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EB-2010-0345
IN THE MATTER OF the Ontario Energy Board Act, 1998, being Schedule B to the Energy Competition Act, 1998, S.O. 1998, c.15;
AND IN THE MATTER OF an Application by the Niagara West Transformation Corporation to the Ontario Energy Board for an Order or Orders pursuant to section 78 of the Ontario Energy Board Act, 1998 for 2011 electricity rates for transmission transformation connection service. 

ARGUMENT-IN-CHIEF OF NIAGARA WEST TRANSFORMATION CORPORATION
DELIVERED JULY 1, 2011
Overview

1. Niagara West Transformation Corporation (“NWTC”) is a unique transmission entity, which is seeking a order approving just and reasonable transmission rates for the transformation of wholesale electricity.
Background

2. As indicated in its original application (EB-2004-0218; RP-2004-0139) to the Ontario Energy Board (“OEB”) and supporting documentation, NWTC owns a small transmission transformer station (the “Station”), with a thirty meter jumper line from a 230kV transmission line owned by Hydro One Network Inc (“HONI”).  The Station was designed to ensure reliable electricity supply to approximately 40,000 residents in neighbouring communities.  
3. The Station was built as a joint venture by Grimsby Power Incorporated and the former Peninsula West Utilities Limited (now merged and operating as part of Niagara Peninsula Energy Inc. “NPEI”; however, NPEI has no ownership interest in NWTC). As described by HONI in its submission dated May 12, 2004, (paragraph 5 of the summary and paragraph 3 of the actual submission) on the original application, the new Niagara West Transformer Station was somewhat unique.  
4. The Station is a “transmission” facility only because it connects to a HONI transmission circuit which operates at greater than 50kV.  Aside from a short (~30 meter) jumper from the 230 kV transmission line to the transformer station, there are no transmission lines associated with NWTC.  The land upon which the new transformer station is located is immediately adjacent to the HONI 230kV transmission corridor.
5. NWTC exists solely to step down voltage from 230kV to 27.6kV in order to provide reliable distribution supply to its two local utility customers.  The Station is a relatively small facility (two 230kV/27.6kV 40/53.2/68.4 MVA transformers operating in parallel) with a total capital cost in 2004 of approximately $8M.  The Station does not operate as a traditional transmitter, such as HONI, Canadian Niagara Power Inc. and Five Nations Transmission Inc., as indicated below.
6. NWTC provides power to only two customers: 

a. the former Peninsula West Utilities Limited (“PWUL”, now “NPEI”) and 
b. Grimsby Power Incorporated (“GPI”).

7. As indicated by the OEB in its Decision and Rate Order dated March 28, 2005 (Exhibit KT 1.1), the Station was built by PWUL and GPI to “address a concern that existing Hydro One facilities have been overloaded and the station will improve transmission and distribution system reliability in serving Grimsby Power’s and Peninsula West Utilities customers.”  The OEB found that the approval of NWTC’s application was in the public interest and granted NWTC a three year electricity transmitter license.   

8. The same rationale for the Station remains in place today and was recognized recently by the OEB in granting a 20 year renewal of the NWTC electricity transmitter license (from December 24, 2010 to December 23, 2030).    

9. The latest NWTC licence renewal application was filed with the OEB and then a Notice of Application and Written Hearing was issued on October 26, 2010.  No parties, including the Intervenors in this rate Application, responded to the Notice. 

10. From inception, NWTC has had an Operating Agreement with Hydro One Network Inc. whereby HONI operates, controls, monitors the Station for which it is paid an annual fee.  Among other things, HONI monitors alarms on major equipment at the Station, undertakes switching (e.g. as required for maintenance outages, etc).    
11. During the initial NWTC application in 2004 (EB-2004-0218; RP-2004-0139), the Independent Electricity System Operator (“IESO”, then the IMO) made no submissions, despite the unique nature of the Station.  In a letter dated June 2, 2005, the IESO advised NWTC that it was not necessary for NWTC to enter into an operating agreement with the IESO given:

a.  the obligation to comply with the Electricity Act and the Market Rules;

b. the limited scope of NWTC’s transmission facilities; and
c. the pending (OEB) review of NWTC’s license obligations.
12. Recently, the IESO has advised of the “need to establish a new and more comprehensive operating agreement” with NWTC.  However, in light of the fact that:
a. NWTC is of the view that it is in material compliance with the Electricity Act and the Market Rules;

b. the limited scope of its transmission facilities has not changed; and

c. the OEB recently renewed its licence for 20 years;

13. NWTC is of the view that a new and more comprehensive operating agreement is not warranted.  However, should the IESO insist, NWTC will enter into the required discussions with the IESO.  

The NWTC Rate Application (EB-2010-0345)

14. On November 9, 2010, NWTC submitted a forward test year cost of service transmission rate Application (the “Application”) to the Ontario Energy Board (the “Board”) seeking an order approving just and reasonable transmission rates for the transformation of wholesale electricity.

15. In the Application as originally filed, NWTC sought approval to charge rates effective March 1, 2011 to recover a revenue requirement of $841,192.  After revenue offsets of $2,520. the base revenue requirement was $838,672.  As initially filed, the Application indicated a revenue deficiency of $190,410.
The Written OEB Hearing

16. Interrogatories from Board Staff and Intervenors were delivered to NWTC by January 21, 2011 and answered by NWTC on February 8, 2011 in accordance with the Procedural Order No. 1 dated January 12, 2011. The Intervenors in this proceeding are Hydro One Network Inc. ("HONI") and the Independent Electricity System Operator ("IESO").
17.  A Technical Conference was conducted on May 11, 2011 in accordance with Procedural Order No. 3 dated April 13, 2011.  During the Technical Conference, several undertakings were given and then subsequently answered by NWTC.  Also, clarification was sought regarding certain interrogatories and replies filed by NWTC
18. As a result of responding to Board staff interrogatories NWTC became aware that the alternative of continuing with the existing "stand alone" arrangement separate from the Uniform Transmission Rate ("UTR") was a possibility. 
19. In order to prepare this application, NWTC reviewed Chapter 2 of the Board's Filing Requirements for Transmission and Distribution Applications dated June 28, 2010 and discussed the preparation of this application with Board Staff experienced in transmission rate applications. Based on the review and discussions with Board Staff it was NWTC's understanding that the only alternative available to NWTC was to be included in the UTR process. However, based on the information provided in Board staff interrogatory #25a it is now NWTC's understanding that this may not be the case. 
20. NWTC would prefer to continue with the existing "stand alone" arrangement separate from the UTR process. It was always NWTC's expectation that the transformation connection rate which NWTC would be approved to charge GPI and NPEI would be the same as the most currently approved UTR rate for transformation connection.
21. As a result, NWTC is proposing that:
a.  it continue with the existing "stand alone" arrangement separate from the UTR process and 
b. the currently approved UTR of $1.77 per kW for transformation connection be approved as the rate NWTC would charge GPI and NPEI for transmission transformation connection service.
22. During the hearing process, an adjustment was made to NWTC’s Application regarding proposed service and base revenue requirements and its revenue deficiency in order to support the stand alone proposal of $1.77 per kW. The assumption on the return on equity ("ROE") was adjusted from 9.85% to 7.00%. This adjustment resulted in revisions to key elements of the Application including the following:
(a) The revenue deficiency set out in the Application was $190,410.  As revised, it is now $118,830.

(b) The Service revenue requirement set out in the Application was $842,192.  It is now $769,612.

(c) The Base revenue requirement set out in the Application was $838,672.  It is now $767,092. 
(d) The rate base set out in the Application was $6,278,960 and it has not been changed.
(e) The 2011 load forecast set out in the Application was 432,175 (kW) and it has not been changed.
23. The following summarizes NWTC's 2011 Revenue Requirement and Revenue Deficiency from the Application and the resulting adjustment:
NWTC 2011 Revenue Requirement and Revenue Deficiency – Application

	O&A Expenses
	$210,900

	Amortization Expenses
	$180,794

	Regulated Return On Capital
	$449,498

	PILs
	$0

	Service Revenue Requirement
	$841,192

	Revenue Offset
	($2,520)

	Base Revenue Requirement
	$838,672

	 
	 

	Revenue @ Existing Rates
	$648,262

	 
	 

	Revenue Deficiency 
	$190,410


NWTC 2011 Revenue Requirement and Revenue Deficiency – Adjustment
	O&A Expenses
	$210,900

	Amortization Expenses
	$180,794

	Regulated Return On Capital
	$377,918

	PILs
	$0

	Service Revenue Requirement
	$769,612

	Revenue Offset
	($2,520)

	Base Revenue Requirement
	$767,092

	 
	

	Revenue @ Existing Rates
	$648,262

	 
	

	Revenue Deficiency 
	$118,830


24. During the Technical Conference, Board Counsel raised a question with NWTC on whether there would be any concerns with NWTC attracting new capital over the planning period with a lower ROE assumed in the revenue requirement. NWTC believes there will be little or no need to attract capital during the 2011 test year, which means having a lower ROE will not impact NWTC..

25. In addition, during the interrogatory phase and the Technical Conference there was a discussion amongst parties on the issue of whether NWTC was responsible for the any costs associated with GPI and NPEI not using capacity on the HONI transmission facilities up to the defined base-load trigger point. Additional information on the level of the base-load trigger points is provided in the Board's Decision (RP-2004-0139/EB-2004-0219) dated March 28, 2005 which approved NWTC to charge its current rate of $1.50/kW. This Decision is outlined under Appendix A of the application. 
26. In a letter from Andrew Skalski, Director - Major Projects and Partnerships Regulatory Affairs, HONI, to Ms. Kirsten Walli, Secretary, Ontario Energy Board, regarding EB-2010-0345 – NWTC Transmission Revenue Requirement Application – NWTC Financial Obligations to Hydro One Networks, dated May 19, 2011, Mr Skalski states:
"At the recent Technical Conference for the above-noted proceeding, Hydro One was asked to advise the parties regarding the remaining financial obligations of Niagara West Transformation Corporation (“NWTC”) in respect of the base-load trigger points for load taken from Hydro One facilities, as contained in the cost recovery agreements (CCRAs) for NWTC’s transformer station made between Hydro One and both Grimsby Power and the former Pen West Utilities.

I can confirm that NWTC has no remaining financial obligations in relation to the above-noted CCRAs. However, should load be transferred away from Hydro One facilities, that would be the subject of the bypass provisions of either the Transmission System Code or Hydro One’s Transmission Connection Procedures"

27. Based on the above information, NWTC has not included any costs in the proposed revenue requirement to reflect the cost responsibility of the base load trigger points. 
28. Further, concerns were raised at the Technical Conference regarding the apparent charging of the two NWTC customers on the basis of aggregate load, in apparent contravention of the initial OEB rate order which required that customers be charged on the basis of incremental load.  
29. As indicated in KT 1.1, there is no contravention.  While the two customers are charged on an aggregate basis, an annual adjustment is implemented which results in final charges based on incremental load, as ordered by the OEB (RP-2004-0139; EB-2004-0219, Decision and Order dated March 28, 2005).   

30. During the Technical Conference, questions were posed regarding the ability of NWTC to accommodate further generation.  Currently, NWTC has connected approximately 16 generators, most of which are microFITs. 

31. Following an explanation by NWTC that it was electrically incapable of accepting any further generation, NWTC gave an undertaking (JT1.4) to provide supporting documentation.
32. The essence of the NWTC system constraint is that the Station is currently operating close to its maximum interrupting capacity (“IC”).  
33. In answer to interrogatory JT1.4, NWTC provided the OEB with:
a. A report from Raven Engineering demonstrating the inability of NWTC to accommodate further generators, (provided to the OEB on May 20, 2011).  The report indicated short circuit current levels of 15,675 amps. As the allowed maximum at the Station is 16,000 amps, the Station (at 97.9%) is above its 95% IC;
b. A letter to the OEB, dated May 18, 2011, advising of the inability of NWTC to accommodate FIT or microFIT generation on its 27.6kV system, due to the system IC at the Station, without embedded generation, being 98% of the equipment IC rating;
c. A letter to the two customers of NWTC, dated April 11., 2011, advising that the Station is currently at its maximum IC and that the addition of any FIT or microFIT projects is likely to cause the interrupting rating of the Station equipment to exceed the existing fault level ratings.  Prior to this letter being issued, both customers concurred in its content, based on the Raven report discussed above.
34. The electrical inability of NWTC to accept new generation is not unique.  The OEB will be aware that within the last two months:

a. Greater Sudbury Hydro Inc. notified the OEB by letter dated June 10, 2011, that it cannot accept FIT applications due to transmission equipment constraints;

b. Bluewater Power Distribution Corporation notified the OEB by letter dated April 13, 2011, that it cannot accept FIT application due to insufficient thermal capacity on transmission equipment
35. On a regular basis, HONI advises of its transmission system constraints regarding generation connections.  The latest HONI update (“Restricted Station List”, May 1, 2011) advises of system constraints at 42 stations, of which 36 are due to short circuit concerns – exactly the issue with the NWTC Station.
Conclusion

36. NWTC submits that:
a.  its proposed revenue requirement has been determined appropriately; 
b. its O&A expenses for the 2011 Test Year are reasonable and supported by the evidence in this proceeding; and 
c. the resulting adjusted stand alone transmission rates are fair and reasonable.  
37. In approving this Application, the Board will have met its objective, set out in section 1 of the Ontario Energy Board Act, 1998, as amended, “to protect the interests of consumers with respect to prices and the adequacy, reliability and quality of electricity service.”
38. NWTC submits that the relief requested in this Application and updated throughout the written hearing, is just and reasonable. 
ALL OF WHICH IS RESPECTFULLY SUBMITTED THIS 1st DAY OF JULY, 2011.
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