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PART I- OVERVIEW

1. These submissions of the Ontario Power Authority (“OPA”) address the issue of cost
responsibility for the advancement of the short circuit upgrades for HONI's transformer
stations at Leaside (Project D12) and Manby (Project D13), the cost of which is estimated at
$5.9 million for Leaside and $4.9 million for Manby (the ”“Advancement Costs”).1

2. The OPA submits that, in the particular circumstances of this case, it would be
consistent with well-established rate-making principles and the objectives of the Green
Energy and Green Economy Act, 2009 to recover the Advancement Costs from transmission
ratepayers. The OPA proposes that the Board re-categorize a portion of the Leaside and

Manby transformer stations as “network facilities”.

3. If the Board permits recovery of the Advancement Costs from transmission
ratepayers, the OPA agrees with Board Staff that this should be on a transitional basis rather
than set a policy precedent for future cost allocation as the circumstances of this case may be

unique.

4. As detailed in these written submissions, the issue of cost allocation for upgrades of
short circuit capability raises fundamental issues of fairness, feasibility and non-
discriminatory treatment and requires a focussed review led by the Board, and supported

by the OPA, transmitters, and distributors.

PART II - SUBMISSIONS
5. The applicant Hydro One Networks Inc. (“HONI") has requested Board approval to

recover the Advancement Costs from transmission ratepayers. The purpose of advancing
these upgrades is to enable the connection of generation applications responding to the
OPA’s Feed-In Tariff (“FIT”) program as well as projects expected to respond to any future
Clean Energy Standard Offer Program (“CESOP”) initiated by the OPA, and to complete

the work in advance of the 2015 Pan Am games in Toronto. The upgrades will also improve

1 Exhibit I-1-113(d).



the supply security to central and downtown Toronto by increasing the percentage of

Toronto's peak load which can be met by in-City resources.?

6. In their submissions dated October 22, 2010, Board Staff submit that the provisions
of the Transmission System Code (“TSC”) dictate that the Advancement Costs be allocated
to the affected transmission customer, Toronto Hydro-Electric System Limited (“THESL").
Board Staff recognize that it would be unfair for THESL to collect these costs from its
ratepayers and suggest that THESL should recover the Advancement Costs from connecting

generators.3

7. The OPA agrees with Board Staff that because these facilities are currently
categorized as “connection facilities”, the Advancement Costs should be allocated to THESL
under the TSC.4 The OPA also agrees with Board Staff that it would be unfair to recover the
Advancement Costs from THESL's ratepayers as the need for increased short circuit
capability is not generally driven by load customers. However, the OPA does not believe it
would be appropriate to allocate the Advancement Costs to THESL for recovery from
connecting generators and instead supports HONI's request to recover the Advancement

Costs from transmission ratepayers.

8. The OPA submits that, in the particular circumstances of this case, recovering the
Advancement Costs from transmission ratepayers is consistent with the well-established
rate-making principles of fairness, feasibility and non-discrimination’ as well as the

statutory objectives of the Board:

(a) Fairness - The historical increase in short circuit has been driven by numerous
generators (including Portlands Energy Centre, Halton Hills Generating Station, and
Goreway Station) and transmission upgrades that have been required to meet
overall system needs. This has increased the short circuit level to the point where it

is near the breaker limit. Because short circuit problems have been driven by the

2 [bid.

3 Board Staff Submissions dated October 22, 2010 at pp. 15 - 16.

4 Transmission System Code (June 10, 2010), section 6.3.2.

5 Charles F. Phillips, Jr., The Regulation of Public Utilities, Theory and Practice, 3rd ed. (Arlington, VA:
Public Utilities Reports, Inc., 1993) at pp. 434 and 435.



previous connection of system generators, which benefits all of Ontario’s electricity
consumers, it is appropriate that the Advancement Costs be allocated to
transmission ratepayers. It would be unfair to allocate cost responsibility for the
advancement of these upgrades to generators seeking distribution connections
within the City of Toronto (the bulk of whom are small microFIT or capacity

allocation exempt projects).

The OPA believes that the rationale for recovery from transmission ratepayers is
further supported by the connection of Portlands Energy Centre (a major power
system resource) and the John to Esplanade Cable (which has been classified by the
Board as a network asset) to the transmission system, which provides overall
system benefits. For this reason, the OPA proposes that the Leaside and Manby

facilities scheduled for replacement be re-categorized as network facilities.

Feasibility - Fairly allocating the Advancement Costs amongst connecting generators
and recovering those costs could present a major administrative challenge for
THESL due to the number and nature of the connecting generation projects. There is
no apparent mechanism for allocating the Advancement Costs as many of the
connecting generators will be capacity allocation exempt and microFIT projects
which are not captured by the OPA’s Economic Connection Test (“ECT”). The OPA
had received 41 FIT applications and offered approximately 63 microFIT contracts
for a connection to the Leaside or Manby systems as of July 20107 and has since
received a significant number of additional FIT and microFIT applications. This
task is further complicated because some of the connecting generators may have
already received offers to connect from THESL that did not include an allocation of
the Advancement Costs and these upgrades will also enable future projects in
response to any CESOP8 Under these circumstances, it may not be feasible for

THESL to fairly allocate and recover the Advancement Costs from the connecting

6 Decision and Order, EB-2004-0436 dated March 11, 2005 at section 3.5.

7 Exhibit I-1-17(b). MicroFIT numbers for the Leaside and Manby systems are approximate since the simplified
nature of these applications does not require the applicant to specify their connecting transformer station

8 Exhibit I-1-113(d) and Hearing Transcript, Volume 3, p. 182, line 22 to p. 184, line 4.
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generators on a timely basis; by contrast, HONI's process for collecting the

Advancement Costs from transmission ratepayers is simple and feasible.

Non-discrimination - If the Leaside and Manby transformer stations were owned by
THESL instead of HONI (as is the case with many of the province’s transformer
stations), they would be the responsibility of THESL under the DSC and the
Advancement Costs could arguably qualify as an “eligible investment” that THESL
would recoup from all of the province’s consumers.? The OPA is concerned that
allocating the Advancement Costs to generators with projects located in the City of
Toronto could burden these projects with an additional cost because they are
required to connect to a transformer station that, due to historical circumstances, is
owned by HONI and not the local distributor. This could result in the
discriminatory treatment of generators with projects in the City of Toronto as
compared to generators with projects in other municipalities where the transformer

station is owned by the local distributor.

Consistency with the Board's statutory objectives -The Board's statutory objectives were
amended by the Green Energy and Green Economy Act, 2009 to include the promotion
of renewable energy generation through “the timely expansion or reinforcement of
transmission systems and distribution systems to accommodate the connection of
renewable energy generation facilities”1  Permitting HONI to recover the
Advancement Costs from transmission rate-payers in a timely manner is the

approach that best serves this objective in this case.

The OPA agrees with Board Staff that if the Board allows recovery of these costs

from transmission ratepayers, it should do so in response to the particular issues of this case

rather than set a policy precedent for future cost allocation. There is a need for similar short

9 Ontario Energy Board Act, 1998, S.O. 1998, c. 15, Sch. B, s. 79.1. Under subsection 79.1(5), an “eligible
investment” is defined as “an investment in the construction, expansion or reinforcement of a ... transformer ...
used for conveying electricity at voltages of 50 kilovolts or less that meets the criteria prescribed by regulation.”
The prescribed criterion under Regulation 330/09 is that “the costs associated with the investment are
determined to be the responsibility of the distributor in accordance with the Board’s Distribution System Code.”
10 Jbid. at paragraph 5 of s. 1(1).



circuit capability upgrades elsewhere in the province and, as noted above, these upgrades

raise fundamental issues of fairness, feasibility and non-discriminatory treatment.

10. For the reasons noted above, the OPA proposes that the Board re-categorize a
portion of the Leaside and Manby transformer stations as “network facilities” under the
TSC. The OPA wishes to clarify that the slide deck referred to by Board Staff during the
hearing?! and in their submissions'? reflects the OPA’s understanding of the current practice
relating to cost responsibility for a connection asset. The OPA has no role in categorizing
whether an asset is a connection or network facility and the slide deck should not be taken
as a determinative statement on whether particular transformer station upgrades should be

treated as a connection asset for cost recovery purposes.

11. In the OPA’s view, the issue of cost allocation for upgrades of short circuit capability
would benefit from a focussed review led by the Board, and supported by the OPA,
transmitters, and distributors. The OPA believes this review is best led by the Board as it
may lead to policy amendments in light of the implementation experience gained since the
introduction of the Green Energy and Green Economy Act, 2009 and/or asset reclassification

that ensures appropriate treatment for such projects.

11 Exhibit K3.6 and Hearing Transcript, Volume 3, p. 184, line 5 to p. 186, line 16.
12 Board Staff Submissions dated October 22, 2010 at p. 16.



PART III - ORDER SOUGHT

12.

The OPA requests that the Board:

approve on a transitional basis HONI's request to recover the Advancement Costs

from transmission ratepayers;

re-categorize a portion of the Leaside and Manby transformer stations as “network

facilities” under the TSC; and

consider initiating a focussed review of the issue of cost allocation for upgrades of
short circuit capability to be led by the Board and supported by the OPA,

transmitters, and distributors.

ALL OF WHICH IS RESPECTFULLY SUBMITTED

P>

Patrick G. Duffy
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434 The Regulation of Public Utilities

Nor can the role of the federal government in this reexamination process
be overlooked. On the one hand, competition has been promoted by federal
agencies, often over objections from the state commissions. On the other hand,
the federal government assumed an important input into rate design through
enactment of the national energy plan in 1978. Specifically, the Public Utility
Regulatory Policies Act (PURPA) (1) required the state commissions to con-
sider, and to implement or adopt if appropriate, any or all of twelve specified
standards in the case of electric utilities, (2) initiated a gas utility rate design
study, and (3) gave to the U.S. Department of Energy the right to intervene in
state electric and gas utility rate proceedings to advocate reforms.

The legal standards guiding the regulatory commissions are broad. Each
specific rate must be “just and reasonable.” Further, “undue” or “unjust”
discrimination among customers is prohibited. The rate structure thus involves
determination of specific rates and determination of rate relationships.

The theory of rate design is discussed in the first sections of this chapter:
the criteria of a sound rate structure, the bases for price differentiation, the
economics of price discrimination and the theory of marginal cost pricing. A
special case — lifeline rates — is discussed in the fifth section. The concluding
section considers rate design with respect to the electric utility industry.?

Criteria of a Sound Rate Structure

Bonbright, in his study on public utility rates, lists eight criteria of a
sound or desirable rate structure:

1. The related, “practical” attributes of simplicity, understandabil-
ity, public acceptability, and feasibility of application.

2. Freedom from controversies as to proper interpretation.

3. Effectiveness in yielding total revenue requirements under the
fair-return standard.

4. Revenue stability from year to year.

5. Stability of the rates themselves, with a minimum of unexpected
changes seriously adverse to existing customers. (Compare “The
best tax is an old tax.”)

6. Fairness of the specific rates in the apportionment of total cdsts
of service among the different consumers.

7. Avoidance of “undue discrimination” in rate relationships.

8. Efficiency of the rate classes and rate blocks in discouraging
wasteful use of service while promoting all justified types and
amounts of use:

a. inthe control of the total amounts of service supplied by the company;
b. in the control of the relative uses of alternative types of service
(on-peak versus off-peak electricity, Pullman travel versus coach
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travel, single-party telephone service versus service from a multi-
party line, etc.).

Admittedly, these criteria are broad and ambiguous (what, for example,
is “undue” discrimination?). They also overlap without offering any rules of
priority in case of conflicts. How is the “cost of service” to be measured —
marginal cost, average cost or fully distributed cost? Clearly, the measure
largely depends on the purpose that arate is to fulfill. Further, is the dominant
objective one of “fairness” or one of “efficiency”?* But the criteria are of
value “in reminding the rate maker of considerations that might otherwise
escape his attention, and also useful in suggesting one important reason why
problems of practical rate design do not readily yield to ‘scientific’ princi-
ples of optimum pricing.”

Bonbright further suggests that the three primary criteria are numbers 3,
6 and 8; namely,

(a) the revenue-requirement or financial-need objective, which takes
the form of a fair-return standard with respect to private utility com-
panies; (b) the fair-cost-apportionment objective, which invokes the
principle that the burden of meeting total revenue requirements must
be distributed fairly among the beneficiaries of the service; and (c)
the optimum-use or consumer-rationing objective, under which the
rates are designed to discourage the wasteful use of public utility
services while promoting all use that is economically justified in view
of the relationships between costs incurred and benefits received.®

Cost and Demand: Price Differentiation’

There are two bases for price differentiation. The first is differences in
costs or the “cost of service.” The second is differences in demand or the
“value of service.” A seller does not discriminate when rates are based upon
costs, even though some customers pay more than others. But when rates are
based upon demand, discrimination occurs.

Cost of Service

Differences in rates may be due to differences in costs. It is more
expensive to serve some customers than others. Those who use the service
only occasionally are more expensive to serve than those who use it contin-
uously. The costs of billing each type of customer, for example, may be
approximately the same, so that average costs are higher for the first group
than for the second. For the telephone industry, terminal costs are as high for
short distances as for long distances, so that costs per mile decline with
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DECISION AND ORDER

THE APPLICATION AND PROCEEDING

Hydro One Networks Inc. (“the Applicant” or “Hydro One”) owns and operates
transmission facilities within Ontario, including the City of Toronto. The Applicant seeks
Ontario Energy Board approval to reinforce its electricity facilities in the downtown area
of the City of Toronto. Specifically, the Applicant proposes to reinforce the existing 115
kV network between the Manby and Leaside sectors in the City of Toronto by constructing
and operating two new 2.2 kilometres 230 kV underground cable circuits between the John
and Esplanade transformer stations. The Applicant proposes to locate the underground
cable below the City of Toronto road allowance through construction of a tunnel under John
Street, Front Street and Sherbourne Street. The cost of the project is estimated at $44.7
million including $4.0 million in contingencies. Construction is planned to commence in

Summer 2005. The planned in-service date is Spring 2007.

The application has been filed with the Ontario Energy Board pursuant to section 92(1) of
the Ontario Energy Board Act. The Board has assigned the application File EB-2004-0436.

The Board issued a Notice of Application on October 15, 2004. Hydro One served and
published the Notice as directed by the Board. The following parties intervened: The
Independent Electricity System Operator (“IESO”), H&R Real Estate Investment Trust,
Toronto Hydro Electric System Limited (“Toronto Hydro”), the City of Toronto, and
Enbridge Gas Distribution Inc. (“Enbridge™).

By Procedural Order No.1 issued on November 18, 2004, the Board indicated that it would
proceed with Hydro One’s Application by way of a written hearing. No party objected.
Interrogatories and supplemental interrogatories and responses were received in accordance

with the schedule listed in Procedural Order No. 1.
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Pursuant to Procedural Order No. 2 issued on January 18, 2005, the written submissions

stage was completed by February 9, 2005.

The full record of this proceeding is available at the Board's offices. The Board has
considered the full record but refers in this Decision and Order to only those portions that

it considers necessary to explain its findings.

The next chapter, chapter 2, summarizes the evidence and submissions of the parties. The

third and final chapter sets out the Board's findings.
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EVIDENCE AND SUBMISSIONS

EVIDENCE OF THE APPLICANT

For transmission planning purposes, the Greater Toronto Area ( “GTA”) includes the City
of Toronto, plus a ring of suburban communities that surround Toronto, including
Oakville, Mississauga, Brampton, Richmond Hill, Vaughan, Markham, Aurora,
Newmarket, Pickering, Ajax, Whitby, and Oshawa. The GTA represents more than 10,000
MW of load or 40% of the Province’s total.

Central Toronto is the part of the City of Toronto approximately south of Eglinton Avenue
and bounded by the Humber River on the west and Victoria Park Avenue on the east. The
Downtown Toronto Area is the part of Central Toronto that is south of approximately
Bloor Street, west of approximately Sherbourne Street and east of approximately Spadina

Avenue. Central Toronto currently has a total load of over 2000 MW.

The existing transmission facilities supplying Central Toronto consist of two major
transmission line corridors feeding separately into two sectors, the Leaside sector and the
Manby sector. The Leaside sector is supplied by a 230 kV line corridor running from
Cherrywood TS, located in the western part of the Town of Pickering, to Leaside TS
located near the intersection of Millwood Road and Laird Drive in the City of Toronto.
The Leaside sector contains the Leaside transformer station which supplies loads to several
other transformer stations, including Esplanade. The Manby sector is a 230 kV line
corridor running from Richview TS, located on Kelfield Road near the intersection of
Dixon Road and Highway 27 in the City of Toronto, to Manby TS, located on the west side
of Kipling Avenue south of Dundas Street West in the City of Toronto. The Manby sector
contains the Manby East transformer station which supplies loads to several other
transformer stations, including John. These sectors are divided, in general, along Avenue

Road/University Avenue within the Central Toronto area. Both the Leaside TS and the
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Manby TS are major transformation points where the supply voltage is reduced from 230

kVto 115kV.

According to Hydro One’s evidence, the proposed project would provide relief for the
existing 230 kV transmission facilities in the Leaside sector and increase load transfer
flexibility between the Leaside and Manby sectors by reinforcing the existing 115 kV
elements between the two sectors. The additional operating flexibility and the increased
transformation capacity requirements were identified in a Hydro One-Toronto Hydro joint
study. Hydro One’s evidence noted that the joint study showed that reinforcement is
needed by 2008, while a longer-term solution is needed by 2010. The longer-term solution
would involve a third supply path to Central Toronto through a number of options.
According to the IESO, the proposed underground cable would not favour one option over

any other.

The need for transmission facilities in Downtown Toronto was identified by the IESO in
its latest annual 10 Year Outlook report dated April 29, 2004, as well as in the 2002 and
2003 editions, and the IESO concluded that transmission reinforcements in Downtown
Toronto are required regardless whether new generation is constructed in the area. The
IESO’sreport, dated July 12, 2004, examined Hydro One’s proposed project and assessed
the reliability enhancement in the immediate term and the longer term. The report
reviewed the fit of the proposed project with future options and plans to provide a third
supply to Downtown Toronto. The report recommended various configurations to the
transmission system to be implemented should certain generation developments occur in
the near future. The report determined that the proposed John-to-Esplanade Link would
have no adverse impact on the IESO-controlled grid and recommended that a Notification

of Approval to Connect be issued.
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Hydro One noted that the link provided by the installation ofthe underground transmission
lines between the Leaside and Manby sectors will increase the availability of any new

generation in the City, regardless of which sector the generation is located in.

Hydro One emphasized that the Class Environmental Assessment (EA) process
requirements have been completed, noting that the tunnel technique minimizes

environmental impacts.

Hydro One stressed that the present leave to construct application by Hydro One arose
directly from the IESO's identification of emerging and critical constraints in Downtown
Toronto and its request that market participants propose solutions. These constraints
concern the capability and flexibility to reliably supply loads in Downtown Toronto, the
ability to provide reactive support in the western GTA during peak demand conditions, and
the existing limited capability to transfer loads between the Manby and Leaside sectors,

particularly in response to contingencies and maintenance outages.

Hydro One also stated the [ESO's Notice of Intervention, assessed the solutions proposed
by various market participants and determined that while certain new generation resources
that are proposed in the area would, if built, address some of the reliability of supply
concerns, the transmission reinforcements that are the subject of this application are still

required.

The cost of the project was estimated at $44.7 million including $4.0 million

contingencies. The profitability index was estimated at 1.0.

Hydro One acknowledged that while the proposed underground transmission lines are
initially radial in configuration these lines will become a network asset when the third

supply to the City of Toronto is introduced. Therefore, for administrative efficiency,
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Hydro One suggested that the proposed facilities should be considered network assets for

the purposes of calculating capital contribution requirements at this time.

Hydro One further emphasized that the proposed facilities will not adversely impact the

transmission rates of other customers over the long term.

SUBMISSIONS BY CITY OF TORONTO

The City of Toronto provided a letter of support for the proposed project indicating that
the proposed route and construction method minimizes impacts to the public, both during

construction and throughout the ongoing operation of the transmission lines.

SUBMISSIONS BY TORONTO HYDRO

Toronto Hydro submitted that the proposed project addresses the following concerns
identified inthe [ESO’s 10-Year Outlook report: the constraints pertaining to the capability
and flexibility to reliably supply loads in Downtown Toronto; the ability to provide
reactive support in the western GTA during peak demand conditions; and the limited
capability to transfer loads between the Manby and Leaside sectors. Toronto Hydro also
noted that the proposed project serves many functions related to maintaining and
enhancing the integrity and reliability of transmission network service as well as
contributing to overall electricity market efficiency. These functions include enhancing
system transfer capability, reinforcing and improving the reliability of interconnected
network service, and providing a tap connection between the network stations and load

supply points for Toronto Hydro.

Toronto Hydro explained that over time the 115 kV network grid evolved into 230 kV
lines that acted as network transmission and 115 kV radial distribution lines. The grid in

its current state is not meeting current needs and will certainly be unable to meet the
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growing demand of the City of Toronto. Deliberate and coordinated expansion of the
network is required to meet these needs and the proposed project is required to allow the

network to function as a complete network in an efficient and cost-effective manner.

Toronto Hydro submitted that, through its own experience as the distributor in the area and
its participation in the Toronto Public Utilities Coordinating Committee (“TPUCC”), it
fully recognizes the difficulty in routing underground facilities in the Downtown Area and

supports implementation of the route and tunnel methodology proposed by Hydro One.

Toronto Hydro supported Hydro One’s proposal to classify the proposed transmission lines
as network assets. This would be consistent with the Board’s decision on the first phase
of the Transmission System Code review. To initially classify this line as a Line
Connection asset and later change that classification to a Network asset creates
unnecessary, foreseeable and avoidable financial complication. Toronto Hydro further
noted that the installation of the line supports the network function by providing increased
load transfer capability and meets the criteria for the economic treatment as a networks
asset. The line is not designed nor proposed for the exclusive benefit of a specific single
customer or group of local customers. The proposed transmission line materially reinforces
the transmission interface capability of the “back-bone” transmission network that is

commonly shared by the GTA.

SUBMISSIONS BY ENBRIDGE

Enbridge agreed that the need for reinforcement between the John and Esplanade
transformer stations does not appear to be in question, even though it observed that the
Joint Utility Planning Study assumed no new generation. Enbridge submitted that the
evidence is not sufficient to justify the proposed timing or to validate the long-term
transmission requirements to supply Toronto. The 230 kV underground circuits may be

considered as the first phase of the third supply, and little or no consideration is given to
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the Government's Request for Proposals for 2500 MW in new clean generation, Distributed
Generation or Conservation and Demand Management alternatives. Enbridge submitted
that these factors will impact the need for and timing of new supply to Toronto.
Accordingly, Enbridge submitted that it is premature to conclude that a third major
transmission line must be built to serve Toronto. These issues require a more detailed
review and a broader evidentiary base before the need for a third supply can be decided.
Given the integrated resource planning implications, these longer-term planning issues
may be more appropriately considered in conjunction with the newly formed Ontario

Power Authority.

Based on the above submissions, Enbridge recommended that the Board defer its decision
on the Proposed Facilities until after the results from the Government’s Request for
Proposals for 2,500 MW are known to determine if further submissions are required and
refer the longer-term planning issues related to the need for a third supply to the Ontario

Power Authority for recommendation back to the Ontario Energy Board.

REPLY SUBMISSION BY HYDRO ONE

Hydro One argued that Enbridge's own submission indicates it is concerned less with the
proposed project currently before the Board, but with a future third supply option. Itnoted
that the proposed transmission link does not replace any of the longer-term transmission
options or any new generation options, but rather it is prudently compatible with any of
the options and defers the need for a third supply. The project increases the flexibility in
long term planning to allow for timely responses to changes in assumptions such as load
growth, including opportunities to re-evaluate alternatives and prospective solutions such
asnew generation. In thatregard, utility Conservation and Demand Management plans and
Distributed Generation identified under the Government's RFP process could impact the

future third supply options.
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Hydro One further emphasized that the evidence it submitted in regard to the construction
schedule, the IESO's needs assessment, or Toronto Hydro's load forecast clearly detail why
a decision by April 1, 2005 is required in order to permit the construction and installation
of the facilities to be operational to meet the forecasted load requirements in Summer
2008. The Applicant noted that the IESO has stated that it considers it prudent to ensure
that additional supply capability is available beginning in the summer of 2006 recognizing
the uncertainty inherent in such a forecast, and the vital need to maintain supply reliability
in this area. Hence, a delay in the decision would require the compression of the proposed
construction schedule in order to meet the defined need date. This compression of the

construction schedule would also adversely impact on the costs of the project.
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BOARD FINDINGS

The issues for the Board that arise from the instant application are as follows:

1.

Should the Board proceed to decide the application now that the Ontario Power

Authority exists?

If yes, should the Board await the outcome of the Government’s RFP which may

result in new generation in Central Toronto?

If no, has there been a demonstration of need for the proposed project and of the

proposed timing?

If yes, are the estimated costs for the proposed project reasonable?

Should the proposed project be classified as network or as connection?

Are the rate impacts reasonable?

What are the conditions of approval, if any?

SHOULD THE BOARD PROCEED TO DECIDE THE APPLICATION NOW THAT THE ONTARIO

POWER AUTHORITY EXISTS?

Since the time of the application, the Ontario Power Authority has come into existence.

The OPA’s mandate is, amon g other things, to develop a transmission and generation plan

through the establishment of a formal Integrated Power System Plan (“IPSP*), which will

be subjected to the review and approval of the Ontario Energy Board.

10
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While the OPA has been formed, it is not yet in a position to carry out many of its statutory
obligations, including the development of the IPSP. The development and approval of the
first IPSP may be beyond the time horizon contemplated for this project. For the Board
to decide to defer the subject matter of Hydro One’s application, as Enbridge recommends,
would not be reasonable. Furthermore, the creation of the OPA does not take away from
the Board’s authority to proceed under s. 92(1) of the Ontario Energy Board Act. 1t is the
Board’s view that proceeding to decide in the instant application is lawful and in the public

interest.

SHOULD THE BOARD AWAIT THE OUTCOME OF THE GOVERNMENT’S RFP WHICH MAY

RESULT IN NEW GENERATION IN CENTRAL TORONTO?

The Government is currently in the process of assessing the proposals it received for new
generation or conservation and demand response for 2,500 MW. That process is not
complete and the timing of any announcements is not clear at this point. The
commencements of the awarded projects is also not known. It is possible that a generation
project in Central Toronto may result from the current RFP process. The decision to await
the completion of this process before the Board is able to make a decision hinges on the

impact of any such new generation on the need and timing of Hydro One’s proposal.

The Board notes the IESO’s statement in its System Impact Assessment that transmission
reinforcements in Downtown Toronto are required regardless of whether new generation
is constructed. Without the transmission link provided by the proposed project for the
Leaside and Manby sectors, any relief from additional generation would only be of direct
benefit to the sector in which the new generation will be situated. The Board also notes that
the IESO, Toronto Hydro and Hydro One agree that transmission facilities are required to
meet the growing load demands in the area. Further, the Board notes that the need for these

facilities was identified in the three most recent annual 10-year reports by the IESO.

11
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Finally the Board notes that, according to the IESO, the proposed project would not favour

nor inhibit any of the longer term options.

In light of this evidence, it is unnecessary in the Board’s view to await the results of the
Government’s RFP process. The Board finds it in the public interest to render its decision
prior to April 1, 2005 so that, if the project is approved, Hydro One could proceed towards

construction in Summer 2005 as scheduled.

HAS THERE BEEN A DEMONSTRA TION OF NEED FOR THE PROPOSED PROJECT AND OF THE

PROPOSED TIMING?

The evidence by Hydro One and the submissions by the IESO and Toronto Hydro are
convincing that there is a need for the proposed project. The project will provide additional
capacity to ensure the availability of electricity service and maintain the reliability and
quality of service to consumers in the Downtown Toronto area. The project will provide
relief for an existing limitation on load transfer capability between the Leaside and Manby
sectors and overload relief for the Leaside auto-transformers and the Cherrywood to

Leaside 230 kV circuits.

Enbridge does not question the need for the project but, rather, its timing. The Board
already dealt with Enbridge’s concerns regarding the involvement of the Ontario Power
Authority and the results from the Government’s RFP process. Enbridge’s other concern
is that the proposed project may be premature as it represents the first stage of a longer-term
third transmission supply option, which option has not yet been identified and which may
not even be required. The Board agrees with Hydro One that the proposed project does not
replace any of the longer-term transmission solutions, or any new generation options. The
Board views the proposed project as increasing the flexibility in long-term planning while

at the same time addressing a more immediate need.
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3.4

3.5

3.6

DECISION AND ORDER

ARE THE ESTIMATED COSTS FOR THE PROPOSED PROJECT REASONABLE?

Hydro One estimated the cost of the project at $44.7 million, which includes a contingency
of $4.0 million. While the Board notes from the evidence that the direct costs for the tunnel
method is more costly than the direct costs associated with the trenching alternative, the
indirect costs of the tunnel method appear lower given the negligible disruption resulting
from this technology which employs a boring machine requiring minimum excavation at
the road surface. The Board expects Hydro One to appropriately justify the final costs

when these are sought to be included in the network pool for ratemaking purposes.

SHOULD THE PROPOSED PROJECT BE CLASSIFIED AS NETWORK OR AS CONNECTION?

The Board accepts as reasonable Hydro One’s proposal and Toronto Hydro’s argument to
include this project as part of network assets for ratemaking purposes. The proposal is
consistent with the first phase of the Transmission System Code review proceeding,
administratively easier, and grounded on the fact that the project would provide overload
relief for the network facilities at the Richview and Cherrywood stations. It contributes to

the ability to transfer load which to some extent mirrors a capability of a network element.

ARE THE RATE IMPACTS REASONABLE?

The Board notes Hydro One’s attempts to justify the project as economically feasible,
which resulted in a profitability index of 1.0. The Board agrees with Hydro One that the
economic evaluation methodology contained in the Transmission System Code for
assessing new load for projects is of limited applicability in this application which is driven
primarily by reliability considerations. In any event, based on the analysis submitted, the
Board notes that, everything else being equal, the network pool rate will rise from the

current level of $2.83 to $2.85 per kW/month on account of this project for the first five
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years, returning to its current level in the sixth year and declining after that. The Board

considers the negative impact in the first five years from the in-service date to be negligible.
3.7 WHAT ARE THE CONDITIONS OF APPROVAL?
The Board approves the proposed project as outlined in Hydro One’s application subject
to the Board’s practice for instituting certain general conditions for projects of this type.
The conditions of approval are appended to this Decision and Order.
THE BOARD THEREFORE ORDERS THAT:
Hydro One Networks’ application for leave to construct a 230 kV underground cable transmission
line reinforcing supply to the City of Toronto is approved subject to the conditions attached as
Appendix “A” to this Decision and Order.
Dated at Toronto, March 11, 2005
Signed on behalf of the Panel

ORIGINAL SIGNED BY

Paul Vlahos
Presiding Member
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APPENDIX A

Conditions of Approval
Hydro One Networks Inc.
EB-2004-0436

1.1

1.2

1.3

1.4

2.1

2.2

23

General Requirements

Hydro One Networks Inc. (“Hydro One”) shall construct the facilities and restore the land
in accordance with its application, evidence and undertakings, except as modified by this
Order and these Conditions of Approval.

Unless otherwise ordered by the Board, authorization for Leave to Construct shall terminate
December 31, 2006, unless construction has commenced prior to that date.

Hydro One shall advise the Board's designated representative of any proposed material
change in the project, including changes in: the proposed route; construction techniques;
construction schedule; restoration procedures; or any other impacts of construction. Hydro
One shall not make a material change without prior approval of the Board or its designated

representative.

Hydro One shall obtain all necessary easement rights prior to commencement of

construction.
Project and Communications Requirements

TheBoard's designated representative for the purpose of these Conditions of Approval shall
be the Manager, Licensing and Facilities.

Hydro One shall designate a person as project engineer and shall provide the name of the
individual tothe Board's designated representative. The project engineer will be responsible
for the fulfilment of the Conditions of Approval on the construction site. Hydro One shall
provide a copy of the Order and Conditions of Approval to the project engineer, within
seven days of the Board's Order being issued.

Hydro One shall give the Board's designated representative ten days written notice in
advance of the commencement of construction.



24

2.5

2.6

2.7

3.1

32

Hydro One shall furnishthe Board's designated representative with all reasonable assistance
for ascertaining whether the work is being or has been performed in accordance with the
Board's Order.

Hydro One shall develop as soon as possible, and prior to start of construction, a detailed
construction plan. The detailed construction plan shall cover all activities and associated
outages and also include proposed outage management plans. These plans should be
discussed with affected transmission customers before being finalized. Upon completion
of the detailed plans, Hydro One shall provide 5 copies to the Board's designated
representative.

Hydro One shall furnish the Board's designated representative with five copies of written
confirmation of the completion of construction. This written confirmation shall be provided
within one month of the completion of construction.

Within fifteen months of the completion of construction, Hydro One shall file with the
Board a written Post Construction Financial Report. The report shall indicate the actual
capital costs of the project with a detailed explanation of all cost components and explain
all significant variances from the estimates filed with the Board.

Monitoring and Reporting Requirements

Both during and after construction, Hydro One shall monitor the impacts of construction,
and shall file five copies of a monitoring report with the Board within fifteen months of the
completion of construction. Hydro One shall attach to the monitoring report a log of all
complaints related to construction that have been received. The log shall record the person
making the complaint, the times of all complaints received, the substance of each complaint,
the actions taken in response, and the reasons underlying such actions.

The monitoring report shall confirm Hydro One's adherence to Condition 1.1 and shall
include a description of the impacts noted during construction and the actions taken or to
be taken to prevent or mitigate the long-term effects of the impacts of construction. This
report shall describe any outstanding concerns identified during construction and the
condition of the rehabilitated land and the effectiveness of the mitigation measures
undertaken. The results of the monitoring programs and analysis shall be included and
recommendations made as appropriate. Any deficiency in compliance with any of the
Conditions of Approval shall be explained.



4.1

5.1

6.1

Other Approvals

Hydro One shall obtain, prior to commencement of construction, all other approvals,
permits, licences, and certificates required to construct, operate and maintain the proposed
project.

System Impact Assessment Report

Hydro One shall implement all the recommendations of the Independent Electricity System
Operator ("[ESQ"), as set out in the System Impact Report dated July 12, 2004.

Licences

Hydro One shall obtain and comply with all applicable licence requirements.



