 12 
will require the use of Oregon and Southern Idaho District Council of Laborers,’ 13 
including any future successor organization, (“OSIDCL”) members for the type of work 14 
that is ordinarily and customarily performed by OSIDCL on natural gas replacement 15 
and all natural gas work. This will not apply to work performed under contracts already 16 
in effect as of March 7, 2018. This agreement will not apply to (a) atmospheric 17 
corrosion; (b) locating; and (c) leak survey. This agreement will also not apply to work 18 
performed where signatory contractors are not available (unavailability is typically due 19 
to locations being in remote areas), or choose not to bid on projects; provided that work 20 
performed in such areas will be paid at equivalent wages and benefits.  21 
 22 
2. On a prospective basis, and for a period of 10 years ending March 7, 2028, Avista 23 
will require the use of OSIDCL members for all flagging work, unless otherwise 24 
performed by Avista employees represented by IBEW Local 659. This will not apply to 25 
work performed under contracts already in effect as of March 7, 2018.  26 
 27 
3. OSIDCL will provide for signatory contractors OSIDCL members that are qualified 28 
pursuant to applicable OSHA 1910 regulations and all other applicable training. In 29 
addition OSIDCL will provide OSIDCL members knowledgeable in the DOT Title 49 30 
Code of Federal Regulations, Part 192, and all applicable state pipeline safety 31 
regulations. Contractors shall be required to provide proof of compliance with this 32 
requirement to Avista. 33 
 34 
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4. On a prospective basis, Avista will require contractors to utilize Oregon and Southern 1 
Idaho Laborers-Employers Training Trust (“OSILETT”) for required training, if 2 
applicable courses are offered by OSILETT and are reasonably accessible in the locality 3 
where the work is to be performed. 4 
  5 
5. Avista will meet and confer with OSIDCL to discuss possible involvement in all 6 
future hydroelectric projects that are within the sphere of OSIDCL expertise.  7 
 8 
6. Avista will encourage contractors to utilize union labor, including, without limitation 9 
and as applicable, members of OSIDCL, Pipefitters and Steamfitters, and IBEW, on 10 
Avista projects as part of its bidding solicitation process on all other construction work, 11 
including but not limited to capital work on hydro facilities, and will evaluate the use of 12 
such members in the staffing plans of bidding contractors as an element of Avista’s bid 13 
evaluation process.  14 
 15 
7. Avista will continue to prioritize the hiring of qualified contractor personnel through 16 
the bidding process, by requiring  analysis of not only the price proposals submitted by 17 
contractors, but a variety of other factors, including minimum staffing requirements as 18 
applicable, training programs, documented qualification programs, safety track records, 19 
OSHA 300 reportables, and other safety records as appropriate. Review of these 20 
components is intended to verify that the contractor is able to supply a sufficient 21 
workforce to meet Avista’s needs, and that their personnel are appropriately trained, 22 
qualified and able to safely and reliably perform work for Avista.  23 
 24 
8. Work covered by these commitments does not include any work that is customarily 25 
performed by Avista employees represented by IBEW Local 659 but that is contracted 26 
out pursuant to the IBEW Local 659 collective bargaining agreement with Avista. It 27 
also does not include any work that is performed by Avista employees, regardless of the 28 
type of work involved.  29 
 30 
9. Avista will meet and confer with OSIDCL at least six months prior to March 7, 2028 31 
to discuss extending or modifying the terms set forth herein. 32 

 33 

Q. Is it your understanding that, based on the above commitments, LIUNA 34 

will fully support the proposed merger in Oregon? 35 

A. Yes, based on current communications with LIUNA, that is our understanding. 36 

Q. Does Avista have any other items to address related to the testimony filed 37 

by LIUNA? 38 

A. No, it does not.    39 
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III. RESPONSE TO TESTIMONY OF ALL OTHER PARTIES 1 

Q. Is NWIGU witness Mr. Mullins incorrect when he asserts Avista will 2 

significantly overspend on capital additions due to the acquisition premium?  (Mullins, 3 

NWIGU Ex. 100, page 7, lines 1-2) 4 

A. Yes.  Mr. Mullins simply speculates, without any support whatsoever, that 5 

Avista will seek to overspend on capital so that the acquisition premium paid by Hydro One 6 

can be minimized sooner than would otherwise naturally occur with growth over time.  First, 7 

although unintended I’m sure, he questions the integrity and professionalism of people who 8 

work at Avista.  Avista is not in the business of spending capital for the sake of spending capital.  9 

In fact, in our last general rate case (Docket UG-325), Avista explained that we have chosen 10 

not to fund all of the capital investment projects proposed by the various departments, driven 11 

primarily by the Company’s desire to mitigate the retail rate effects on customers.  Decisions 12 

to delay funding certain projects are made only in cases where the Company believes the 13 

amount of risk associated with the delay is reasonable and prudent. In fact, in 2016 and 2017, 14 

the dollar amount of capital projects funded was below the amount requested by individual 15 

departments by $70 million and $62 million, respectively, for Avista as a whole.  Based on an 16 

approximate $400 million capital budget, unfunded capital represents approximately 17% of 17 

the total capital budget, not an insignificant amount. 18 

Second, Avista cannot increase rates on its own; rather it is the Commission, through a 19 

general rate case, that approves Avista’s rates.  In the process of review, all capital additions 20 

will be audited and reviewed by Commission Staff and interested parties to determine whether 21 

the rationale and costs for each project were prudent at the time the projects were 22 

considered/completed.  Avista’s rates cannot be adjusted without that very important and 23 
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necessary regulatory review. 1 

Q. Does the structure of the Rate Credit proposed in the Joint Application 2 

somehow incentivize Avista to file more rate cases in the future?  (Mullins, NWIGU Ex. 3 

100, page 16, lines 5-20) 4 

A. No, the structure of the Rate Credit will not otherwise cause Avista to file more 5 

rate cases in the future.  As I discuss later in my testimony, the offsettable portion of the 6 

proposed Rate Credit has been reduced in the Revised Commitments (both in total dollar 7 

amount, and in term – five years versus ten years).  Quite simply the annual amount of the 8 

offsettable portion would not drive a rate filing. While Avista strives hard to minimize the 9 

number of rate cases it files in its jurisdictions, the primary drivers of Avista’s filings are related 10 

to necessary and prudent capital expenditures (which are unaffected by the Proposed 11 

Transaction) in an environment of relatively slow customer and load growth (which would 12 

otherwise help to absorb cost increases).    13 

Q. Does Avista believe that the acquisition premium should be recoverable 14 

from Oregon customers?  (Mullins, NWIGU Ex. 100, page 6, lines 12-15) 15 

A. No, Avista does not believe the acquisition premium should be recoverable from 16 

any regulated customer (whether Oregon, Washington, Idaho, or even in Ontario, Hydro One’s 17 

service territory). As stated in Original Commitment 17 and Revised Commitment No. 16, the 18 

premium paid by Hydro One for Avista is not recoverable from any of Avista’s retail customers 19 

in any of its jurisdictions. 20 

Q. Is it fair to state that Oregon natural gas customers will not receive benefits 21 

derived from economies of scale, sharing of best practices, a shared technological 22 

platform, and improved purchasing power because Hydro One is not a natural gas utility?  23 
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(Muldoon, OPUC Staff Ex. 100, page 30, lines 9-21; Anderson, OPUC Staff Ex. 500, page 1 

18 (lines 19-21) - page 19 (lines 1-5); Jenks-Gehrke, CUB Ex. 100, unredacted page 27 2 

(lines 7-9); Gardner, OPUC Staff Ex. 300, page 11 (lines 1-8); Anderson, OPUC Staff Ex. 3 

500, page 18 (lines 19-21) - page 19 (lines 1-5)) 4 

A. No, it is not fair to make such an assertion.  It is true that Hydro One is an electric 5 

transmission and distribution utility, and is not a natural gas utility.  That said, there are many 6 

areas where efficiencies may occur that are not dependent on the type of utility (i.e., electric or 7 

natural gas).  For example, both electric and natural gas utilities, in general, have common 8 

infrastructure, including, but not limited to: 9 

 Information Systems and Technology 10 
 Customer Management and Contact Centers 11 
 Human Resources & Labor Relations 12 
 Fleet 13 
 Legal 14 
 Procurement 15 
 Accounting, Regulatory and other Financial Services 16 

 17 

As we have stated in data responses to the Parties, Hydro One and Avista have just 18 

started to engage in high-level discussions around potential future opportunities to create 19 

additional benefits for both organizations. We believe that there are many areas where potential 20 

efficiencies can occur that will benefit natural gas customers in not only in Oregon, but also in 21 

Washington and Idaho.   22 

Q. When will Hydro One and Avista provide a more detailed explanation of 23 

how they plan to allocate corporate overhead costs between Hydro One and Avista?  24 

(Muldoon, OPUC Staff Ex. 100, page 27 (line 16) - 28 (line 8); Mullins, NWIGU Ex. 100, 25 

page 14 (line 16) - 15 (line 9); Gardner, OPUC Staff Ex. 300, pages 3-4 (lines 18-21; 1-3); 26 
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Gardner, OPUC Staff Ex. 300, page 4 (lines 4-10); Gardner, OPUC Staff Ex. 300, page 17 1 

(lines 16-20) - page 18 (lines 1-2) & page 23 (lines 12-20)) 2 

A. First, it is important to recognize that I sponsored on behalf of Hydro One and 3 

Avista, Exhibit No. 703, a “Direct Assignment Protocol”.  The Protocol addresses the 4 

accounting for costs both prior to the closing of the transaction, as well as the accounting for 5 

costs following the closing.  That protocol has been in place for some time, and governs 6 

assignments and allocations of costs between services and jurisdictions, as well as between 7 

Avista and its affiliates – e.g., AELP, our electric utility affiliate serving 17,000 customers in 8 

Juneau, Alaska.  To my knowledge, I am unaware of any issues arising in Oregon based on the 9 

use of that protocol.  As a part of Revised Commitment No. 22, Avista, however, will prepare 10 

a Master Services Agreement (MSA), itemizing and explaining corporate cost allocation 11 

methods used to set rates.  The MSA will be fully described and supported in testimony and 12 

workpapers in Avista’s first general rate case submitted after this application is approved by 13 

the Commission.  Thereafter, the MSA will be filed along with any general rate case filed with 14 

the Commission.  This filing will capture, highlight and explain all changes since the MSA was 15 

last provided to the Commission.  The entirety of the MSA and its components are subject to 16 

review and approval by the Commission in subsequent proceedings before the Commission to 17 

confirm that cost drivers, accounting methods, assumptions, and practices result in fair, just and 18 

reasonable utility rates.  I should note that a similar commitment was made in the recently-19 

approved reorganization of Northwest Natural (Docket No. UM 1804, Commitment 26E). 20 

 21 

IV. RATE CREDIT AND OTHER COMMITMENTS 22 

Q.   In response to the testimony of the parties in this case, have Hydro One and 23 
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Oregon 
Annual Credit 

Years 1-5
Oregon Total 

Credit

Total Credit $884,630 $4.4 Million

Offsetable Credit $147,585 $737,925

Rate Credit Proposal

Avista modified the proposed Rate Credit? (Anderson, OPUC Staff Ex. 500, page 15, lines 1 

8-12) 2 

A.   Yes.  In my direct testimony I stated that the proposed $31.5 million system 3 

benefit ($2.9 million Oregon share) for the 10-year period represented the “floor” of benefits 4 

customers will receive; as additional merger savings occur, those would be reflected as part of 5 

the cost of service captured in subsequent general rate cases.  However, as outlined in Revised 6 

Commitment No. 17, Avista and Hydro One are proposing to flow through to Avista’s retail 7 

customers in Oregon a larger Rate Credit of $4.4 million over a 5-year period, beginning at the 8 

time the merger closes, as shown below: 9 

   10 

 11 

 12 

 13 

 14 

The Total Rate Credit to customers for the five years following the closing would be 15 

$884,630 per year. Only a small portion of the annual total Rate Credit would be offsetable, in 16 

the amount of $147,585.1  That amount is equivalent to Oregon’s share of system annual savings 17 

identified by Avista witness Mr. Thies post-closing of the merger.  During the 5-year period the 18 

financial benefits will be flowed through to customers either through the separate Rate Credit 19 

described above or through a reduction to the underlying cost of service as these benefits are 20 

reflected in the test period numbers used for ratemaking.  At the time of the closing of the 21 

                                                 
1 The offsetable portion of the Rate Credit was calculated using a pro rata share of the jurisdictional total of the 
rate credit, i.e., Oregon’s share of the offsetable Rate Credit was 8.68%, therefor Oregon’s share of the $1.7 million 
offsetable portion is $147,585. 
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merger, the $884,630 benefit will be provided to customers through a separate Rate Credit, as 1 

long as the reduction in costs has not already been reflected in base retail rates for Avista’s 2 

customers. 3 

To the extent Avista demonstrates in a future rate proceeding that cost savings, or 4 

benefits, directly related to the Proposed Transaction are already being flowed through to 5 

customers through base retail rates, the separate Rate Credit to customers would be reduced by 6 

an amount up to the offsetable Rate Credit amount.  The portion of the total Rate Credit that is 7 

not offsetable effectively represents acceptance by Hydro One of a lower rate of return during 8 

the 5-year period. 9 

The $4.4 million represents the new “floor” of benefits that will be flowed through to 10 

Avista’s customers, either through the Rate Credit or through benefits otherwise included in 11 

base retail rates.  To the extent the identifiable benefits exceed the annual offsetable Rate Credit 12 

amounts, these additional benefits will be flowed through to customers in base retail rates in 13 

general rate cases as they occur.  Avista and Hydro One believe additional efficiencies 14 

(benefits) will be realized over time from the sharing of best practices, technology and 15 

innovation between the two companies.  It will take time, however, to identify and capture these 16 

benefits.  The level of annual net cost savings (and/or net benefits) will be tracked and reported 17 

on an annual basis, and compared against the offsetable level of savings. 18 

Q.   To demonstrate that this Proposed Transaction meets the requirements of 19 

ORS 757.511, has Hydro One committed to other programs and initiatives that will 20 

provide a net benefit to Avista’s customers, and at the same time not impose a detriment 21 

on Oregon citizens as a whole? (Muldoon, OPUC Staff Ex. 100, page 11, lines 11-17) 22 

A.   Yes, it has.  In addition to other non-financial commitments that will protect 23 
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both Avista’s customers and Oregon citizens as a whole (such as the ring fencing and golden 1 

share provisions), Hydro One and Avista have proposed the following commitments: 2 

Original and Revised Commitment No. 53 - Community Contributions:  Hydro One 3 

will cause Avista to make a one-time $7,000,000 contribution to Avista’s charitable 4 

foundation at or promptly following closing,2 and $2,000,000 per year thereafter (noted 5 

in Original and Revised Commitment No. 11). 6 

 7 

Original and Revised Commitment No. 54 - Low-Income Energy Efficiency 8 

Funding:  Avista will continue to work with its advisory groups on the appropriate level 9 

of funding for low income energy efficiency programs. 10 

 11 

Original and Revised Commitment No. 55 - Addressing Other Low-Income 12 

Customer Issues:  Avista will continue to work with low-income agencies to address 13 

other issues of low-income customers, including funding for bill payment assistance. 14 

 15 
In addition, for New Commitments 56, 57, and 58, Hydro One and Avista propose to commit a 16 

total of $1,626,995 over 10 years to help Avista’s low-income customers in Oregon.3  Hydro 17 

One and Avista look forward to working with the parties to determine how to best allocate the 18 

funds between these three commitments: 19 

New Commitment No. 56 – Low Income Rate Assistance Program (LIRAP):  Hydro 20 

One and Avista commit to continue Avista’s LIRAP program.  Hydro One will arrange4 21 

                                                 
2 Note that Original and Revised Commitment 11 contains additional provisions relating to Avista’s charitable 
contributions. 
3 See Footnote 10, p. 10 of Exhibit No. 801. 
4 Throughout the Revised Commitment List, any commitment that states Hydro One will arrange funding is not 
contingent on Hydro One’s ability to arrange funding, particularly from outside sources, but is a firm commitment 
to provide the dollar amount specified over the time period specified and for the purposes specified. To the extent 
Avista has retained earnings that are available for payment of dividends to Olympus Equity LLC consistent with 
the ring fencing provisions in the list of merger commitments, such retained earnings may be used. Funds available 
from other Hydro One affiliates may be used without limitation. Avista will not seek cost recovery for any of the 
commitments funded or arranged by Hydro One in the list of merger commitments.  Hydro One also will not seek 
cost recovery for such funds from ratepayers in Ontario. 
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additional funding over a 10-year period, for LIRAP in Oregon.  The Community Action 1 

Agencies will administer the funds consistent with Avista tariff schedule 493.5  2 

 3 

New Commitment No. 57 - Funding for Oregon Energy Fund (OEF):  Hydro One 4 

will arrange funding over 10 years to be given to the Oregon Energy Fund, for the 5 

purpose of funding programs that benefit Avista customers in Oregon, consistent with 6 

the OEF’s mission.6 The funds will be paid into a separate account to be managed and 7 

disbursed by Avista at the direction of Oregon Energy Fund (OEF).  Eligible costs will 8 

include reasonable administration costs required for disbursement.   9 

 10 

New Commitment No. 58 - Low Income Weatherization:  Hydro One will arrange 11 

additional funding over 10 years to fund low income weatherization for Avista 12 

customers in Oregon. The Community Action Agencies and Avista will work together 13 

to design the program, and it will be administered through the Avista Oregon Low 14 

Income Energy Efficiency Program (“AOLIEE”) program.7 For both existing funding 15 

and the new Hydro One funding, 20 percent of the funds may be used for “direct” project 16 

coordination costs and 10 percent for “indirect” general overhead costs of administering 17 

the weatherization program.  18 

 19 

Q.   What other Commitment has been made as it relates to On Bill Repayment 20 

(“OBRP”)? 21 

A.   In New Commitment 61, Hydro One will arrange funding of the approximately 22 

$100,000 (system basis) initial investment in software upgrades and $5,000 in administrative 23 

costs to implement an on-bill repayment program (“OBRP”). OBRP is a pass-through billing 24 

service for energy efficiency loans, where Avista would collect loan payments on customers’ 25 

                                                 
5 The current annual funding levels for LIRAP are approximately $230,000. 
6 At present Avista does not currently provide funding to the Oregon Energy Fund. 
7 The current annual funding levels for AOLIEE are approximately $660,000. 
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bills then transmit the sum monthly to the third-party lender. Only non-profit lenders would be 1 

eligible, offering low rates for energy efficiency loans. The lender has no ability to shut off 2 

power (due to non-payment) and all lending activity is managed separate from the utility, where 3 

the lender: 4 

• Provides all capital, bears full risk; 5 

• Manages delinquent files and collections off-bill; 6 

• Handles loans/balances separate from utility financial systems; and 7 

• Meets consumer lending regulatory requirements. 8 

Hydro One and Avista believe that this is a new benefit for Oregon customers that will 9 

help facilitate customers adopting more energy efficient space and water heating appliances, 10 

among other things. Under no circumstance will the ratepayer population be responsible for any 11 

default related to the OBRP.   12 

Q.   For all of the Commitments outlined in Hydro One and Avista’s Reply 13 

Testimony, is there a commitment that requires Avista to file an annual report with the 14 

Commission providing status updates on Avista’s compliance with the various 15 

commitments? 16 

A.   Yes.  While Hydro One provided Original Commitment No. 30 in its originally 17 

filed Master List of Commitments related to annual reporting, as shown in the Revised Master 18 

List of Commitments sponsored by Hydro One witness Mr. Schmidt, that commitment has been 19 

greatly enhanced.  In particular, Revised Commitment No. 30 provides that Avista will provide 20 

more detailed information regarding the corporate structure of Hydro One, as well as the 21 

process should Hydro One or Avista violate any of the approved commitments.  This enhanced 22 

commitment should give the Commission assurance that Avista will, and Hydro One agrees 23 
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Avista will, provide compliance reports on the commitments, and sets forth what happens 1 

should there be a violation.  We understand the importance of continued Commission oversight 2 

of compliance with the commitments and pledge to promptly address any issues, if they occur. 3 

Q.   Does this conclude your reply testimony? 4 

A.   Yes it does.  5 


