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Ontario Energy Board Act, 1998

S.0. 1998, CHAPTER 15
Schedule B

Consolidation Period: From December 31, 2012 to the e-Laws currency date.

Last amendment: See Table of Public Statute Provisions Repealed Under Section 10.1 of the Legislation Act, 2006
—December 31, 2011.

Board objectives, electricity

1. (1) The Board, in carrying out its responsibilities under this or any other Act in relation to electricity, shall be
guided by the following objectives:

L.

To protect the interests of consumers with respect to prices and the adequacy, reliability and quality of
electricity service.

To promote economic efficiency and cost effectiveness in the generation, transmission, distribution, sale and
demand management of electricity and to facilitate the maintenance of a financially viable electricity
industry.

To promote electricity conservation and demand management in a manner consistent with the policies of the
Government of Ontario, including having regard to the consumer’s economic circumstances.

4. To facilitate the implementation of a smart grid in Ontario.
5. To promote the use and generation of electricity from renewable energy sources in a manner consistent with

the policies of the Government of Ontario, including the timely expansion or reinforcement of transmission
systems and distribution systems to accommodate the connection of renewable energy generation facilities.
2004, c. 23, Sched. B, 5. 1; 2009, c. 12, Sched. D, s. 1.

Requirement to hold licence

57, Neither the OPA nor the Smart Metering Entity shall exercise their powers or perform their duties under the
Electricity Act, 1998 unless licensed to do so under this Part and no other person shall, unless licensed to do 50 under
this Part, ‘

(@)
()
©

(c-1)
@
©
®

(®
(b)
(@

own or operate a distribution sysiem;
oWn or operate a transmission system;

generate electricity or provide ancillary services for sale through the IESO-administered markets or directly to
another person;

engage in unit sub-metering;
retai} electricity;
purchase electricity or anciilary services in the [ESO-administered markets or directly from a generator;

sell electricity or ancillary services through the IESO-administered markets or directly to another person,
other than a consumer; .

direct the operation of transmiission systems in Ontario;
operate the market estzblished by the market rules; or

engage in an activity prescribed by the regulations that relates to electricity. 1998, c. 15, Sched. B, s. 57;
2602, c. 1, Sched. B, s. 6; 2004, ¢. 23, Sched. B, s. 10; 2006, ¢. 3, Sched. C, s. 4; 2010, c. 8, 5. 38 (8).
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Licence conditions

70. (1) A licence under this Part may prescribe the conditions under which a person may engage in an activity set

out in section 57 and a licence may also contain such other conditions as are appropriate having regard to the
objectives of the Board and the purposes of the EZectrzczZyAct 1998. 1998, ¢. 15, Sched. B, s. 70 (1).

Approvals, efc., with or without kolding hearing

{1.1) The Board may, with or without a hearing, grant an approval, consent or make a determination that may be

required for any of the matters provided for in a licensee’s licence. 2009, ¢. 12, Sched. D, s. 10.

Examples of conditions

(2) The conditions of a licence may inciude provisions,
(a) specifying the period of time during which the licence will be in effect;

(b) requiring the licensee to provide, in the manner and form determined by the Board, such information as the
Board may require;

{¢) requiring the licensee to enter into agreements with other persons on specified terms (including terms for a
specified duration) approved by the Board relating to its trading or operations or for the connection to or use
of any lines or plant owned or operated by the licensee or the other party to the agreement;

(d) governing the conduct of the licensee, including the conduct of,
(i) a transmitter or distributor as that conduct relates to its affiliates,
(i) a distributor as that conduct relates to a retatler,
(ii.1) a distributor or suite meter provider as such conduct relates to,

(A) the disconnection of the supply of electricity to a consumer, Including the manner in which and the
time within which the disconnection takes place or is to take place,

(B) the manmer, timing and form in which the notice under subsection 31 (2) of the Eleciricity Act,
1998 is to be provided to the consumer, and

(C) subject to the regulations, the manner and circumstances in which security is to be provided or not
to be provided by a consumer to a distributor or suite meter provider, including,

(1) the interest rate to be applied to amounts held on deposit and payable by the distributor or
suite meter provider to the consumer for the amounts,

(2) the manner and time or times by which the amounts held on deposit may or must be paid or
set-off against amounts otherwise due or payable by the consumer,

(3) the circumstances in which security need not be provided or in which specific arrangements in
respect of security may or must be provided by the distributor or suite meter provider to the
consumer, and

{(4) such other matters as the Board may determine in respect of security deposits,
(iii) a retailer, and

{(iv) a generator, retailer or person licensed to engage in an activity described in clause 57 (£) or an affiliate of
that person as that conduct relates to the abuse or possible abuse of market power;

(d.1) governing conditions relating to any matter prescribed by regulation in respect of retailers of electricity in

relation to the retailing of ¢lectricity, subject to any regulations made under this Act;
(&) specifying methods or techniques to be applied in determining the licensee’s rates;

() requiring the licensee to maintain specified accounting records, prepare accounts according to specified
principles and maintain organizational units or separate accounts for separate businesses in order to prohibit
subsidies between separate businesses;

(g) specifying performance standards, targets and criteria;
(h) specifying connection or retailing obligations to enable reasonable demands for electricity to be met;

(i) specifying information reporting requirements relating to the source of electricity and emissions caused by the
generation of electricity;
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(i) requiring the licensee to expand or reinforce its transmission or distribution system in accordance with market
rules in such a manner as the IESO or the Board may determine;

(k) requiring the licensee to enter into an agreement with the TESO that gives the IESO the authority to direct
operations of the licensee’s fransmission system;

(1} requiring the licensee to implement transmission requirements identified in an integrated power system plan
approved under Part IL2 of the Electricity Act, 1998,

{m) requiring licensees, where a directive has been 1ssued under section 28.2, to implement such steps or such
processes as the Board or the directive requires in order to address risks or liabilities associated with customer
billing and payment cycles in respect of the cost of electricity at the retail and at the wholesale levels and
risks or liabilities associated with non-payment or default by a consumer or retailer. 1998, ¢. 15, Sched. B,
s. 70 {2); 2003, <. 3, 5. 47 (1); 2004, ¢. 23, Sched. B, 5. 11 (1-3); 2010, c. &, 5. 38 (10, 11).

Noun-exclusive

{(6) Unless it provides otherwise, a licence under this Part shall not hinder or restrict the grant of a licence to
another person within the samne area and the licensee shall not claim any right of exclusivity. 1998, c. 15, Sched. B,
s. 70 (6).

Service area of distributor

{11) The licence of a distributor shall specify the area in which the distributor is authorized to distribute
electricity. 1998, . 15, Sched. B, s. 70 (11).

Amendment of lcence
74. (1) The Board may, on the application of any person, amend a licence if it considers the amendment to be,
(2) necessary to implement a directive issued under this Act; or

(b) in the public interest, having regard to the objectives of the Board and the purposes of the Electricity Act,
1998, 2004, c. 23, Sched. B, 5. 13.

Order re: transiission of efectricity

78. (1) No transmitter shall charge for the transmission of electricity except in accordance with an order of the
Board, which is not bound by the terms of any contract. 2000, c. 26, Sched. D, 5. 2 (7).

Order re: distribution of electricity

{2) No distributor shall charge for the distribution of electricity or for meeting its obligations under section 29 of
the Electricity Act, 1998 except in accordance with an order of the Board, which is not bound by the térms of any
contract. 2000, c. 26, Sched. D, s. 2 (7).

Order re the Smart Metering Entity

{2.1) The Smart Metering Entity shall not charge for meeting its obligations under Part IV.2 of the Electricity Act,
1998 except in accordance with an order of the Board, which is not bound by the terms of any contract. 2006, c. 3,
Sched. C, 5. 5 (1).

Rates

(3) The Board may make orders approving or fixing just and reasonable rates for the transmitting or distributing
of electricity or such other activity as may be prescribed and for the retatling of electricity in order to meet a
distributor’s obligations under section 29 of the Electricity Aet, 1998. 2009, ¢. 12, Sched. 1D, 5. 12 (1).
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Electricity Act, 1998

S.0. 1998, CHAPTER 15
Schedule A

Consolidation Period: From December 31, 2012 to the e-Laws currency date.

Last amendment: See Table of Public Statute Provisions Repealed Under Section 10.1 of the
Legislation Act, 2006 — December 31, 2012.

Distributor’s obligation to connect
28. A distributor shall connect a building to its distribution system if,
(a) the building lies along any of the lines of the distributor’s distribution system; and

(b) the owner, occupant or other person in charge of the building requests the connection in
writing. 1998, ¢. 15, Sched. A, s. 28.
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Cniario

ONTARIO ENERGY BOARD

Distribution System Code

Last revised on November 14, 2012
(Originally Issued on July 14, 2000)
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- Distribution System Code

(b) a residential electricity customer who has been qualified for Emergency Financial
Assistance;

‘embedded distributor” means a distributor who is not a wholesale market participant
and that is provided electricity by a host distributor;

“‘embedded generation facility” means a generation facility which is not directly
connected to the IESO-confrolled grid but insiead is connected to a distribution system,
and has the exiended meaning given to it in section 1.9;

“‘embedded retail generalor” means a customer that:

(a) is not a wholesale market participant or a2 net metered generater (as defined in
section 6.7.1);

(b) owns or operates an embedded generation facility, other than an emergency
backup generation facility; and

(c) sells output from the embedded generation facility to the Ontario Power Authority
under contract or to a distributor;

“‘embedded wholesale consumer” means a consumer who is a wholesale market
participant whose facility is not directly connected 0 the IESO-controlled grid but is
connected to a distribution system;

“emergency” means any abnormal system condition that requires remedial action to
prevent or limit loss of a distribution system or supply of electricity that could adversely
affect the reliability of the electricity system;

‘emergency backup generation facility” means a generation facility that has a transfer
switch that isolales it from & distribution system;

“Emergency Financial Assistance” means any Board-approved emergency financial
assistance program made available by a distributor to eligible low-income residential
customers;

“Energy Competition Act’ means the Energy Competition Act, 1998, S.0. 1998, ¢. 15

“‘enhancement’ means a modification to the main distribution system that is made to
improve system operating characteristics such as reliability or power quality or to relisve
system capacity constraints resulting, for example, from general load growth but does

not include a renewable enabling improvement;

“exempt distributor” means a distributor as defined in section 3 of the Act who is
exempted from various requirements in the Act by Ontario Regulation 161/9¢;
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‘Distribution System Code

exansmn means-a modification or addition to the main distribution system in response
o one or more requests for one or more additional customer connactions that otherwise
could not be made, for example, by increasing the length of the main distribution system,
and includes the modifications or additions to the main disiribution system identified in
section 3.2.30 but in respect of a renewable energy generation facility excludes a
renawable enabling improvemeant;

“four-quadrant interval meter” means an interval meter that records power injected into a
distribution system and the amount of electricity consumed by the customer;

“generate”, with respect to eleciricity, means {o produce eleciricity or provide ancillary
servicas, other than ancillary services provided by a transmitter or distributor through the
operation of a fransmission or distribution system;

“generation faclity” means a facility for generating electricity or providing ancillary
services, other than anciilary services provided by a fransmitter or distributor through the
operation of a #ansmission or distribution system, and includes any structures,
equipment or other things used for that purpose;

“‘generator” means a person who owns or operates a.generation facility;

“geographic distributor,” with respect to & load transfer, means the distributor that is
licensed to service a load transfer customer and is responsible for connacting and billing
the load transfer customer;

“good utility practice” means any of the practices, methods and acis engaged in or
approved by a significant portion of the electric utility industry in North America during
the relevant time period, or any of the practices, methods and acts which, in the exercise
of reasonable judgement in light of the facts known at the time the decision was made,
could have been expected to accomplish the desired resuli at a reasconzable cost
consistent with good practices, reliability, safety and expedition. Good utility practice is
not intended {o be limited to the optimum practice, methed, or act to the exclusion of all
others, but rather o be accepiable practices, methods, or acts generally accepied in
Norih America;

“holiday” means a Saturday, Sunday, statutory holiday, or any day as defined in the
Province of Ontario as a legal holiday;

“host distributor” means the distributor who provides electricity to an embedded
distributor;

“IESQ” means the Independent Electricity System Operator continued under the
Electricity Act.
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3.1.4

3.15

3.1.6

Distribution System Code

For residential customers, a distributor shall define a basic connection and
recover the cost of the basic connection as part of its revenue requirement. The
basic connection for each customear shall include, at 2 minimum:

(@) supply and installation of overhead distribution transformation capacity or
an aquivalent credit for transformation equipment; and

(b} up to 30 meters of overhead conductor or an equivalent credit for
underground services. .

For non-residential customers, a distributor may define a basic connection by
rate class and recover the cost of connection either as part of its revenue
requirement, or through a basic connection charge to the customer.

Alt customer classes shall be subject to a variable connection charge fo be
calculated as the costs associated with the installation of connection assets
zbove and beyond the basic connection. A disfributor may racover this amount
from a customer through & connection charge or equivalent payment.

3.2 Expansions

3.2.2

If-a distriputor must construct new facilities to its main distribution system or
increase the capacity of existing distribution system facilities in order to be able
to connect a specific customer or group of customers, the distributor shall
perform an initial economic evaluation based on astimated costs and forecasted
revenues, as described in Appendix B, of the expansion project to determine if
the future revenue from the customer(s) will pay for the capital cost and on-
geing maintenance costs of the expansion project.

If the distributor's offer was an estimate, the distributor shall carry out a final
economic evaluation once the facilites are energized. The final economic
evaluation shall be based on forecasted revenuss, actual Gosts incurred
(including, but not limited to, the costs for the work that was not eligible for
alternative bid, and any transfer price paid by the distributor to the customer)
and the methodology described in Appendix B.

If the distributor's offer was a firm offer, and if the alternative bid option was
chosen and the facilities are transferred to the distributor, the distributor shall
carry out a final economic evaluation once the facilities are energized. The final
economic evaluation shall be based on the amounts used in the firm offer for

40
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3.24

3.2.5

Distribution System Code

costs and forecasted revenues, any transfer price paid by the distributor to the
customer, and the methodology described in Appendix B.

The capital contribution that a distributor may charge a customer other than a
generator or distributor io construct an expansion shall not exceed that
customer’s share of the difference between the present value of the projected
capital costs and on-going maintenance costs for the facilities and the present
value of the projected revenue for distribution services provided by those
facilities. The methodology and inputs that a distributor shall use io calculate
this amount are described in Appendix B.

The capital contribution that a distributor may charge a generator to construct
an expansion to connect a generation facility to the distributor's disiribution
system shall not exceed the generator's share of the present value of the
projected capital costs and on-going maintenance costs for the facllities.
Projected revenue and avoided costs from the generation facility shall be
assumed 10 be zero, unless ctherwise determined by rates approved by the
Board. The methodology and inputs that a distributor shall use to caiculate this
amount are described in Appendix B.

3.2.5A Notwithstanding section 3.2.5 but subject to section 3.2.5B, a distributor shal

not charge a generator to construct an expansion to connecl a renewable
energy generation facility:

(a) if the expansion is in a Board-approved pian fited with the Board by the

' distributor pursuant to the deemed condition of the distributor's licence
referred fo in paragraph 2 of subsection 70(2.1) of the Act, or is ctherwise
approved or mandated by the Board; or 7

(b) in any other case, for any cosis of the expansion that are at or below the
renewable energy generation facility’s renewable energy expansion cost
cap.

For greater clarity, the disiributor shall bear all costs of constructing an expansion
referred to in (a) and, in the case of (b), shall bear all costs of constructing the
expansion that are at or below the renswable energy generation facility’s
renewable energy expansion cost cap.

3.2.6B Where an expansicn is underiaken in response to a request for the connection

of more than one renewable energy generation facility, a distributor shalt not
v charge any of the requesting generators to construct the expansion:
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(a) fif the expansion is in a Board-approved plan filed with the Board by the
distributor pursuant to the deemed condition of the distributor’s licence
referred to in paragraph 2 of subsection 70(2.1) of the Act, or is otherwise
approved or mandated by the Board; or

(b) in any other case, for any costs of the expansion that are at or below the
amount that results from adding the total name-plate rated capacity of
each renewable energy generation facility referred to in section 5.2.9(a) (in
MW) and then multipiying that number by $90,000.

For greater clarity, the distributor shall bear all costs of constructing an expansion
referred to in (a) and, in the case of {b), shall bear all costs of constructing the
expansion that are at or below the number that results from the caiculation
referred to in (b). '

3.2.5C Where, in accordance with the calculation referred to in section 3.2.5B(b), a

capital contribution is payable by the requesting generators, the distributor shall
apportion the amount of the capital contribution among the requesting generators
on a pro-rata basis based on the total name-plate rated capacity of the renewable
energy generation facility referred to in section 6.2.9(a) (in MW),

3.2.6 If a shorifall between the present value of the projected costs and revenues is

calculated under section 3.2.1, the distributor may propose to collect all or &
portion of that amount from the customer in the form of & capital contribution, in
accordance with the distributor's documented policy on capital contributions by
omer class.

|#the capital contribution amount resulting from the final economic evaluation

“provided for in section 3.2.2 or 3.2.3 differs from the capital contribution amount

resulting from the initial economic evaluation calculation, the distributor shall
obtain from the customer, or credit the customer for, any difference between the
two calculations.

3.2.8 if an expansion is needed in order for a distributor {o connect a customer, the

distriputor shall make an initial offer to connect the customer and build the
expansion. A distributor’s initiat offer shall include, at no cost to the customer:

(a) a statement as to whether the offer is a firm offer or is an estimate of the
costs that would be revised in the future to reflect actual costs incurred;

{b) a reference io the distributor's Conditions of Service and information on
how the cusiomer requesting the connection may obtain a copy of them);
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Distribution System Code

(e) inspect and approve, at cost, all aspects of the constructed facilities as
part of a system commissioning activity, prior to connecting the
constructed facilities to the existing distribution system.

3.2.17 In addition to the capital contribution amocunts in secticns 3.2.4 and 3.2.5, the
distributor may also charge a customer that chooses to pursue an alternative
bid any costs incurred by ihe distributor associaied with the expansion
including, but not limited to, the following:

(a) costs for additional design, engineering, or installation of facilities required
to complete the project;

(a.1) costs associated with any temporary de-energization of any portion of the
existing distribution system that is required in relation to an expansion that
is constructed under the alternative bid option;

(a.2) costs associated with the review and approval referred to in section
3.2.16(d.1);

(b) cosis for administering the coniract between the customer and the
contractor hired by the customer if the distributor is asked to do so by the
customer and the distribuior agrees to do it; and

(c) costs for inspection or approval of the work performed by the contractor
hired by the customer.

When the customer transfers the expansion facilites to the distributor in
accordance with secticn 3.2.18 and 3.2.19, the charges referred to above shall
be included as part of the customer's costs for the purposes of determining the
transfer price. )

@hen the customer transfers the expansion faciliies that were constructed

under the alternative bid option to the distributor, and provided thal the
distributor has inspected and approved the constructed facilities, the distributor
shall pay the customer a transfer price. The transfer price shall be the lower of
the cost to the customer to construct the expansion facilities or the amount set"
out i the disiributor's initial oifer to do the work that is eligiBT'e_?or alternative
bid. If the customer does not provide the distributor with the cusiomers cost
information in a timely manner, then the distributor may use the amount for the
work that is eligible for alternative bid as set out in its initial offer for the transfer
price instead of the cusiomer’s cost.
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Distribution System Code

3.2.27F For greater certainty:

(@)

(b)

sections 3.2.27B and 3.2.27D do not apply in respect of an expansion
referred to in section 3.2.5A(a) or 3.2.5B(a);

the amount of the rebate payable to an initial renewable generator under
section 3.2.27B or section 3.2.27D(a) shall not exceed the amount paid by
the initial renewable generator as a capital contribution towards the cost of
the earlier expansion; and

where an earlier expansion referred to in section 3.2.27B or 3.2.27D was
made to connect more than one renswable energy gensration facility to
which section 3.2.5B applies, the amouni of the rebate payable to the
renewable generators shall be apportioned between them on a pro-rata
basis based on the fotal name-plate rated capacity of each renewable
energy generation facility referred o in section 6.2.9(a) (in MW).

3.2.28 A distributor shall prepare all estimates and offers required by section 3.2 in
accordance with good utility practice and industry standards.

3.2.29 The distributer shali perform all of its responsibilites and obligations under
section 3.2 in a timely manner.

3.2.30 An expansion of the main disiribution system includes:

T
(a

(b)
(c)

building a new line to serve the connecting customer;

rebuilding a single-phase line to three—phaée to serve the connecting
customer; ‘ -
rebuilding an existing line with a larger size conductor to serve the

& connecting customer;

(d)
(e)
i
(g)

(h)

rebuilding or overbuilding an existing line to provide an additional circuit to
serve the connecting customer;

converting a lower voltage line to operate at higher voltage;
replacing a transformer to a larger MVA size;

upgrading a voltage regulating transformer or station to a larger MVA size;
and

adding or upgrading capacitor banks to accommodate the connection of
the connecting customer.
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Distribution System Code

3.3 Enhancements

3.3.1

3.3.2

3.3.3

A distributor shall continue to plan and bulld the distribution system for
reasonable forecast load growth. A distributor may perform enhancements to
its distribution sysiem for purposes of improving system operating
characterisiics or for relieving system capacity constraints. In determining
system enhancemenis to be performed on iis distribution system, a distributor
shall consider the following: ‘

(a) good utility practice;
(b) improvement of the system {o either meet or maintain required
performance-based indices;

(c) current levels of customer service and reliability and potential improvement
from the enhancement; and

(d) costs to customers associated with distribution reliability and potential
improvement from the enhancement.

Renewable enabling improvements fo the main distribution system to
accommodate the connection of renewable energy generation faciliies are
limited to the following;

(a) modifications to, or the addition of, electrical protection equipment;

(b) modifications to, or the addition of, voltage regulating transformer controls

or station controls; .
(c) tihe provision of protection against islanding (transfer trip or equivalent);
(d) bidirectional reclosers;
(e} tap-changer confrois or relays;
(f) replacing breaker proiection relays;

(g) Supervisory Confrol and Data Acguisition system design, construction and
connection;

(n) any other modifications or additions fo allow for and accommodate 2-way
electrical flows or reverse flows; and :

(i) communication systems to facilitate the connection of renewable energy
generation facilities.

Subiject to section 3.3.4, the disiributor shall bear the cost of constructing an’
enhancement or making & renewable enabling improvement, and therefore shall
not charge:
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Distribution Sysiem Code

(a) a customer a capital contribution fo construct an enhancement; or

(b} a customer that is connecting a renewable energy generation facility a
capital contribution to make a renewable enabling improvement.

3.3.4 Section 3.3.3(a) shall not apply to a distributor until thé distributor's rates are set

based on a cost of service application for the first time following the 2010 rate
year.

3.4 Relocation of Plant

3.4.1

When requested to relocate distribution plant, a distributor shaill exercise its
rights and discharge its obligations in accordance with existing legislation such
as the Public Service Works on Highways Act, regulaticns, formal agreements,
easemenis and common law. In the absence of existing arrangements, a
distributor is not obligated to relocate the plant. However, the distributor shall
resolve the issue in a fair and reasonable manner. Resolution in a fair and
reasonable manner shall include a response to the requesting party that
explains the feasibility or infeasibility of the relocation and & fair and reasonable
charge for relocation based on cost recovery pringiples.

4 OPERATIONS

4.1

4.1.1

4.1.2

4.1.3

Quality of Supply

A distributor shall follow good utility practice In managing the power quality of
the distributor’'s distribution system and define in its Conditions of Service the
quality of service standards to which the distribution system is designed and
operated.

A distributor shall maintain a voltage variance standard in accordance with the
standards of the Canadian Standards Association CAN3-235, A distributer shall
practice reasonable diligence in maintaining voltage [evels, but is not
responsible for variations in voltage from external forces, such as operating
contingencies, exceptionally high loads and low voltage supply from the
transmitter or host distributor.

Subject to section 4.7, a distributor shall respond to and take reasonable steps

to investigate all consumer power quality complaints and report to the consumer -

on the results of the investigation.
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Cutarin Eeray Ceommission de FErengs
BHeagil . e MO EawEn

RP-2003-0044

IN THE MATTER OF the Ontario Energy Board Act, 1995,
S.0.1998, ¢.15 (Sched. B); '

AND IN THE MATTER OF applications by Centre Wel-
lington Hydro, Veridian Connections Inc., EnWin Powerlines
Ltd., Erie Thames Powerlines Corp., Chatham-Kent Hydro
Inc., Essex Powerlines Corp., Cooperative Hydro Embrun
Inc. and Hydro One Networks Inc. pursuant to subsection
74(1) of the Ontario Energy Board Act, 1998 to amend Sched-
ule 1 of their Trangitional Distribution Licences.

AND IN THE MATTER OF a ruling regarding the limits of
the Beard’s jurisdiction with respect to existing customers in
seryice area amendment applications.

BEFORE:

Paul Sommerville
Presiding Member

Cathy Spoel
Member

DECISION

The Board received 2 number of applications from licensed electricity distributors seeking amend-
ments to expand their service areas. By Procedural Order No. 1, dated March 28, 2003, the Board
combined this group of applications into a single proceeding, The purpose of this combination of
cases was to enable the Board to consider the issues raised by service area amendment applications
and to develop, to the extent possible, a series of principles to assist the Beard in its consideration
of current and future like applications. With the exceptior of a small number of applications which,
for circumnstances unigue to each, were heard and determined on an expedited basis, all the out-
standing service area amendment applications will be determined in the course of the combined
proceeding.

The combined proceeding has been assigned file No. RP-2003-0044.
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ice area amendment application which may affect existing customers. The section may operate to
limit the Board’s powaers in respect of some applications, but the effect of the subsection will
depend on the facts of the individual case.

30
An argument was made by some parties that customers of distribution systems were themselves a

species of asset of the distribution service provider. Under this line of reasoning, granting an appli-
cation for an expansion of service area into an incumbent’s service area would or could have the
effect of forcing the disposal of such “assets” in a manner that contravened the prohibition con-
tained in Subsection 70(13). '

31
While the ongoing business of a company may for certain purposes be characterized as “goodwill”

and treated as an asset of that company, the Board does not agree that it goes so far as to allow the
characterization of individual customers as assets of a business in this context. .

32
Third, the Board dees not accept that any service area amendment involving existing customers will

necessarily involve expropriation without compensation. It is not clear that the devaluation or even
the stranding of assets constitutes expropriatior. Further, the Board is empowered through the oper-
ation of Subsection 70(2) (¢) to require a successful applicant to enter into agreements which can L
redress any demonstrable inappropriate prejudice to an incumbent service provider and to ensure

that compensation is provided.

. 33
Subsection 70(2)(c) provides in part as follows: .

3 o
70(2) The conditions of a licence may include provisions,

(2) specifying the period of time during which the licence will be in effect;

®) requiring the licensee to provide, in the manner and form determined by the Board,
such information as the Board may require;

(c) requiring the licensee to enter into agreements with other persons on specified -~
terms (including terms for a specified duration) approved by the Board relating to o
its trading or operations or for the connection to or use of ary lines or plant owned L
or operated by the licensee or the other party to the agreement;

. 35
By this means a diminution of value in or stranding of incumbent agsets which the Board considers

to be contrary to the public interest can be addressed. The Board’s consideration of the public inter-
est could, in such circumstances, be at least partially dependent on the completion of an appropriate
confractual arrangement,

If the legislature had intended to inhibit competition for distribution customers and prevent their
migration to other providers, it could kave done so explicitly. In fact, in providing for the presump-
tion of non-exclusivity of service areas in subsection 70(6), and endowing the Board with the power
-to amend licences in subsection 74(1), it is clear to the Board that the legislature intended that the
Board exercise a very broad jurisdiction with respect to licensing in general and service areas in
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70(6) Unless it provides otherwise, a licence under this Part shall not hinder or
restrict the grant of a licence to another person within the same area and the licen-
see shall not claim any right of exclusivity.

Taken together these provisions of the Ontario Energy Board Act unequivocally establish the
Board’s jurisdiction to specify and expand or reduce service areas by way of licence amendment
even where such amendments will result in overlapping service areas, provided that the Board finds
that it is in the public interest to do so.

Ttwas argued by some of the parties that the Board’s jurisdiction to so amnend service areas is limited
by the application of Subsection 70(13) and a general, presumed prohibition against the expropria-
tion of assets without compensation.

Subsection 70(13) provides as follows:

70(13) A licence under this Part shall not require 2 person to dispose of assets or to
undertake a significant corporate reorganization.

The line of reasoning advanced by some parties urging the Board to regard this subsection and a
presumed prohibition against expropriation without compensation as a restraint on the Board’s
authority to grart licence service area amendments that may effect existing customers consists
essentially of the proposition that granting such service area amendments is tantamount to a confis-
cation of existing distribution assets. These parties assert that assets used in providing service to
existing customers become devalued or stranded when a competing distributor is granted rights to
serve in the same area. This stranding or devaluation of the incumbent assets is equivalent, they
argue, to a compelled disposition of those assets, and is therefore prohibited.

This argument fails on a number of grounds.

First, not every order which may affect existing customers will involve a devaluation or stranding -

of assets. The facts in each epplication will determine whether assets may be stranded.

‘Second, it is the Board’s view that the prohibition in Subsection 70(13) operates only where a
licence requires a disposition of assets by a person. It is our view that unless the Board’s order
required the disposition of assets, the subsection would have no application.

Further, if an order of the Board did result in some devaluation or stranding of assets, the simple

determination that assets had become devalued or stranded is not by any reasonable interpretation
a forced disposition or any species of confiscation. The stranding of or devaluation of incumbent

distribution assets may be an important consideration for the Board in its determination of the pub-
lic interest, and is an essential guestion in any licence amendment application, butit is not a circum-
", stance which operates to deny the Board jurisdiction per se. The Board finds that the prohibition in
* subsection 70(13) does not restrict the Board’s jurisdiction to consider or grant every licence serv-
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ice area amendment application which may affect existing customers. The section may operate to
limit the Board’s powers in respect of some applications, but the effect of the subsection will
depend on the facts of the individual case,

An argument was made by some parties that customers of distribution systems were themselves a
species of asset of the distribution service provider. Under thig line of reasoning, granting an appli-
cation for an expansion of service area into an incumbent’s service area would or could have the
effect of forcing the disposal of such “assets” in a manner that contravened the prohibition con-
tained in Subsection 70{13). '

While the ongoing business of a company may for certain purposes be characterized as “goodwill”
and treated as an asset of that company, the Board does not agree that it goes so far as to allow the
characterization of individual customers as assets of a business in this context. -

Third, the Board does not accept that any service area amendment involving existing customers will
necessarily involve expropriation without compensation. It is not clear that the devaluation or even
the stranding of assets constitutes expropriation. Further, the Board is empowered through the oper-
ation of Subsection 70{2) (c) to require a successful applicant to enter into agreements which can
redress any demonstrable inappropriate prejudice to an incumbent service provider and to easure
that compensation is provided.

Subsection 70(2)(¢) provides in part as follows:

70(2) The conditions of a licence may include provisions,
{a) specifying the peried of time during which the licence will be in effect;

b) requiring the licensee to provide, in the manner and form determined by the Board,
such information as the Board may require;

(©) requiring the licensee to enter into agreements with other persons on specified -
terms {including terms for a specified duration) approved by the Board relating to
its trading or operations or for the connection to or use of any lines or plaat owned
or operated by the licensee or the other party to the agreement;

By this means a diminution of value in or stranding of incumbent agsets which the Board considers
to be contrary to the public interest can be addressed. The Board’s consideration of the public inter-
est could, in such circumstances, be at least partially dependent on the completion of an appropriate
contractual arrangement.

If the legislature had intended to inhibit competition for distribution customers and prevent their
migration to other providers, it could have done so explicitly. In fact, in providing for the presump-
tion of non-exclusivity of service areas in subsection 70(6), and endowing the Board with the power
-to amend licences in subsection 74(1), it is clear to the Board that the legislature intended that the
Board exercise a very broad jurisdiction with respect to licensing in general and service areas in
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particular, provided that the public interest is protected, In subsection 70(2)(c) the Legislature has
provided the Board with a tool to address circumstances where the protection of the public interest
requires an arrangement between the incumbent service provider and the new participant.

[a summary, the Board finds that neither subsection 70(13) nor the avoidance of expropriation with-
out compensation removes all jurisdiction in the Board to consider and grant service area amend-
ment applications involving existing customers. Not every order affecting existing customers will
involve asset devaluation or stranding, Even if asset devaluation or stranding is involved, this may
not constitute forced disposition or expropriation without compensation. In some cases, depending
on the facts, the nature or breadth of the order the Board can make may be restricted by 5.70(13)
and the need to avoid expropriation without compensation. However, the Board is of the view that
these factors do not operate as a jurisdictional bar to consideration of service area amendment appli-
cations which involve existing customers. :

Having reached this conclusion, the Board wishes to state that it is very aware of the serious public
interest concerns involved in granting service area amendment applications that affect existing cus-
tomers. The Board will consider very seriously both the regulatory policy issues and the practical

implications of such applications.

DATED at Toronto, June 23, 2003,

ONTARIO ENERGY BOARD

Payl Sommerville
Presiding Member

Cathy Spoel
Member’
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Ontario Energy Commission de 'Energie
Board de 'Ontario

I s |
Ontario
RP-2003-0044
IN THE MATTER OF APPLICATIONS BY
Centre Wellington Hydro EB-1999-0269
Veridian Connections Inc. (1) EB-1998-0260
Enwin Powerlines Ltd. EB-1999-0281
Erie Thames Powerlines Corp. EB-2002-0462
Chatham-Kent Hydro Inc. EB-1999-0216
Essex Powerlines Corp. EB-2002-0524
Cooperative Hydro Embrun Inc. EB*2002-0482
Veridian Connections Inc. (2) EB-2003-0020

Hydro One Networks Inc. EB-2003-0031

FOR
AMENDMENTS. TO THEIR LICENSED SERVICE AREA

DECISION WITH REASONS

2004 February 27
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Ortario Erergy Cemmission de fEnargie
Board de {"Ondario

R s L
Dmsric

RP-2003-0044

IN THE MATTER OF the Ontario Energy Board Act, 1998,
S.0.1998, ¢.15 (Sched. B};

AND IN THE MATTER OF zpplications by Centre Welling-
ton Hydro, Veridian Connections Inc., EnWin Powerlines
1td., Erie Thames Powerlines Corp., Chatham-Kent Hydro
Inc., Essex Powerlines Corp., Cooperative Hydro Embrun Inc.
and Hydro One Networks Inc. pursteant to subsection 74(1} of
the Ontario Energy Board Act, 1998 to amend Schedule 1 of
their Distribution Licences.

BEFORE:

Paul Sommerville
Presiding Member

Arthur Birchenough
Member

Cathy Spoel
Member

DECISION WITH REASONS

February 27, 2004
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1.1

DECISION WITH REASONS

INTRODUCTION

The Applications

Applications were filed with the Ontario Energy Board pursuant to subsection 74(1) of the Oniario
Energy Board Act, 1998, 8.0. 1998, c.15, Sched. B (*OEB Act”), by nine distributors for amend-
ments fo their licensed service area. The applicants and the Board’s assigned file numbers are listed
below:

. Centre Wellington Hydro EB-1999-0269
. Veridian Connections Inc. (1) EB-1599-0260
- Enwin Powerlines Ltd. EB-1999-G281
. Frie Thames Powerlines Corp. EB-2002-0462
. Chatham-Kent Hydro Inc. EB-1999-0216
. Essex Powerlines Corp. EB-2002-0524
. Cooperative Hydro Embrun Inc. EB-2002-0482
. Veridian Connections Inc. (2) EB-2003-0020
. Hydro One Networks Inc. EB-2003-0031
The Proceeding

Notices of Application were published for all nine individual applications. Procedural Orders
requesting subrnissions from intervenors and responding submissions from the applicants were
issued with respect to Centre Wellington Hydro Ltd., Veridian Connections Inc.(1), and Chatham-
Kent Hydro Inc. The Board received submissions and requests from intervenors to deal with these
applications by way of oral hearings.

On March 28, 2003, the Board issued Procedural Order No. 1 combining the nine individual”
proceedings inte one proceeding. The purposs of this combination of cases was to enable the Board
10 consider the issues raised by service area amendment applications and to develop, to the extent
possible, a series of principles to assist the Board in its consideration of current and future like
applications.

The Board assigned file number RP-2003-0044 to this combined proceeding. All applicants and
intervenors to the individual procesdings became parties to the single combined proceeding. The
Board indicated that it infended to proceed in this matter by way of an oral hearing. Given the
potential for the issues raised to affect other parties, particularly distributors, the Board considered
it appropriate to make provision for the intervention of persons other than those already party to one
of the individual proceedings. A schedule for the filing of evidence and for an interrogatory process
was set out in Procedural Order No. 1, and later extended in Procedural Orders No. 5 and No. 6.
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1.3 Parties

DECISION WITH REASONS

21

The following parties participated in the combined proceeding RP-2003-0044:

Applicants
1 Centre Wellington Hydro Ltd.

{Centre Wellington}

2 Chatham-Kent Hydro Inc.

{Chatham-Kent)

3 Cooperative Hydro Embrun Ine.

(Embrun}

4 ENWIN Powerlines Ltd.

(ENWIN)

one of SW Applicants

5 Frie Thames Powerlines Corporation

(Erie Thames)

one of SW Applicants

5 Essex Powerlines Corporation

(Essex)

cne of SW Applicants

DaoclD: OEB: 1338L-0

Representative(s)
Mr. Andy Chan

Mr. Mike McLeod

Mr. Doug Sherwood
Mr. Tom Brett

7 Mr. James Fisher

M. Jim Hogan
Mr. David Kenney

Mr. Raymond R. Payne

Mr. Benoit Lamarche

Ms. Giovanna Gesuale

Ms. Carol Godby

Mr. David Southam

Mr. Jeff Pettit
Ms. Carol Godby

Mr. David Southam

Mr. Mark Aliner
Mr. Raymond Tracey
Ms. Carol Godby

Mr, David Southam
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DECISION WITH REASONS

7 Hydro One Networks Inc. Ms. Mary Anne Aldred
{Hydro One) _ Mr, Michael Engelberg
Mr. Brian Gabel

Mr. Blair Macdonaid
Mr. Glen MacDonald
Ms. Anne Powell

Mr. Donald Rogers

& Veridian Connections Inc. Mr. George Armstrong
(Veridian) Mr. Andy Chan

Mr. Mike McLeod

Mr. Axel Starck
23
Intervenors - Representative(s)
9 Barrie Hydro Distribution Inc. Ms. Barb Gray
10 Bluewater Power Distribution Corporation Ms. Janice L. McMichael
11 Boniferro Mill Works Inc. Mr. Jim Beniferro

Mr. Robert W. Reid

12 Brantford Power Inc. Mr. George Mychailenko
a member of LDC Coealition Mr. J. Mark Rodger

Mr. James C. Sidlofsky
13 Chatham & District Chamber of Commerce Mr. Reg MacDonald

14 County of Hastings / Hastings Manor Mr. J, Colin Rushlow
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13 Electricity Distribufors Association Ms. Kelly Friedman
(EDA) Mr. Charlie Macaluso

Mr. Wayne Taggart

16 Enersource Hydro Mississauga Inc. Mr. Chris Buckler
a member of LDC Coalition . Mr. J. Mark Redger

Mr. James C. Sidlofsky

17 FortisOntario Inc. Mr. Tom Brett

Mr. Timothy Curtis

18 Grand River Raceway / The Woolwich Agxiéultural Dr.C. E.{ Ted) Clarke
Society
19 Great Lakes Power Limited Mr. Jim Deluzio

M., Charles Keizer

Mr. Andrew Taylor

20 Hamilton Hydro Inc. Mr. Cameron McKenzie
& member of LDC Coalition MEr. T. Mark Rodger

M. James C. Sidlofsky

21 Hydro Connection Inc. Mr. Paul Jemmett
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22

23

24

25

26

27

28

29

Hydro One Networks Inc.

{Hydro One)

Hydro Ottawa Limited

a member of LDC Coslition '

Hydro Vaughan Distribution Iﬁc.

amember of LDC Cozlition

TLocal Union 636 of the International Brotherhood of
Electrical Workers

Markham Hydro Distribution Inc.

a member of LDC Coalition
Milton Hydro Distribution Inc.

Municipality of Central Elgin

Municipality of Chatham-Kent

PoclD: OEB: 1338L-0
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Ms. Mary Anne Aldred
Mr. Michael Engelberg
Mr. Brian (Gabel

M. Blair Macdonald
Mr, Glen MacDonald
Ms. Anne Powell

Mr. Donald Rogers

Ms. Lynne Anderson
Mr. J. Mark Rodger

M. James C. Sidlofsky

Mr, Eric Fagen

Mz James C. Sidlofsky

Mr, J. R. Wacheski

Ms. Panla Conboy

Mr. James C. Sidlofsky

Mr. Don Thorne

Mr. Lioyd Perrin
Ms. Carol Godby

Mr. David Southam

Mr. Brian Enott

Mr. Jim Wickett
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32

33

35

37

38

Municipality of Leamington

Newmarket Hydro Ltd.

Oshawa PUC Networks Inc.

Power Workers” Union

EwWU)

Richmond Hill Hydro Inc.

St. Catharines Hydro Utllity Services Inc.

a member of LDC Coalition

The Corporation of The City of Windsor

The Corporation of the Town of Tecumseh

Toronto Hydro- Electric System Limited

(Toromto Hydro)

DoclD: OEB: 1338L-0
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Mr. William J. Marck
Ms. Carol Godby

Mr. David Southam
Ms. Gaye-Donna Young
Ms. Christine Dade

Mr. Andrew Lokan

Mr. Richard P. Steghenson
Mr. Mike Psotka

Mr. John Kerklaan
M. J. Mark Rodger

Mr. James C. Sidlofsky

Mr. Mark Nazarewich
Ms. Carol Godby

Mr. David Southam

Ms. Laura Moy
Ms. Carol Godby

Mr. David Southam

M. Rick Zebrowski
Ms., Colleen Walwyn

Mr. J. Mark Rodger
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DECISION WITH REASONS

3% Town of Amherstburg Mr. Dave Mailloux

Ms. Carol Godby

Mr. David Southam

40 Township of Centre Wellington Mr. Brett Salmon

41 Upper Grand District School Board Mr. Tom Smith
42 Vulnerzble Energy Consumers Coalition Mr. Michael Janigan
(VECC) M. Bill Harper
Ms. Sue Lott
43 ‘Westario Power Inc. Mr. Guy Cluff
(Westario Power) Mr. Scott Stoll
44 Wirebury Connections Inc. Mr. David Matthews _
(Wirebury) Mr. Dennis O*Leary
45 Ontaric Energy Board Staff Ms. Jennifer Lea

Mz. David Brown
Mr. Robert Gordon

Mr. Gordon Ryckman

Ms. Judy Duan
24
Expert Witnesses
‘ 25
. Mr. David Southam from RDIT Utility Consulting & Technolegies Inc. on behalf of the
Southwest Applicants
' 26
. Dr. John Chamberlin and Dr. Bruce Humnphrey from KEMA-Quantec Incorporated on
behalf of Hydro One
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1.4

1.5

DECISION WITH REASONS

. Dr. Adonis Yatchew from University of Toronto on behalf of Toronto Hydro and the LDC
Coalition

. Mr. John Todd from Elenchus Research Associates on behalf of Wirebury

Issues

Procedural Order No.1 expressed the Board’s intent to develop principles to ensure a consistent
approach to service area amendment applications. To focus this process the Board orepared a draft
issues list. The Board directed that an Issues Conference be held on April 29, 2003 fo enhance and
finalize the draft issues list and that an Issues Day proceeding take place on May 1, 2003. Procedural
Order No. 2 rescheduled these events and made provision for certain filings.

OnMay 6,2003, the Boardissued Procedural Order No. 4 approving the Issues List for the Combined
Proceeding. The Board panel accepted the Proposed Issues List, incliding a Supplemental {ssues

- List, which was developed and accepted by all parties at the Tssues Conference. As a result of this

consensus, the Tssues Day scheduled for May 2, 2003 was cancelled.

During the Issues Conference a number of parties expressed interest in receiving from the Board a
ruling regarding the scope of its jurisdiction in the consideration of service area amendments with
respect to existing customers. The Board agreed to expedite the hearing of this jurisdictional issue.
Accordingly, the Board, in Procedural Order No. 4, invited parties to the proceeding o make
submissions on the jurisdictional issue. Writien submissions were received and considered by the
Board, and oral submissions were provided at a hearing on May 20, 2003, The Board issued its
Decision on the jurisdictional issue on June 23, 2003.

Critical Connection Hearings

On April 17, 2003, the Board issued Procedural Order No. 3 which indicated that applications from
Embrun (EB-2002-0482), Chatham-Kent (EB-1999- 0216), Centre Wellington (EB-1999-0269)
(only with respect to supply of Grand River Raceway), and Veridian (2) (EB-2003-0020) might
have to be-dealt with on an urgent basis in response to information filed by these parties regarding
critical in-service requirements. The Board stated that it would hear these requests for expedited
amendment orders in oral hearings. The Board further indicated that decisions regarding these
specific applications would not set precedents for future decisions, might be interim in pature, and
might contain certain conditions or restrictions defering to the final decision of the Board in the
combined proceeding.

The expedited applications were heard and decided as follows: Centre Wellington on May 12, 2003,
Veridian on May 13, 2003, Chatham-Kent on May 14, 2003, and Embrun on May 15, 2005.

, The remaining individual applications are outstanding, awaiting this decision of the Beard on the

principles to be considered in service area amendment applications.
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1.6

1.7

DECISION WITH REASONS

Expert Evidence and Final Submissions on Principles

On October 27, 2003, the Board issued Procedural Order No. 7 providing for the delivery of final
oral submissions to the Board on the principles that should guide the Board in determining service
area amendment applications and setting hearing dates for the remaining applications.

The Board subsequently received motions from Hydro One, Toronto Hydro and the LDC Coalition
seeking a variance or cancellation of Procedural Order No. 7. The motions sought an opportunity
to call evidence from certain expert witnesses. On November 7, 2003, the Board issued Procedural
Order No. 8 suspending the dates for argument set out in Procedural Crder No. 7, and made provision
for the hearing of the motions.

On November 13, 2003, the Board heard and decided the motions. The motion of Hydro One was
granted, and those of Toronto Hydro and the LDC Coalition were granted in part. The provisions
made in Procedural Order No. 7 were varied so as to provide foran opportunity for the oral testimony
of the following experts: Dr. John Chamberlin and Dr. Bruce Humphrey (Kema-Quantec), Dr.
Adonis Yatchew, Mr. John Todd, and Mr. David Southam. The Board set dates for the filing of, and
interrogatory process on, Dr. Yatchew’s evidence.

The experts testified on December 15 to18, 2003. Final oral submissions by parties on the principles
to be applied to service area amendments-were made on December 18 and 19, 2003.

Access to the Record of the Proceeding

Copies of the evidenoe, exhibits, arguments, interrogatory responses, and transcripts of the proceed-
ing are available for review at the Board’s offices. The Beard, with industry participation, has
developed standards and processes for the electronic regulatory filing (“IRF”) of evidence,
submissions of parties, Board orders and decisions. This Decision with Reasons will be available
in ERF form shertly after initial copies are issued in hard copy. The ERF version will have the same
text and numbered headings as the initial hard copy, but may be formatted differently.

The Board has considered all of the evidence, submissions and arguments in this proceeding, but
has summarized the evidence and the positions of the parties only to the extent necessary to provide
context for its findings.
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2.1

DECISION WITH REASONS

LEGISLATIVE OBJECTIVES

Section 70(11) of the OEB Act requires that a licence specify the area in which a distributor is
authorized to distribute electricity. Section 74(1) of the OEB Act allows the Board to amend
electricity licences where the amendment is in the public interest. In exercising its power under
section 74(1), the Board must have regard to the objectives of the Board as set out in section 1 of
the OEB Act and the purposes of the Electricity Act, 1998, §.0.1998, ¢. 15, Sched. A (“Electricity
Act™). The objectives of the OEB Act relevant to this proceeding and the corresponding purposes
of the Electricity Act are identical. In making determirations in the public interest respecting
licensing matters, the Board will consider the objectives together with all other relevant
considerations.

Facilitation of Competition and Non-Discriminatory Access

The first two objectives in the OEB Act in relation to electricity read as follows:

1 To facilitate competition in the generation and sale of electricity and to facilitate a smooth
transition to competition.
2 To provide generators, retailers and consumers with non-discriminatory access to transmis-

sion and distribution systems in Ontario.

The SW Applicants and Wirebury argued that the word “sale” in the first objective includes the
distribution of the commodity, not merely the retailing of electricity, and that it is therefore an
important objective of the Board to facilitate competition in distribution. Wirebury further argued
that the phrase “non-discriminatory access to ... distribution systems™ implies competition in
distribution. It argued that this interpretation of the Board’s objectives is consistent with section 28
of the Electricity Act, which promotes customer choice by allowing customers to make a Tequest
for connection. .

Hydro One and Toronto Hydro, among others, argued that the word “sale” in the first objective does
not include distribution, and that where the legislature intended to govern “distribution” in section
1 of the OEB Act, it explicitly used that word. In their view, the absence of the word “distribution”
in the first objective is a clear indication that the facilitation of competition in distribution was not
intended. With regard to the second objective, Hydro One argued that nen-discriminatory access
does not mean the facilitation of customer choice for connections among common wires infrastrue-
tures in licensed service territories. Rather, the second objective refers to the ability of customers
to purchase electricity from their choice of generator or retailer and the obligation of the monopoly
wires transmitter and distributor to wheel this commodity to the customer.

VECC argued that the existence of the second objective demonstrated that the legislature did not

,intend that distribution services should be subject to competition. In its view, the only reason that
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any reference o non-discriminatory access was needed was because distribution was intended and
understood to be a monopoly business.

Board Findings

The Board is of the view that the phrase “sale of electricity™ in objective 1 is intended 1o govern the
sale of the commodity per se, and does not inclede distribution. The fact that the legislation does
not refer explicitly to distribution in this objective, while doing so elsewhere in the OEB Act, is an
important indication that the legislature did not intend to require the Board to facilitate competition
in electricity distribution. This interpretation is reinforced by the following quotation from the
Ministry of Energy’s White Paper, Direction for Change:

“However, transmission and local distribution remain natural monopolies, and are
not amenable to direct competition”

This Paper, which was referenced by a mumber of Intervenors, was an important confribitor to the
policy development leading 1 to the creation of the new electricity market.

The Board agrees with VECC and others that objective 2 is a further indication that the legislators
viewed distribution as a natural monopoty service: The Board finds that “non-discriminatory access™
does not equate to competition, and that, in fact, the use of this language by the legisiature reinforces
our conclusion that the legislature regarded distribution o be a monopoly business. The ability of
a customer to request a connection under section 28 of the Electricity Act does not imply that
competition must exist in distribution.

Protection of the Interests of Consumers
The third objective reads as follows:

3 To protect the interests of consumers with respect to prices and the reliability and quality
.of electricity service.

Board Findings

Tt was argued by some that the third objective reinforces the importance of customer preference in
service area amendments. However, in the Board’s view, the protection of consumer interests
encompasses broader considerations than the immediate and narrow interest of a given consumer
ata given point in time. In our view the term requires the Board to consider the protection of the
interests of other consumers in the proposed amendment area, the remaining customers of each
utility, and the interests of electricity consumers throughout the province, over a time period that

-, includes more than the short-term implications of any given action. Individual customer preference

must be balanced with the interests of all consumers with respect to prices and the reliability and
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quality of electricity service. The preference of a particular customer or group of customers cazmot
be relied upon to yield results that are necessarily in the overall pubhc interest.

64
The Board finds that the protection of the interests of the larger group of consumers affected by any
service area amendment application must take precedence over the preference of any individual
consumer. The more general interest of consumers will be protected through the rational optimiza-
tion of existing distribution systems.

65
2.3 Economic Efficiency and Maintenance of a Financially Viable Industry

66
Objectives 4 and 5 read as follows:

67

4 To promeote economic efficiency in the generation, transmission and distribution of
electricity.
68
5 To facilitate the maintenance of a financially viable slectricity industry.

69
The Board heard a considerable body of expert evidence touching on the implications of these
objectives for the Board’s consideration of service area amendments. Each expert witness provided
evidence on the question of what constitutes an economically efficient outcome in the distribution
sector. Dr. Yatchew, on behalf of Toronto Hydro and the LDC Coalition, indicated that the
preservation of economic efficiency in Board decisions on service area amendments would require:

70

. the maintenance of exclusive service areas

71
. preservation of econornies of contiguity, density, and scale for the distribution system

7z
. consistency with existing electricity networks

73
. smooth and contiguous service area houndaries

74
. favouring a conmection at the lowest economic incremental cost.

75
Dr. Yatchew stated that electricity distribution is a spatial natural monopoly where the justification
for exclusive service areas arises from the economies of contiguity and customer density that
exclusivity achisves, Overlapping service areas or fragmentation of service areas through
embedding would reduce overall sconomies of contiguity, density and scale. System planning would
become less efficient and may be characterized by redundancies, competitive rushing to low cost,
high density areas and avoidance of less dense areas with high service costs. This phenomenon is
sometimes referred to as “cream skimming™ or “cherry picking”.
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In the case of so-called “border competition” for connections that lie close to the boundary of two
contiguous utilities Dr. Yatchew indicated that efficient service area amendment decisions could be
made on the basis of least incremental cost of providing services. He argued that this approach
should be tempered by a regard for the integrity of future system planning. The distributor with the
least incremental cost of providing the connection should not always be the one chosen to make the
connection. Inaddition, if choosing the lower incremental costutility were to introduce a problematic
lack of smoothness in utility boundaries, or would unreascnably complicate future planning
processes then the decision should go the other way.

Mr. Todd, on behalf of Wirebury, drew a distinction between existing customers on the one hand
and new customers in “unserved” and “underserved” Jocations on the other. Withrespect to existing
customers, Mr. Todd accepted the standard view of the natural monopoly model that competition
would likely not bring efficiency benefits and would also be unsustainable due to duplication of
capital. However, with regard to new customers in unserved and underserved locations, Mr. Todd
indicated that it was at least posgible that efficiency benefits could be found, and losses avoided, if
decisions on service area amendments focused directly on avoiding duplication of facilities rather
than prohibiting competition per se.

Some parties criticized Mr. Todd’s distinction between existing customers, and unserved and
underserved customers, as a weak: or false distinction in practice. In their view, many distribution
customers could at one time or another be considered unserved or underserved, leading to asitnation
where service area amendments involving those customers would bring about the harms to efficiency
envisioned in Dr. Yatchew’s evidence.

Mr. Todd further testified that economic theory provides three broad categories of efficiencies:
technical (producing a given output at minimum cost); allocational (making correct choices over
varying quantities of alternative goods — for example how much electricity distribution versus
natural gas distribution should be produced- as guided by appropriate price signals); and dynamic
(correct timing of cost minimizing investments). In cases where no duplication of investment or
other effort is anticipated, Mr. Todd expressed the view that competition between distributors could
generate efficiency benefits in the technical and dynamic areas, but is unlikely to have a Slgmﬁcant
effect on allocational efficiency.

The SW Applicants argued that economic efficiency is promoted when an. electricity distribution
service area corresponds to municipal planning areas, as this correspondence promotes a more
unified, timely and cost-effective municipal infrastructure servicing response. In their view, their
proposal for overlapping service areas would also increase the contiguity, density, and economies
of scale of the SW Utilities. Local ecoromic development would be promoted by a match between
municipal and electric distribution service areas.

Chatham-Kent suggested service area expansion to the municipal borders by the municipally owned
distributor would improve rationalization of distribution assets. Distribution costs, including capital
costs, operating and maintenance costs, and settlement costs with the IMO, would decrease as a
result of fewer wholesale metering points, fewer substations and the reduction of non-distribution
assefs.
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82

Hydro One argued that the introduction of competition into the distribution business and the potential
for greater uncertainty for future load growth could have adverse impacts on credit ratings of
incumbent distributors. In Hydro One’s view, competition would result in a deterioration in utilities’
earnings and financial profile and increased business risk. Hydro One noted that its credit rating and
that of other distributors is based on their respective service territories being considered to be
monepoly common carrier wires franchises, not subject to competition and boundary changes. Any
downgrade would increase the cost of capital and place upward pressure on distribution rates. This
would reduce economic efficiency in the sector as a whole.

Board Findings

The promotion of economic efficiency in the distribution sector is one of the Board’s guiding
objectives in the regulation of the electricity sector. The Board is persuaded that economic efficiency
should be a primary principle in assessing the merits of a service area amendment application.
Economic efficiency would include ensuring the maintenance or enhancement of economies of
contiguity, density and scale in the distribution network; the development of smooth, contiguous,
well-defined boundaries between distributors; the lowest incremental cost connection of a specific
customer or group of customers; optimization of use of the existing system configuration; and
ensuring thas the amendment does not result in any unnecessary duplication or investment in
distribution lines and other distribution assets and facilities. The Board recognizes that there may
be applications where all these components of economic efficiency do not apply.

. 55
In addressing economic efficiency, applicants should demonstrate that the proposed amendment
does not reduce economies of contiguity, density and scale, and preferably that the amendment
enhances these economies. Generally, the applicant should be abie to demonstrate that it can provide
the lowest cost connection, and that the proposed comnection is consistent with existing networks,
avoiding duplication. An increase, or at least no decrease in the smoothness of the boundaries
between the utilities is also desirable.

g6
The Board does not believe that significant weight should be put on differences in current distribution
rates even though current rates may be a significant factor in determining customer preference. In

fact current rates, insofar as they are not a predictor of future rates, may misinform customer
preference. As Dr. Yatchew indicated, an applicant demonstrating that its rates are lower than the

rate of the incumbent utility would not be a satisfactory demonstration that its costs to serve the
amendment area will be Jower on a sustainable basis.

87
In its consideration of the economic efficiency of any given amendment proposal, an important
factor will be the extent to which a proposal builds upon existing, well-developed electricity
distribution assets from high or medium density systems. In many instances this will favour
proposals that represent the extension of an existing local distribution system into a contiguous area.
Proposals that are attempts to stretch distribution assets to create outposts of service will not be
favourad.
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88

The marked emphasis on economic efficiency which will characterize the Board’s consideration of
* service arez amendments related to connection proposals will also serve to give effect to the fifth
objective, which concerns the maintenance of a financially viable industry.

89
A consistentapplication of the Board’s emphasis on economic efficiency should resultin connection
decisions which optimize the existing infrastructure. This enhances the local distribution company’s
return on its investments, and should result in rewards for shareholders, and ratepayers. Ensuring

that connection decisions are made on the basis of an effective use of existing infrastructure will
create a system-wide, indeed a province-wide avoidance of unnecessary expenditures, and the
attendant implications for electricity rates. Inefficient connection activities work to the prejudice of
local distribution ufilities, and their customers. '

20

Further findings with respect to economic efficiency, and the implications of those findings on
service area amendment applications, are found in section 4.3 of this Decision.
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TYPES OF SERVICE AREA AMENDMENTS

This proceeding examined three generic categories of service area amendments.

The first, overlap, would permit more than one distributor to serve a particnlar customer, group of
customers or geographic area.

?

The second, embedding, would entail allowing an existing or newly licensed distributor to establish
a distribution system nested within a host distributor’s service area. Typically, the party seeking to
embed would seek to establish a retail or distributor point of supply from the host utility. The
embedded service area could be exclusive or overlapping. :

The third, contiguous border amendments, would allow an existing distributor to seek to serve a
customer, group of customers or geographic area that is contiguous to its service area but within the
existing service area of the neighbouring distributor. Under this category, the licensed service area
could be transferred from the incumbent to the applicant, or it conld become an overlapping service
area for both the applicant and incumbent distributor.

The individual applications in this proceeding are driven by two types of customer involvement.
The first situation pertains to a specific customer or group of customers who have requested service
from the applicant. The second type of amendment is not related to specific customers but to a
request made as a result of municipal planning considerations. In these cases, an applicant seeks to
expand its service territory out to a municipal boundary or to an area where there is expected to be
future development and the need for either new or significantly expanded distribution facilities. The
second situation often involves both new and existing customers.

Overlapping Service Areas

It has been proposed that in some circumstances overlapping service areas should be approved to
allow more than one distributer to supply a service area. Within the area of overlap, two or mors
distributors would directly compete for new, and possibly existing, customers. The area of overlap
could include the higher growth urban development area of municipalities or, as some parties have
proposed, it could extend to the full municipai boundaries.

Experts® Evidence

Mr. Southam and Mr. Todd were the main proponents of overlap. Mr. Southam testified that overlap
would be beneficial because it would allow both new and existing customers choice in their electrical
distributor. Customers seeking electricity service within municipal boundaries often do not uader-
stand why they cannot be served by the local municipal distributor. He also indicated it would

provide municipalities with greater inpit and coantrol of the electrical infrastructure as it permains to

" the implementation of economic development initiatives in the municipality.
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101

Mr. Todd indicated the main benefit of overlap is the fact that it would introduce an element of
competition to the distribution function that would create incentives for innovation, cost reduction
and improved customer service. In his model there is mo proposed switching of existing customers.
Competition would only be for “unserved or underserved” customers. The winning distributor would
then provide monopoly service. Mr. Todd did agree, however, that the use of an overlapping concept
would result in a greater incentive for existing customers in the overlapping area to want to switch
from a higher rate distributor to a lower rate distributor. Mr. Todd also indicated that if overlap were
permitted, the amendment process would likely be less cumbersome since it would not require the
processing and approval of many individual amendments. It would thus reduce regutatory burden
on the Board and for distributors by reducing the number of individual amendrment applications
requiring Board approval of specific boundary changes.

102

Dr. Yatchew, Dr. Chamberlin and Dr. Hurophrey argued against the overlapping concept.

103
Dr. Yatchew indicated that the introduction of overlapping service areas would result in higher costs
overall. Customer density would tend to be dilated, resulting in higher average costs. There would
also be increased potential for suboptimal capital planning or redundancies with more than one firm
competing for customers in the area. There would be a tendency for distributors to rush to construct
facilities to serve the most profitable customers and a tendency to avoid investment for supply of
the less profitable customers in the overlapping area. This would increase the potential for
inefficiencies and the need for additional regulatory scrutiny. Dr. Yatchew also indicated that
establishing a reasonable benchmark for a PBR regime could be difficult because system evolution
and customer growth would be less predictable. ‘

104
Dr. Chamberlin and Dr. Humphrey from KEMA-Quantec indicated that with overlapping service
areas, stranded cost and duplication of facilities would likely occur. They also indicated that with
overlap there may be greater confusion about a distributor’s obligation to serve and customer
confusion about connection choices. Basic tasks such as operation, maintenance and storm recovery
would also becorne more complex and costly, resulting in longer restoration times, reduced
reliability and increased risk of electrical safety problems because of the duplication of lines,
increased technical complexity and the need for additional safety protecols to permit more than one
workforce to operate in the same area. Planning and load forecasting would become more coniplex
and uncertain, resulting in greater business risk and associated increased cost of capital.

105
Positions of the Parties

106
Hydro One was of the view that there is no unserved areain Ontario’s electricity distribution system.
The Hydro One licence extends to those parts of the province not already included in the service
area of any other distribution company, and where Hydro One has a distribution line. In its view,
the incumbent distributer has already planned and built upstream assets in service areas. Overlapping
or new embedded service areas will, in its view, lead to higher cost to the industry as a whole due
to inefficiency evidenced by duplication of facilities, stranding of the Incumbents” assets and
financial uncertainty.
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107
Westario supported permitting service area amendments which would result in overlapping service

areas, arguing that it would allow for competition among distributors and benefit consumers. By
providing a larger service area, the distributor is able to plan for the possibility of servicing other
customers in that vicinity. Westario argued that overlap is administratively more efficient as it
removes the necessity for many service area amendment applications.

108
In Westario’s view, customers in the overlapping area should be allowed to choose their distributor.
To prevent existing customers being adversely affected by a service area amendment, the customer
switching cost should include the costs of reimbursing the incumbent for any stranding. The issue
of stranding assets could be taken into accousnt in any offer to connect.

109
Westario did not fully support the use of municipal boundaries for the licensed service areas.
Electrical system and municipal boundaries may not be in concert with each other, and the physical
infrastructure developed over time may provide the more efficient and practical solution. Westario
supported more emphasis being placed upon the economics, service quality indicators and system
reliability, rather than customer preference at the early stages of establishing a service area. -
However, once the service area is established, the ability of the customer to chose the distributor *
would assume increasing importance.

110
Wirebury supported overlapping service areas, arguing this would appear to be the most cost
effective and efficient way to manage future competition for distribution services as per section 70
(6) ofthe OEB Act. [n its view such an approach would augment an existing distributor’s obligations
to the customer, as any overlapped distributor would have the same obligations. Hydro One should
continue to be the defauli electricity distributor. In Wirebury’s view, service area amendments
should not be limited to contiguous expansion as this would restrict the benefits of competition to
rew customers on the fringes of existing service areas.

111 :

© The SW Applicants proposed overlapping distribution licences out to their municipal boundaries to
incorporate new customers and increase their contiguity, density, and economies of scale. The SW
Applicants assert that due to the progressive urbanization of rural areas, customers are demanding
the service and rates associated with urban utilities. In their view, overlapping service areas would
provide discernible benefits to customers in response to these demands. A distribution service area
corresponding to municipal planning would ensure local economic development and an easier and
more unified, standardized, timely and cost effective municipal servicing response. The SW
Applicants are also of the view that permitting overlapping distribution service areas is the only
lawful way to proceed. -

112

The SW Applicants believe that all licensed distributors in an overlapping service area would have
an obligation to serve any customer requesting connection. Customers should have ron-discrimi-
natory access to the distribution system, in exchange for just and reasonable charges. Moreover,
there should not be any difference in the treatment of either new or existing customers. Factors that
affect customers include current rates, serving advantages such as timeliness, cost and ease of
connection and emergency response time and reliability. The distribution service to customers
should be analysed on a case-by- case basis according to customer needs and the capacity and

. characteristics of distribution facilities in the vicinity. An overall cost-benefit analysis of service
area amendments should not be used. :
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Veridian proposed that service area amendments should only be permitted which result from a
rational expansion of a distributor’s existing system or "managed competition”. Its proposal would
be lirnited to new customers in the overlapping service areas at the periphery of existing contiguous
licensed distribution service areas, where new customers can connect to the distributor of their
choice, A rational and efficient expansion of distribution infrastructure would be represented by the
least cost connection, based on the discounted cash flow methodology in the Distribution System
Code.

Veridian argued that the degree to which service areas should overlap wounld be based on the degree
to which there are 1mserved or underserved areas with the potential for new customer growth.
Veridian emphasized that decisions regarding which distributor will serve a. customer in an unserved
or underserved area must be made within very short time frames, well before the connection is
required. Rates should not be considered when deciding on service area amendments.

Chatham-Kent believes that overlapping service territories are permitted under subsection 70(6) of
the OEB Act and that in some circumstances overlapping will reduce the potential for the duplication
of assets, and will help meet the Boazd’s objectives to promote efficiency in the distribution systera.
Consideration should be given to the elimination or reduction of the duplication of distribution
assets, minimization of loac transfers and economic impacts on customers.

The PWU argues that overlapping service areas should not be permitted due to inefficiency. They
will result in dilution of customer density, suboptimal plenning and the potential for gaming. They
will also lead to customer confusion and increased risks to worker safety.

VECC took the position that overlapping service areas should not be approved by the Board. First,
overlapping service areas would increase costs for all utilities. Secondly, they would significantly
increase the likely occurrence of underutilized and stranded assets. Thirdly, too muchreliance would
be placed on customer preference.

FortisOntario recommended that distributors be allowed to apply for overlapping service areas
before specific developments create the need for more rushed decision making. The basis for
decision meking on the applications would be based on broad service territories in anhclpatlon of
firture customers or potential development rather than actual development.

FortisOntario argued that customers in overlapping service areas should be allowed to choose their
distributor. This would allow customers to select providers based on their own priorities, such as
rates, connections charges, reliability and the quality of customer service. Making the choice
available to customers would not constitute cherry picking, but rather, would reflect the underlying
economic reality. Choice will ultimately provide benefits to all distribution customers while
providing a degree of market discipline. Competition for custorners provides a management
incentive and forces a distributor to improve, such as offering new and innovative services.

In Toronto Hydro’s view, overlapping service areas arenot in the public interest, as they contribute

¢ toinefficiencies in electricity distribution. This includes the duplication of distribution infrastructore

and confusion with respect to distributors’ obligations to connect and serve customers. Potential
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adverse impacts on incumbent distributors include the inability to recover stranded costs, cherry
picking of high profit customers, kigher borrowing costs resulting from lower growth potential, and
4 disincentive for long term planming. Current rates should have no bearing on service area
amendments.

Toronto Hydro suggested that the "cherry picking” of high-value customers would have adverse
impacts on system planning and the rates of remaining customers in the incumbent's service area.
Where an incumbent has planned and expanded its distribution system to accommodate customers
moving into the incumbent's service area, there is no merit in permitting the transfer of customers
to the neighbouring disiributor.

-
I3

Board Findings

The main benefits of overlap were argued to be the provision of greater customer choice at the time
of connection, and the ability to provide this choice in a timely and efficient manner with minimal
regulatory requirements on the part of distributors and the Board. However, the Board has heard
evidence that there are considerable risks that result froin the creation of overlapping service areas.
These include the loss of customer density and the economies resulting from it, inefficient capital
planning processes and costly redundancies, and competitive rushing to attractive areas, or
avoidance of unattractive areas. The Board finds that these risks are real, and will create economic
inefficiencies and therefore additional costs to electricity ratepayers. '

124
There are few, if any, examples of successful overlapping service area models elsewhere in the
world. Almost all other jurisdictions employ exclusive service territories for electricity distribution. :
This seems to confirm the cautionary note sounded by Drs. Yatchew, Humphrey, and Chamberlin.
Indeed, the electricity distribution business did not begin using an exclusive service areas model. E
The business was originally organized as an overlapping service area environment. The organization
ofthe business evolved to its present state as a result of the recognition that a service area competitive
model created inefficiencies in what is a natural monopely. While there have been suggestions that
technolegical change could create circumstances which would make overlapping service arsas less
inefficient, such changes have vet to materialize.

125
The existence of overlapping service areas complicates some of the most basic service requirements
for 2 distributor, such as operation, maintenance and storm recovery. This has the potential to
increase costs to the distributor and reduce customer confidence in reliability in the affected service
area. Overlap has implications for safety, arising from duplication of lines and other assets, and
increased technical complexity resulting in confusion in emergency situations. Additional safety
protocols are required to permit two (or more) workforces to work in the same area. -

- 126
In addition, overlap creates more complexity, uncertainty and risk with respect to load forecasting
and planning of the distributien system. It is obvious that in a service area where two distribution
entities have equal access to customers, and duplicative obligations to serve, that each will
experience virtually unresolvable difficuities in developing reliable load forecasts, revenue projec-
tions, and capital spending plans. This kind of uncertainty must ultimately be reflected in the
. availability and cost of capital. At the end of the day, it is the customers who carry the burden for
these fundamental problems in design.
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Overlap is not necessary to allow customers some choice of distributor. Given the nonexciusive
pature of service areas, some customers have the ability to request connection to an alternate
distributor. It is hoped that the regulatory process associated with service area amendment applica-
tions will be minimal, once distribution system operators appreciate that only optimizing proposals
will succeed. In the Board’s view, the risks involved in the creation of overlapping service areas far
outweigh the benefits.

The Board has considerable flexibility in establishing service areas, and in dealing with amendment
applications. Section 70(6) of the OEB Act provides:

129
70(6) Unless it provides otherwise, a licence under this Part shali not hinder or
restrict the grant of alicence 1o another person within the same area and the licensee
shall not claim any right of exclusivity.

130
This section gives the Board a range of options, from creating overlapping service areas o
prohibiting any incursion into service areas by making the licence explicitly exclusive. The Board
has chosen a middle course; to issue licences with non-overiapping service areas, but to recetve and
consider applications for service arez amendments that promote optimal use of distribution
resources, and overall economic efficiency. Subject to the proposed connection being in the public
interest, customers will be able to exercise a choice of distributor.

In summary, the Board finds that creating overlapping service areas is not an appropriate model for
distribution in Ontario and should not be considered except in the most compelling circumstances.
Except in special cases, wher a service area amendment is granted, the service areas of both the
applicant and incumbent distributor generally will be adjusted to ensure that the customer becomes
part of the clearly defined territory of one or the other distributor, but not both.

The Board recognizes there are historic situations in Ontario where overlapping service areas exist,
for example in the Comweall area. In these situations, the Board would prefer not to impose a specific
solution on the parties. Rather, the Board would look favourably upen consensual service area
amendment applications, by the parties involved, which would eitherreduce or eliminate the service
arez overlap and allow for clearly defined, nen-overlapping, smooth and contiguous service areas.
The Board does not generally encourage the expansion of existing historic overlap areas or creation
of new overlapping service areas to accommodate expansion of distribution systems.

3.2 Embedded Service Areas

134
The business model of discontiguous embedded distribution proposed by Wirebury received
considerable attention in the hearing. An integral part of Wirebury’s proposal involved the provision
of service to “unserved” and “underserved” distribution customers. Wirebury proposed to operate
as a licensed, rate-regulated distributor serving customers such as multi-unit condominiums, rental
buildings and new sub-divisicns.
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Underpinning Wirebury’s argument was the view that customer preference and competition: for
distribution: services provide value to glectricity customers in Ontario. Wirebury argued that its

model would help improve service quality, reduce customer confirsion and create new economies
ofscale. Wirebury suggested that its model would provide new entrants and established distributors

the opportunity to offer customers lower cost services and improved access to market innovations

like energy controls and time-of-use rates. In Wirebury’s view, limiting competition for distribution
services to boundary disputes would limit the benefits of competition, restrict customer choice and
create preferential access to distribution systems.

‘Wirebury indicated that its embedded distribution medel would best be implemented administra-
tively if the Board were to establish an overlapping service area for the host and embedded
distributor.

Experts’ Evidence

The experts noted that Ontario’s distribution system currently has a number of embedded distribu-
tors, which exist as a result of historic and legislative circumstances. Previous to the passage of the
Energy Competition Act in 1998, legislative arrangements had allowed for the development of
embedded distributors in newly municipalised areas and the concurrent expansion of municipal
distribution systems to enlarged municipal boundaries. The experts cited examples of several utilities
currently operating In Ontario which serve multiple discontiguous areas. Notwithstanding their
individual views on the merits of new embedding, the experts supported firther rationalization of
Ontaric’s distribution system.

139
Mr. Todd supported the introduction of qualified competition in the distribution sector and took the
view that the market should be allowed to determine whether potential options for facilitating
competition in the distribution sector, such as new embedding, succeed or fail. In his view, market
outcomes would be the test of the economic efficiency of new embedding. Should a particular
embedding model fail, the risk would be bome by the shareholders, but there would be no harm to
the overall public interest. .

, 140

Mz, Todd was supportive of customer choice as an overriding principle, arguing that the customer

should be able o opt for the competitor that provides the lowest incremental cost of connection or

can provide a better quality of service. Mr. Todd noted that an incumbent distributor may not be

able, in all situations, to supply or connect a customer at the lowest incremental cost, while a

competitor might offer lower costs or better service. The threat of competition would push
‘incumbents to reduce their costs, improve service and become more efficient. Mr. Todd was of the

view that allowing new embedding, such as proposed by Wirebury, would not lead to a proliferation

of distribution companies in Ontario. Rather, existing distributors would look to improve their

financial performance and have an increased incentive to rationalize.

141
Mr. Todd noted that Ontario currently has many embedded distributors and also gave examples of
other jurisdictions where embedding exists, such as in New Zealand, Australia and the UX. Mr.
Todd indicated that the U.X. regulator, OFGEM, has a process for licensing embedded distributors.
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Mr. Todd indicated that some forms of distribution competition will increase forecasting uncertainty
but will pot significantly impact on cost or ecenomic efficiency. In the case of new embedded
distribution, Mr. Tedd argued there would be no impact on the load forecast for the mcurnbent’s
facilities if the non-incumbent distributor utilizes the incionbent’s upstream assets. In addition, there
would be no duplication and stranding of the physical delivery assets as the infrastructure built to
deliver the load would be as fully utilized as if the incumbent distributor were directly serving the
customer.

Mr. Todd disagreed that allowing new embedding would result in discontiguities, except possibly
in plant maintenance and making maintenance calls. However, this type of discontiguity applies to
all distributors in Ontario and is not specific to a new embedded distributor. Mr. Todd indicated that
mechanisms can be developed to handle this type of discontiguity efficiently, such asremotereading
of meters.

Mr. Todd did not favour competition in distribution for existing customers, supporting instead a
natural monopoly model:

"The distribution function is naturally monopolistic in that it would be both
economically inefficient and unsustainable to allow more than one distributor to -
offer service to & customer or group of customers using duplicative facilities. Asa
consequence, allowing customers to choose an alternate distributor, where doing
so would strand some portion of the distribution network of the incumbent distrib-
utor without compensation, would not be efficient.”

Key to Mr. Todd’s point of view was his definition ofthe terms “unserved” and “underserved”. Mr.
Todd favoured allowing distribution competition for new customers in unserved and underserved
areas. Mr. Todd defined "unserved™ as any customer, lot, or location that does not have service. This
could include new residential, commercial or industrial developments (often referred to as "green-
field development") or a redeveloped industrial or commercial site (often referred to as "brownfield
development™). "Underserved™ refers to standards of service, established by aregulator, that should
be available to every customer. This would be a situation where a custoiner prefers a form of service
that is not available from its existing distributor, such as interval meters. This could also include
residents in a high-rise development, where the building is bulk inetered but the building manager
or the residents prefer to be individually metered.

During cross-exarnination, Mr. Todd agreed that underserved customers are potentially existing
customers. For instance, residents of an apartment building who are not individually metered are
not fechnically customers at the present time, but service from a new embedded distributor would
entzil switching customers over from the building owner or management. He further agreed that a
new embedded distributor would be as vulnerable to having imserved and underserved customers
within their service areas as other distribwtors.

Dr. Yatchew opposed the Wirebury model from an economic efficiency perspective. He argued that

" the Wirebury model would allow discontiguous utilities to serve dispersed pockets of customers in
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urban areas which would not be in the interests of the distribution systemn as a whole. The creation
and proliferation of discontiguous utilities would result in a loss of economies of contiguity and

 result in diseconomies of scale and density for the incumbent distributor. Discontiguities should not
be created except in exceptional circumstances and system wide scale and density econormies should
not be compromised.

149
Dr. Yatchew noted that contiguity is a findamental feature of distribution systems worldwide. The
creation and proliferation of unnecessary discontiguities, particulazly in urban or suburban areas,
would be economically inefficient. In comparing & situation where a utility has many scattered
pockets of customers, and one where those same customers-are transplanted to a single contiguous
area, Dr. Yatchew indicated that the utility with customers concentrated in one contiguous area
would have lower operating and maintenance costs and likely lower capital costs. The costs of
achieving a given level of service and targeted response times would be Lower.

150
Dr. Yatchew examined a situation where a discontiguous embedded distributor were to grow and
gain some economies of scate. In this situation, it would dilute the density of the host utility, thereby
losing econorxies of density. Dr. Yatchew's analysis concluded that if the embedded utility has few
customers and is highly fragmented, it suffers from diseconomies of scale and density and from
discontiguity, but has relatively less fmpact on the host utility. On the other hard, if the embedded
distributor has few pockets, and those pockets are large, then there is greater adverse impact on the
host utility. Dr. Yatchew contended that in addition to this adverse density effect, there will be
adverse effects on capital planning and potentiafly adverse affects on borrowing and financing costs.

151
Dr. Yatchew noted that the Wirebury concept is not common in other jurisdictions, and that the
contiguous mode! continues to be the dominant form of distribution. In his view, the reason is that
contiguity matters a great deal. If it did not, one would observe checkerboard service areas. Dr.
Yatchew also indicated that adoption of the Wirebury mode] would result in ail utilities being in a
position to "play the same game". Under such a scenario, it would not be inconceivable that Hydro
One, Toronto Hydro or other large utilities could be successful at carving out embedded areas in
territories of other, perhaps smaller distributors.

152
With regard to embedding in rural areas of Ontario, Dr. Yatchew argued that a distributor serving
multiple discontiguous service areas may not always be an inappropriate model. While opposing
the proliferation of discontiguities within an urban area, Dr. Yatchew indicated that the development
of a discontiguous service system, whereby a single utility provides service to several smaller,
reasonably densely populated areas, themselves surrounded by a relatively low density rural
population, may very well be an improvement in the status quo which entails very small distributors
individuaily serving each of those locations. There would be some gains in economies of scale and
contiguity.

153
Dr. Yatchew did not advocate abolishing multiple discontiguous utilities. He alluded to the ’
rationalization process, which has occurred over the last few years, where a number of smaller
distributors have been absorbed by Hydro One. In his view, rationalization resulted in a more
efficient provision of service because the individual small utilities lacked sufficient population
density around them to achieve minimum efficient scale. Dr. Yatchew noted that some mergers have

- resulted in a multiple discontiguous embedded distribution system. He cited the example of
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Veridian, which acquired several small discontigrous pockets at various locations, but noted these
discontiguities were surrounded by a largely low density population base.

154

Dr. Yatchew discussed the potential for regulatory imperfections to create opportunities for arbitrage

by an entrant who can selectively choose those locations which work to his advantage. He described

a potential scenario where a single low wheeling rate is established for discontiguous embedded
utilities. Homeowners could declare their houses redeveloped by putting in an apartment and apply
forservice from such utilities and thus bypass stendard distribution charges. As aresult, conventional
distributors in Ontario would have an mcentive to behave similarly, to develop locational rates, and
possibly create subsidiaries to engage in regulatory arbitrage.

135
Dr. Yatchew indicated that it was conceivable that many Wirebury-type companies could be created

if there are regulatory arbitrage opportunities. Moreover, once it isrecognized that 4 single wheeling
rate may be inappropriate, there could be a proliferation of wheeling rates. In response to cross-
examination regarding the potential for developing zonal wheeling rates to resolve the problem of
having meny individual wheeling rates for every customer, Dr. Yatchew testified that it is not
obvious that zonal wheeling rates would resolve the problem of regulatory arbitrage. He noted the
complexity in determining zonal rates in Toronto, where there may need to be many zones and posed
the question as to whether there would need to be the same wheeling rate to an apartment, as fo a
house, or to & cormmercial building.

156
Dr. Yatchew testified that multiple discontiguous embedded utilities could increase regulatory

burden. First, there could be many applications for distributor status and rates. Second, there may
be many more 1ilities to regtlate. Third, complex locational tariffs and multiple wheeling rates
could emerge. Fourth, capital expenditures may require increased regulatory scrutiny. Fifth, there
are likely to be disputes over predatory behaviour, which would need to be adjudicated.

Dr. Yatchew concluded that any change in & distributor’s service area should serve the public
interest, clearly demonstrating there are net benefits to the distibution system as a whole. He
supported service area amendments in bordering regions between contiguous utilities where they
are economically efficient.

158
Mr. Southam noted that his clients are composed of multiple discontiguous or non-congiguous
embedded distribution systems as opposed to contiguous distribution systems. He did not see the
need for new distribution svstems to be contiguous with existing embedded systems. Mr. Southam
was of the view that contiguity is a possible, but not necessary, feature of an efficient distribution
system. He cited examples of efficient distribution svstems in Ontario that have multiple non-
contiguous embedded distribution systems, such as Erie Thames, which is comprised of 10
embedded systems.

159
Mr. Southam did not believe further embedding would adversely affect system planning in Ontario..

He noted that constant conversation occurs between host utilities and embedded distributors with
respect to load forecast. The introduction of competition would not necessarily provide a potential
incentive for reduced cooperation between embedded end host utilities. However, if competition

did result, down the line, in a reduction in cooperation, then the licensees would have recourse to

the Board.
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160
In reference to avoiding duplication of assets, Mr. Southam anticipated that many new connections
in overlapping service areas would be embedded connections because it would be a more cost-
effective and efficient way of serving these new customers.

161
Dr. Chamberlin testified that the widespread use ofembedding would leave society as a whole worse
off as overzl] costs would be higher. Embedding contributes to uncertain service area boundaries
and the associated undesirable consequences. Dr. Chamberlin alsc indicated that the use of
embedding would provide opportunities for distributors to take advantage of temporary rate
differentials and situations where wheeling rates are not fully compensatory to avoid costs associated
with upstream functions.

. 162
Further, Dr. Chamberlin argued that the concept of unserved and underserved customers lacked
clarity. In his view, there is not an “unserved” customer. While there may be physical areas that de
not yet have service, there is an entire network upstream of that location which has been built to
supply network distribution services to those areas. In his view, this is an integral part ofa utility’s
planning process.

. 163
Dr. Chamberlin found it difficult to distinguish between underserved customers and the entire body
of existing customers. In his view, the examples of underserved customers cited in Wirebury’s
evidence “appear to be nothing more than existing customers which are those customers taking
service from the incumbent utility who desire additional electric distribution services such as
different metering technology.” The issue for Dr. Chamberiin is that if underserved customers are
nothing more than existing customers, then “Mr. Todd seems to be recommending that all existing
customers should have the right to switch distrbution providers.”

164
Positions of the Parties

165
Several parties, including Hydro One and PWU, expressed concern that the increased complexity
invalved in embedding would jeopardize safety. The LDC Cozlition noted that new embedding can
contribute to safety hazards for host distributor field staff and increase customer costs due to
additional equipment required at every interface between two different systems. This equipment is
only required as a result of the insertion of an embedded distributor in the host distributor’s system.

166

The LDC Coalition opposed allowing service area amendments requiring new embedded distribu-
tion supply points. The LDC Coalition argued that the embedding concept should be rejected on
grounds that it is economically inefficient and contrary to provincial policy which encourages the
rationalization and consolidation of the Ontario distribution sector. Embedding would dilute scale
ecomomies, create unnecessary discontiguities, increase risks of structural instability and adversely
impact capital planning and financing. The host distributor rate would be bypassed with a potential
windfall profit to the embedded applicant.

167
The LDC Coalition also argued that the embedding concept would increase regulatory burden. There
could bemany more applications for distributor licences and rates, more utilities to regulate, complex
+ locational tariffs and multiple wheeling rates, more disputes over predatory behavior and increased
need for regulatory scrutiny.
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168
Wirebury addressed the issue of whether embedded distribution would create an unspecified further

degree of planning uncertainty. Wirebury indicated that planning is always uncertain and requires
regular review and revision based upon what actually transpires. By contrast, the constriction of
facilities occurs on a more just-in-time basis which may only be a matter of months. Wirebury
indicated that it would be uneconomic to overbuild the distribution system before demand is
imminent.

165
The SW Applicants were not opposed to embedding. They were of the view that rational customers
would generally choose the lowest cost connection option which would often be the embedded
system, thereby eliminating uneconomic duplication of facilities

170
Veridian opposed wide open competition in eleciricity distribution, new embedding, additional load
transfers or metering points. Veridian believed that embedded distribution networks create ineffl-
ciencies, contribute to complexity in system operations and regulatory burden and impair
accountability to customers.

171
The PWU indicated that the embedding model should be approached with extreme caution. It
appears to give free reign to cream skimming which would result in higher average costs and lower
revenues for host distributors and higher rates for ratepayers across Ontario.

172
Board Findings

173
The Board is mindful of the objectives set out in section 1 of the OEB Act. It is the view of the
Board that the creation of new embedded distribution areas would be inconsistent with the Board’s
objectives to promote economic efficiency in distribution, to facilitate the maintenance of a
financially viable industry, and to protect the interests of consumers.

174
With respect to the objective of promoting economic efficiency in the generation, transmission, and
distribution of electricity, the Board finds persuasive the arguments that the establishment of new
embedded distribution sites and points of supply would be economically inefficient for Ontario’s
distribution system. The establishment of new embedded areas, particularly in urban and high
customer density areas, would result in diseconomies of contiguity for Ontario’s electricity distri-
bution system and loss of economies of scale and density for incumbent distributors. The
proliferation of embedded areas would result in a more complex, and checkerboard spatial pattern
for Ontario’s distribution system. It is not clear that new embedded distributors would be abie to
achieve minimum scale efficiencies, which is currently the case for most incumbent distributors,
particularly those situated in high density urban areas. Additional embedded supply points would
contribute to undue complexity in system planning and operations, leading to diminished service
quality and lack of transparency with regard to accountability for system reliability.

ST
The Board notes that as a result of the historical development of the electrical distribution system
in Ontario, there already exist embedded distribution systems, some of which consist of multiple
discontiguous areas. These exist because prior to 1998, Ontario Hydro was required to serve rural
: areas of the province, but most incorporated villages, towns and cities had their own electrical
distribution utilities. These were regulated by Ontaric Hydro and embedded within Ontario Hycro’s
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distribution system. As municipal boundaries were adjusted from time to time te include built up
areas, the service area of the municipal electric utility was adjusted to match. By 1998, many
municipalities were amalgamated and reorganized and electric utility service boundaries no longer
necessarily followed municipal boundaries. Some of these distribution systems were acquired by
Hydro One, and some were acquired by or amaigamated into other distribution systems. In some
cases, embedded systems disappeared into a larger system which swallowed up their setvice areas.
In others the system now consists of several discontiguous arsas under cormmen ownership and
management. Still others continue to consist of one contiguous system which may or may not be
embedded within another. These developments occwrred for reasons vnrelated o the optimization
of the distribution system as a whole. This decision is not intended to address the appropriateness
of any of these situations, which are likely to continue to evolve,

176
However, the Board recognizes that these configurations can result in unnecessary duplication of
distribution assets, such as substations. The Board encourages parties in these situations to consider
amore optimal utilization of their assets through a pooling of interests, an asset sale from one party
to the other, merger and acquisition, or some other form of business rationalizaticn. The Board
would give serious consideration to service area amendments resulting from this type of
rationalization,

(77
The Board is concerned that any proliferation of new embedded distribution areas and points of
supply will increase the potential for uncertainty in ccordinating the long-term planning of upstream
fransmission and distribution assets. There wounld be additional pressures to ensure effective network
system coordination between the host and any embedded distributor. Efficient upstream and
downstream distribution system planning may be more complex with the addition of new parties.
There may aiso be additional risks for system safety and reliability, particvlarly when coordinating
a response to local system outages or a major catastrophic faiure.

178
The Board is not persuaded by the argument by the proponents of embedding that the market should
be allowed to determine whether the concept succeeds or fails, based on the overriding principle of
custorner choicea. In the view ofthe Beard, as discussed elsewhere in this decision, customer choice
is but one of anumber of factors which should be considered in determining whether new embedded
distribution is in the public interest.

179
With respect to the protection of the interests of consumers with respect to prices, the Board
recognizes that the individual customer, in many cases a developer, would potentialiy derive some
benefit by connecting to an alternate distributor. The issue remains as to how the interests of the
individual customer are balanced with the Interests of the remaining customers of the incumbent
distributor. Wheeling rates in Ontario may not be fully compensatory, leaving opportunities for
regulatory arbitrage by licence embedded distributors. In addition, if a new embedded distributor
targets service to lower cost customers (usually smali dense areas), the remaining customers served
by the host distributor may well face higher rates than if the embedded distributer did not exist. Loss
of such loads will necessarily have implications for the customers of the host distributor. Is it
equitable and fair to all customers that an embedded distributor can take advantage of this regulatory
arbitrage 1o create a two-tiered rate structure, one for customers of the embedded distributor, and
one for the remaining customers of the incurnbent distributer? In the view of the Board, this would
. mot be in the public interest.
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. . 180
Moreover, the Board is not convinced by evidence that suggests that the rate arbitrage problem can

be alleviated through an appropriate wheeling or L'V rate which reflects the true wheeling cost to

the host distributor. Given the complexity of the network system in Ontario, the wheeling rate might
have to be dependent on upstream transmission and distribution lines, upstream distribution stations,

and different classifications of distribution lines. Hence, each embedded area may require its own

LV or wheeling rate, and a large urban area, such as Toronto or the GTA, may require zonal or
specific customer-type wheeling rates. This would entail considerable regulatory processes above

and beyond what is required to establish existing distribution rates.

. 181
The Board was also concerned by the imprecision in the evidence presented by the proponents of
the embedded model regarding which type of customers would be potential candidates for embed-
ding: new or existing customers. The Board found persuasive the arguments that the term ’
“underserved customer™ lacked precision and could potentially refer to both new and existing
customers. The Board was not persuaded by the argument that an existing customer load, for example
2 bulk load apartment building, would somehow become redefined as 2 new customer when the
metering arrangements are changed and each individual in the apartment building is separately
metered. As Mr. Todd agreed, the issue is about switching the building. The load doesn’t change,
and the same individuals living in the apartment are still there. Given the criticality of the definition
of “underserved customer” for Mr. Todd’ s analysis, the Board is concerned about its elusive nature.
It is not even remotely clear as to what criteria would be required to establish whether a customer
was existing, or underserved and therefore eligible to be switched, according to his construction.

182
The proponents of discontiguous embedded distribution argue that the benefit to customers from
individual interval metering is an important rationale for creating an embedded distribution system.
They have suggested that customers who do not have such meters are, by definition “underserved”.
Tn the Board’s view, the desire to compete for the provision of interval metering is not a strong
enough justification to permit service area amendments which would facilitate the creation of new
embedded distribution systems. As most of the experts noted in the oral hearings, the distribution
sector is a natural monopoly. Rates are set by regulation and distributors are licensed by the Board,
which acts as regulator. It may be that the advent of individual meters will become a key element
in the province’s effort to conserve energy, and to avoid peak demand shortages. This development
is dependent on anumber of factors, some of which fall outside the control or scope ofthe distribution
sector of the industry. The proliferation of individual interval meters is not in any event dependent
upon, or even best served by, the creation of new embedded distribution operators. The sale and
installation of such meters can occur completely independent of the advent of new embedded
distributors. Further, it is to be noted that sections 5.1.3 and 5.1.5 of the Distribution System Code
currently require that a1l licensed distributors install interval meters for new customers with demand
in excess of 500 kW, and provide an interval meter for any customer that requests one.

: 183
The Board notes that sectior: 4.0.1 of Ontario Regulation 161/99, as amended, provides an exemption
from licensing for owners and operators of distribution systems ina broad range of settings including
condominium buildings, residential complexes, industrial, commercial, or office buildings, and
shopping malls. The exemption extends to distribution systems located entirely on land owned or
leased by the distributor. For the exemption to apply, the distributor must simply recover its
reasonable costs associated with the distribution, and not impose upon consumers a price which
includes a profit. Services provided by the distributor can include the installation of meters or any
other physical enhancement.
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The Board accepts that the complexity produced by embedded distributors, particularly if the
concept proliferates, could well compromise system safety and reliability. Mairtenance and service
restoration after outages will be more difficult. The costs of these difficulties will be passed on to
the ratepayer, including those ratepayers who have not received any benefit from embedded
distribution.

Ir summary, the Board is of the view that at this stage of the development of the electricity market
in Ontaric the public interest would not be served by the creation of new embedded distribution
systems and points of supply. The electricity market in Ontario has proven to be dynamic, and it
will continue to evolve. As new organizational structures and business models emerge the Board
will consider their appropriateness, guided by the principles erumciated in this decision.

The Board finds that applications for service area amendments to create new embedded distribution
systems or points of supply, particularly within urban, suburban and other non-rural areas of high
customer density in Ontario, are generally not in the public interest.

The Board recognizes that Ontario’s distribution system is currently comprised of a number of
embedded distributors, created due to historical circumstances and the legislative angd regulatory
regime in existence prior to the break up of Ontario Hydro and restructuring of the sector in 1998.
Subsequently, a number of these embedded systems have been subject to rationalization through
mergers and acquisitions. The Board encourages service area amendments which contribute to the
further rationalization of embedded distribution systems and elimination of inefficient retail points
of supply in Ontario’s electricity distribution system.

Contiguous Border Amendments

Position of the Parties

All parties to the proceeding agreed that some service area amendments at the borders between
contiguous distribution companies can be economically efficient and in the public interest. This can
oceur, for example, where an applicant utility may be able fo serve a prospective customer or group
of customers at a lower cost or more efficiently than the incumbent utility. Such situations could
also occur when two neighbouring utilities agres that a realignment of the service area boundary
could eliminate existing load transfers or be economically efficient, and that the public interest would
be served if a service area amendment were initiated. Some parties have argued that through this
process, existing customers should not be forced to change distributors. It was also argued that these
amendments should not be so frequent as to potentially undermine the stability of the industry, that
the amendments should be executed in the context of an appropriate vision of how the distribution
industry should evolve with time and that the resulting amended boundaries should be smooth.

Hydro One argued that as contrasted with amendments for rationalization for a particular customer,
distributors should not be permitted to seek amendments to extend their service territories to
municipal boundaries, or to cover entire subdivisions or significant parcels of land of an incumbent’s

" territory in order to reflect the planning objectives of a particular municipality.
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192
Centre Wellington argued that there should be contestability for new customers at the boundaries
of existing contiguous distribution companies, and the customer should be able to choose, based on
offers of connection presented by two distributors. Centre Wellington noted that utilities that expand
in a contiguonus manner are likely to be economically efficient.

193

The EDA supports the development of shoulder-to-shoulder utilities with exclusive service areas
while allowing the economically rational expansion of territories. Because of the capital-intensive
nature of distribution infrastructure, efficiencies in the distribution sector are driven by economies
of'scale and density. Non-overiapping territories with rational expansion isthe only way to improve
efficiency and to ensure no stranding without compensation, no cherry picking and no duplication

of assets. The EDA argues that service areas should be allowed to expand with the commensurate
shrinking of neighbouring territories if the applicant can show that the expansion of its service
“territory will have positive impacts on the overall commercial viability ofthe distribution sectorand
distribution customers.

194
Toronte Hydro took the position that distribution is a natural monopely and does not support
competition or customer choice. Service areas should be aligned where possible with municipal
boundaries, as electricity infrastructure provides a vital service to a local community. Where
possible, distributor service areas should be contiguous across a naturally occurring area. Toronto
Hydro was of the view that a service area amendment would be only advisable under limited
circumstances typically relating to anew customer on the boundaries of existing service areas where
the cost of connecting the customer to the neighboring distributor, which includes the compensation
to the incumbent utility for all stranded distribution assets, is less than the cost of connecting the
customer to the incumbent.

185
Board Findings

196
The Board finds that service area amendments at the borders between contiguous distribution
companies should be encouraged where there is agreement between the distributors and any affected
customers that a realignment of the boundary would be economically efficient, cons1stent with
systemn planning needs, and in the public interest. -

187
The Board finds that amendments that invelve contiguous distribution companies, but that are
opposed by the incumbent distributor, may be in the public interest where the amendment resuits in
the most effective use of existing distribution infrastructure, and a lower incremental cost of
connection for the customer or group of customers.

198
It is the Board’s intention to process expeditiously service area amendment applications that are
consented to by the contiguous distributors involved and the individual customer(s). Applications
for consent amendments will need to be in conformity with the principles outlined in the next section:
customer preference, economic efficiency, and impacts on distributors and their customers, but the
- level of detail needed to persuade the Board that the proposed amendment is in the public interest
will be less than that required for contested applications.
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In a contested application, the onus will be on the applicant to demonstrate that the amendment is
in the public interest. Amendments that are consistent with the principles articulated by the Board
in this decision, and supported by evidence that demonstrates their advantages, will have a greater
chance of success.

At the same time, the Board expects incumbent distributors to give proper consideration to rational
and efficient service area realignment, even where it results in the loss of some territory. Amend-
ments should not be resisted where the proponert is clearly the most efficient service provider for
the affected custemer. The distributors affected by a proposed amendment should evaluate a
proposal in fight of the principies in this decision, and respond in a reasonable fashion. For example,
the Board discourages the creation of new points of supply to facilitate the distribution of electricity
1o an existing or new customer by an incumbent distributor, when a bordering and contiguous
distributor can provide the same distribution service more efficiently. A service azea amendment
could facilitate the more efficient use of existing infrastructure, and avoid passing on to the customer
the metering costs associated with the new refail peint of supply.
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201

4 PRINCIPLES FOR DEALING WITH SERVICE
AREA AMENDMENTS

202

4.1 Summary of Principles Already Discussed

203
The Board has articulated certain principles earlier n this decision:

204
1 Overlapping service areas will not generally be found to be in the public interest. Applicants
for service area amendments that propose overlap should provide clear evidence that in the
particular case, the advantages of overlap outweigh the disadvantages.

205
2 New embedded service areas will not generally be found to be in the public interest.
Applicants for service area amendments that propose embedding should provide clear
evidence that in the particular case, the advantages of embedding outweigh the
disadvantages.

: 206
3 Amendments to service areas at the border of contiguous distributors may be in the public
interest. Applicants should file evidence demonstrating that the proposed amendment is in

the public interest, addressing economic efficiency, the impacts on the distributors involved

and their customers, both inside and outside the amendment area, the mitigation of these
impacts, and customer preference.

4 Applicants for service area amendments are encouraged to obtain the consent ofall affected
parties before filing the application. Consent applications will be expeditiously processed,
and the evidence required will be less than for an opposed application.

208
5 Economic efficiency is a primary consideration in assessing a service area amendment
application. All applicants should address the effects of the proposed amendment on
economic efficiency.

. 209
In the remainder of this decision, the Board will address in more detail the issues of customer
preference, impacts on customers in the amendment area and impacts on distributors and their
customers. Filing and process requirements will be summarized in the last section of the decision.

210
4.2 Customer Preference

211
Positicns of the Parties

. There were differing views among the participants to the proceeding as to the importance of customer
choice as a guiding principle for assessing service area amendments. The parties generally support-
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ing increased competition in distribution and overlapping service areas were supportive of customer
choice as an overriding or guiding principle.

The parties generally opposed to increased competition in distribution and overlapping service areas,
including Hydro One, Toronto Hydro, the LDC Coalition, VECC, the Power Wozkers Union, and
EDA, supported the view that customer choice should not come at the expense of the interests of

other customers or the broader public interest. Centre Wellington, while supporting customer choice
and overlapping service areas, also supported protecting the broader public interest.

The SW Applicants argued that a specific customer’s preference for an applicant distributor should
receive 70 per cent of the weighting in any Board decision regarding a service area amendment

application. FortisOntario supported the concept of giving as many customers as possible the choice

of distributors.

Wirebury argued that customer choice is the paramount decision factor in the Board’s service area
amendment process, absent a material safety or a public interest reason to deny such a request.
Wirebury argued that limiting the benefits of customer choice to new customers or restricting
competition to distributor boundaries would be discriminatory and contrary to the Board’s objectives

which, in its view, support the continued use and expansion of competition for distribution services.

Hydro One argued that customer preference should not come at the expense of other customers or
the broader public interest. Customer choice can be a criterion in determining the service provider
for new or prospective customers where the preferences expressed do not result in a detrimental
impact or loss of opportunity to the incumbent distributor and its customers.

Toronto Hydro argued that the interests of the individual customer must not outweigh the other
aspects of the public interest when the Board is considering a service area amendment. Moreover
the interest of the developer as a customer capnot outweigh the interests of the end-use customer,
who will ultimately be responsible for the rates resulting from the developer’s preferences. The LDC
Coalition supported the position of Torente Hydro. ‘

Hydro Embrun supported the view that a new customer should be able to request service from the
distributor of choice as per section 28 of the Electricity Act. A distributor should be able to offera
connection to a new customer if the new customers are positioned along the lines of the its
distribution system. New customers should be able to compare construction costs between electricity
distributors. Hydro Embrun noted that wheére an amendment affects e)ﬂstmg customers, the Board
would have to consider it on a case by case basis.

Chatham-Kent argued that customer preference should pley a significart role in the Board’s
consideration of service area amendments. Chatham-Kent supported the SW Applicants proposed
a weighting of 70 per cent for customer preference when there is an actual customer requesting
service.
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The PWU was of the view that local distribution remains a natural monopoly that is not amenable
to direct competition. Customer preference should have very limited significance in particular
service area amendment applications.

221
VECC indicated that while customer preference is an important consideration, it cannot be relied

upoi te yield results that are necessarily in the overall public interest. In addition, customers should
not be allowed to exercise choice at the expense of other customers, particularly those who do not
have the same oppertunities,

The EDA proposed that the applicant for a service area amendment must demonstrate that there are
net benefits to the disribution system as a whole, rather than the benefits or costs to any one customer
or group of customers.

223
Board Findings

224
The establishment of the appropriate weight to be afforded customer preference in the consideration
of service area amendment applications is nothing short of establishing the appropriate balance
between the requirements of the distribution system as a whole, including the inferests of existing
customers on the one hand, and the particular interests of a given customer, with a given connection
proposal at a given point In time.

It is understandable that those who favour a competitive marketplace for the distribution activity
place customer preference as the highest value in the consideration of service area amendment
applications. Those who wish fo secure customers through aggressive competition want to be able
to rely on the customer’s decision to opt for their service to be dispositive of the issue, or nearly so.

226
On the other hand, those who emphasize the ongoing interests of the existing customers and their
reliance on optimization of system assets to control rates suggest that cusiomer preference ought
not to be a determinative factor in service area amendment applications. Distribution rates are
intended to cover the costs associated with the provision of the system, plus an approved rate of
return. The calculation of rates starts with the overall revenue requirement for providing the service
to the service area, divided by the forecast commodity throughput. Whether they want to or not, all
customers of the system are accerdingly dependent on each other for the control of rates. Costs not
paid by one customer, must be made up for by another.

Some parties also expressed concerns that while property owners or developers can control the
destiny of end-use customers, that is, tenants or home buyers, their interest may be different from
this group. The developers’ prime driver in expressing a preference for one service provider over
another may well be based on the contribution in aid of construction costs, rather than the ongoing
rate structure, which will affect the end user. End users, itis argued, may be prejudiced by developers
oI property managers pursuing their immediate interest, at the risk of long term exposure to higher
rates.
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228
Hydro One also emphasized its view that to the extent that customer preference is based on -
distribution rates, such rates pught notto be a major factor in the consideration of such applications.
While the immediate rate structure may be very influential in driving a customer’s preference for

one service provider over another, these rafes should be understood to be trapsitional, and unreliable
given the fact that a new generation of distribution rates will be implemented based on a much more
acute cust and rate calculation. Hydro One has expressed the view that most local distribution rates

are too low, and will rise following the completion of the Board’s second generation rate design
process.

229
The Board’s duty to protect the interests of consumers as expressed in the objectives, means that

the intersst of any particular market participant must cede to the systemn’s requirements where these
interests conflict. Insofar as the Board has indicafed elsewhere in this decision that if does not
generally support the fostering of competition in the distribution activity, in its consideration of
service area amendments, it will favour those applications which show that a given connection
proposal represents the most economically efficient use of existing resources within the distribution
system.

230
In many cases, the interests of the individual customer will align with the interests of other customers,
and the system as a whole. Each market participant inust accept the interdependence which is
fundamental to the system. Each participant has a right to expect that others engaged in the same
systemmeet their respecti ve costs, without subsidization or penalty. Thatis astrue fornew customers
as it is for others.

231
The Board agrees that current distribution rates are notnecessarily the best guide to service choices.

The Board expects that over time the rate making methodologies will yield ever more accurate
representations of cost. It should be noted however, that Hydro One’s concern in this area may not
be completely addressed by this evolution. That is because its rates in areas contiguous to well
developed local distribution systems are often significantly higher than those offered by the local
distribution system. This arises from the fact that Hydro One’s rates are based on the low density
areas it serves which lie, by definition, between the service areas of urbanized systems. While the
tocal distribution companies’ rates may rise through the application of better rate setting methodol-
ogies, the fact remains that Hydro One’s rates may suffer from fundamental differences in the cost
and service structures as between Hydro One and the local distribution systems. The resulting rate
differential may prevent Hydro One from being the distributor of choice for a new connecting
customer. The extension of low density based service to areas contiguous to local distribution
systerns is often not an optimization of the system resources.

. 232
However, while recognizing certain disadvantages faced by Hydro One in its efforts to attract
customers, these circumstances cannot be permitted to compromise the optimized growth of the
system as a whole in the areas where most growth actually occurs - that is in the areas within and
contiguous to existing urbanized zones currently served by well developed electricity distribution
systems. Support for the societal role played by Hydro One must be funded otherwise than in
protection of its geographic service area at the expense of orderly growth in the system.

233

. In summary, the Board finds that customer preference is an important, but not overriding consider-
ation when assessing the merits of an application for a service area amendment. Customer choice

DocID: OEB: 1338L-0




HORIZON EXHIBIT K3.2

4.3

DECISION WITH REASONS

may become a determining factor where cotnpeting offers to the custormer(s) are comparable in
terms of economic efficiency, system planning and safety and reliability, demonstrably neutral in
terms of price impacts on custorners of the incumbent and applicant distributor, and where stranding
issues are addressed.

Economic Efficiency

The Board considers that economic efficiency comprisss the concept of the most effective use of
existing distribution resources. It is a concept that involves an objective assessment of the efficien-
cies attendani upon the connection of a customer by a distribution utility. The assessment involves
a consideration of'the distribution assets available for the connection, their proximity to the proposed
point of connection, and the other costs necessary to effect the conpection. Where new assets must
be developed to effect the connection, a comparison of the cosis associated with such development
will inform the assessment of economic efficiency.

In all instances, the costs associated with the connection should be the fully loaded costs, which
capture all of the relevant indirect and direct costs reasonably associated with the project at issue,
noimerely the price of connection quoted to the prospective connection cusiomer. Cosis developed
with respect to cther connection projects which are not contested will serve as a guide in assessing
the authenticity of costs associated with a contested project.

In determining the efficiency of a given connecticn proposal, the Board will be strongly influerced
by the extent to which a proponent can demonstrate that the proposed connection is reasonably
contiguous io an existing, well-developed electricity distribution system. In such cases, it is very
likely that economic efficiency will be served in approving that connection.

Where the proposed connection is not contiguous to a well-developed distribution system, contesting
proponents will have to demonstrate that thelr respective proposals optimize the existing infrastruc-
ture o the extent possible.

In circumstances where a proposed connection lies adjacent to an isclated pocket of distribution
custormers served by one distribuior, and contiguous to a dense, highly developed electricity
distribution system operated by another distributor, the Board will have regard to the efficiency of
the connection of the pocket, as well as the new connection, in considering competing connection
proposals. In this way it is hoped that inefficient historic connections will not serve as support for
new proposals which would fail but for their proximity to the old, inefficient conmnections.

The Board regards service areas to be rooted in the ability of distribution system operators to connect
and serve customers efficiently. The service area defines the area in which a distributor is obliged
to make an offer to serve if requested to do so. Existing service areas have developed over time and
do noi necessarily represent the most efficient way of serving any particular customer. It is not
geography that ought to form the basis for service areas, but rather the definition of an area which
can be efficiently serviced by a given distribution operator. Applications for amendment which
involve broad swathes of geography, without detailed proposals respecting specific customers,
should be avoided. The issue is always rooted in the economics associated with connections.
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Similarly, proposals to align service areas with municipal boundaries are ill-considered unless the
proponent can provide concrete evidence that the extended area is needed to provide service to actzal
customers in the area using assets and capacity in a manner that optimizes existing distribution
assets, and does not prejudice existing customers of the utility. Amendments need to be anchored
by real customers, with an economic case for the extension that is convincing. Some parties argued
that aligning the service areas with municipal boundaries advances distribution system planning.
The Board does not regard such alignment to be inherently beneficial. It is apparent that the de-
coupling of the electrical utilities from municipal government, which is one of the signal reforms
in the recent development of the electricity market, will continue to evolve. It is not unlikely that
the pursait of efficiencies will lead to the continuing consolidation of the distribution industry in
Ontario, and any alignment of service areas to specific municipalities will be increasingly irrelevant.
Inthe interim, Jocal distribution companies will profit from early knowledge respecting development
in areas contiguous to their highly developed distribution systems. In such cases, applications for
amendment to service areas, provided they are supported with convincing evidence respecting the
fundamental economic efficiency of the proposal, will have good prospects for success.

242
The emphasis the Board places on economic efficiency may have important implications for Hydro
One. Itis very likely that in many instances new connections will arise in areas that are contiguous
or reasonably contiguous to local distribution systems. The fact that the local utility has well
developed distribution assets close to the new connection may make it difficult in many cases for
Hydro One to provide the most efficient service.

243
In addition to its submissions on the effects on credit ratings referenced above, Hydro One has
presented argument indicating that the distribution system it operates is dependent, in some measure,
on its success in procuring distribution loads in its service area. The Hydro One service area consists
of every part of the province where there is no other defined service area, and where it has installed
a distritwtion line. This is not a proceeding in whichthe scope ofthe Hydro One licence was at issue,
and the Board will not address it.

It is important, however, to address Hydro One’s submissions respecting the impact of the loss of
distribution opportunities within its service area. Simply put, Hydro One suggests that all of its
distribution customers look to the exploitation of the service area for the maintenance of the lowest
achievable distribution rates over the Hydro One distribution service area. Clearly, if Hydro One
can procure load in relatively high density areas adjacent to urban areas, the fixed costs of its system
can be digsbursed over a larger rate base, creating downward pressure on rates.

245
Where Hydro One can demonsirate that its connection proposal is superior to other alternatives as
evaluated in light of the principles established in this proceeding, Hydro One should provide the
service. The question facing the Board is whether the interests of Hydro One and its customers ought
to prevail when its connectlon proposals are not superior.

246
What is true for Hydro One is also true for every other distribution system operator. All seek to
access connection opportunities which will improve the overall ratio of revenue to fixed cost. In
every connection proposal the prime consideration must be whether the connection is being effected
in 2 manner that optimizes the resources reasonably brought to bear on the location. The simple fact
that a distribution system operator has a defined service area does not guarantee that it will be

DoclD: OEB: 1338L-0




HORIZON EXHIBIT K3.2

4.4

DECISION WITH REASONS

insulated from competing systems, who can demonstrate that their proposal is more economically
efficient. The efficient and optimized development of the distribution system is a higher value than
the interests of any single operator within the system.

The Board has made it clear that this decision is prospective in its effect, and is not intended to, and
should not be read so as to oblige any distributor to change its status with respect to any customer
or chstrlbut:on asset.

The Board notes that inefficiencies have arisen where isolated pockets of customers have been
connected by one distributor, but lie adjacent to a well-developed electricity distribution system
willing to serve them. In such cases, utilities should use their best efforts to reverse inefficiencies,
and to transfer customers to the service provider best able to serve these customers, on terms which
avoid the stranding of distribution assets.

In summary, the Board finds that significant weight should be given to economic efficiency when
assessing an application for a service area amendment. Failure on the part of an applicant to
adequately demonstrate the economic efficiency of a service area amendment application will
generally constitute sufficient grounds for the Board fo turn down the application.

Impacts on Customers in the Amendment Area

Positions of the Parties

Hydro One argued that customers should continue to receive a level and quality of service to which
they are accustomed at the lowest possible cost in the longer term. Costs should be fairty allocated
over the entire customer base, in 2 manner that does not create a disproportionate benefit for one
customer or group of customers and harm for others.

Hydro One also argued that existing customers should not be transferred to an applicant distributor
from an incumbent distributor, except where there is agreement or consent among both distributors
andthe customer. Where there is such atransfer by agreement, it should procsed by way of a MAADs
application rather than a licence amendment application.

In its view, new customers should be served by an applicant distributor rather than an incumbent
distributor only in cases, as per section 28 ofthe Electricity Act, whers there is a customer that “lies
along” distribution lines, and the applicant distributor can serve it ata lower incremental cost without
devaluation, underutilisation or stranding of the incumbent’s assets. '

Chatham-Kent argued that new customers should have the right to choose their distributor. In cases
where expansions are in greenfield areas, there would typically not be significant stranding of the
incumbent’s assets. In its view, in amendment applications for service areas where existing

customers are concerned, customers should not be forced to move from one distributor to another.

+ Distibutors should continue to be obligated to accept both low and high density customers. Transfer

of customers between distributors should be based on a business case between the distributors.
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Customers should not have the ability to repeatedly change distributors, as the assets invested are
" long term. ‘

The parties had differing views with respect to whether service area amendments should encompass
both existing and new customers, or only new customers.

Hydro One argued that existing customers should only be transferred from an incumbent to an
applicant distributor where there is agreement between the two distributors. New customers should
be transferred only in instances where there is a “lies along™ case to be made. Where there is such
a transfer by agreement, it should proceed by way of a MAAD application rather than a licence
amendment application. Moreover, a MAAD application should be required wherever the transfer
of existing customers to the applicant distributor could harm the incumbent distributor or its
customers.

258
Hydro One suggested that Section 28 of the Electricity Act should not be interpreted to mean that
existing customers who lie along the lines of two distributors should be able to switch distributors.
Rather, it is only in limited and specific circumstances that the transfer of existing customers
advances the public interest. In Hydro One’s view, neither the Electricity Act nor the OEB Act
provide sufficient scope for the transfer of existing customers. If so, the “ legislation would have
established an appropriate mechanism as a clear and intended substitute or provided an additional
process for the merger, acquisition, amalgamation or sale of distribution utilities.”

259
Hydro One also argued that the provisions of the Energy Competition Act “do not provide and were
deliberately not intended to provide, the broad latitude for non-negotiated transfers of existing

- customers from one licence holder to another.” According to Hydro One, there are two sections in
the OEB Act that support that position; section 86, which provides evidence of the process
contemplated by the legislature for transfer of existing assets and customers served by those assets,
and subsection 70(13) which prohibits the Board from requiring a distributor to dispose of assets.

Veridian argued that new customers in the amendment area should have the choice of provider. Any
trapsfer of existing customers would be by means of a distributor-to-distributor arrangement.on a
commercial basis. New customers in the amendment area would be served as a result ofrational
expansion or addition to an existing system. Veridian indicated no interest in providing or estab-
lishing new embedded supply points. Veridian did not propose additional load transfers or metering
points {0 accommodate service area amendments.

261
As noted in the discussion on embedding, expert evidence filed by Wirebury concwrred with the
expert evidence filed by Hydro One that service area amendments should generally not be allowed

for existing customers. Mr. Todd favoured allowing competition and service area amendments only

for new customers in “unserved” and “underserviced” areas.

262
The SW Applicants submitted that there ought not to be any difference in the treatment of
amendment applications relating to either new or existing customers. They argued that the Board
ought to give serious consideration to granting a service area amendment where it can be demon-

Docil: OEB: 1338L-0




HORIZON EXHIBIT K3.2

DECISION WITH REASONS

strated that such a grant would result in lower customer costs than if the amendment had not been
granted.

Enwin argued that both new and existing customers should have choice of distributor. However,
Enwin noted that it would not proactively market its distribution services to existing Hydro One
customers in the proposed expansion area. Existing custorners would continue to be serviced by the
incumbent distributor unless they choose to be serviced by Enwin.

The PWU argued that existing customers should not be transferred to a different distributor without
the consent of an incumbent distributor except for a compelling case of public benefit. Where it
comes to new customers, there may be a broader range of situations in which amendments are
justified and particularly in circumstances where the incumbent would have to develop significant
new infrastructure to connect the customers.

Toronto Hydro argued that while service area amendments for new customers may bs supportable
in certain limited circumstances, the transfer of existing custormers is not supportable, in the absence
of agreement between the distributors on the terms of the transfer. Toronto Hydro suggested use of
the MAADSs process contemplated in sections 85 (since repealed) and 86 of the OEB Actin
reviewing amendment applications. The LDC Coalition supported Toronte Hydro’s position.

Board Findings

The Board has made it clear that this decision is prospective in its effect, and is not intended to, and
should not be read so as to oblige any distributor to change its status with respect to any customer
or distribution asset. Service Arez amendments should not result in the Board-mandated transfer of
customers from one distributor to another. Such transfers should be the subject of bilateral
arrangements between distributors, wherein all of the issues engaged by such transfers can be
addressed. Such issues involve appropriate compensation for any assets stranded as a result of the
arrangement. In this way, the interests of the customers of the surrendering distributor can be
reasonably protected. An applicant should file evidence to demonstrate all the effects on customers
in the amendment area. Evidence on aspects such as service quality and reliability should be -
quantitative, not anscdotal

Load Transfers

Load transfers are arrangements whereby an incumbent distributor permits an adjacent distributor
to serve a load located in the incumbent’s service area. The arrangement typically arises where the
incumbent is niot in a position to serve the customer without incurring unreasonable expenditures

for system expansion. The neighbouring distributor is obviously better placed to serve the customer.

Section 6.5.3 of the Distribution System Code (DSC) requires that during the five year peried after
its inception, a physical distributor shall be obligated to continue to serve an existing load transfer
customer unless otherwise negotiated between the physical distributor and geographic distributor.

» Section 6.5.4 requires that during the five year period after the DSC comes into effect, a geographic

distributor that serves a load transfer customer shall either:
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a) negotiate with a physical distributor that provides load transfer services so that the physical
distributor will be responsible for providing distribution services to the customer directly,
including application for changes to the licensed service areas of each distributor; or

b) expand the geographic distributor’s distribution system to connect the load transfer
customer and service that customer directly.

The Board recognizes that there are a number of load transfer arrangements in effect which are to
be wound down according to these provisions of the DSC. The Board encourages parties to work
together to eliminate these load trapsfers by determining which distributor can mostrationally serve
the customer(s) in question, from an economic efficiency, system planning, reliability and safety
perspective. The Board will look favourably upon service area amendments where applicant and
incumbent distributors consent to a rationalization or elimination of load transfer arrangements,
including any financial arrangements which may be required.

Impacts on Applicant and Incumbent Distributors and their Customers

System Average Costs
Positions of the Parties

Hydro One argued that the loss of existing customers, arising from a service area amendment,
increases an incumbent distributor’s system average costs, since the fixed costs will needto be
spread over a smaller customer base. This will lead to higher rates for the incumbent distributor’s
end-uss customers, and potertially those served by distributors supplied by Hydro One’s distribution
system. The reverse scenario is the case for the applicant distributor, which is able to lower its
average costs and benefit its existing customers. Even for new customers, except where the customer
“lies along” and the applicant distributor can serve the customer at a lower incremental cost without
devaluation, the decrease in the applicant distributor’s costs occurs only by bringing harm to the
incumbent distributor and its customers. ‘

Mr. Todd stated that if some new customers within an existing franchise area are served by a
distributor other than the incumbent, the incumbent has fewer customers over which to spread its
fixed costs. However, Mr. Todd was of the opinion that if the incremental costs incurred by the non-
incumbent are less than the costs that would be incurred by the incumbent, then the total distribution.
costs for all distribution customers will be lower ifthe non-incembent provides the new connection.
Average costs will be minimized if the distributor with the lowest incremental cost for connecting
a location provides service. If each new customer, or newly served area, is served on a monopoly
basis by the distributor that is able to do so at the lowest incremental cost, the overall distribution
costs that will have to be recovered from Ontario consumers will be lower than if existing service
area boundaries are considered to be sacrosanct.

: Board Findings

DoclD: OEB: 1338:-0

271

272

274

276

277

278

278




HORIZON EXHIBIT K3.2

DECISION WITH REASONS

The Board finds that impacts on system average costs can be largely mitigated through the
application of the principles already articulated in this decision. The Board has indicated that
overlapping and embedded service areas will generally not be found to be in the public interest, and
these types of service area amendments held the greatest potential for increasing system average
costs. The Board finds that when considering contiguous service area amendments, sufficient
attention to the principles of economic efficiency should reduce or eliminate the potential for an
adverse effect on system average costs. The avoidance of stranding of assets or the amelioration of
such an Impact must also be considered.

Stranding of Assets and Costs

2382
Experts® Evidence

283
Mr. Southam, on behalf of the SW Applicants, advocated a requirement on the part of the customer
seeking a cormection to pay for any stranded costs that would be directly created by the connection
of that customer to the applicant distributor’s systern. Mr. Southam defined strarded costs as
unrecovered asset costs directly employed in serving existing customers that switch to an applicant
utility. The types of assets that could be stranded or underutilized would include distribution lines,
transformers and fixed distribution assets, but exclude billing systems. Mr. Southam indicated that
embedding may lead to a stranding ofassets depending on what the expectation of the host distributor
was around the construction of the initial distribution line. For example, a host distributor may decide
to construct a distribution line, based on projections of revenues associated with it. If a distribution
wheeling rate is subseguently imposed to accommodate an embedded distributor which is materially
less than the rates used for the revenue projection, the distributor will be disadvantaged and there
ought to be compensation for stranded assets.

' 284
Mr. Southam indicated that the economic evaluation model in Appendix B of the Distribution
System Code does not currently include a provision that would capture stranded asset costs. He
* indicated that such a provision could easily be incorporated in the same way that upstream costs are
currently incorporated into these econontic evaluations. In the revised economic evaluation model,
the capital contribution from the customer that is proposing to switch would recapture the cost of
stranded assets plus any new assets that would be required for customer connection or system
expansion.

285
Dr. Chamberlin defined the value of stranded assets to be the unrecovered fixed costs coniribution
from the departing customer. This includes the fixed cost stream that the customer or group of
custormers would otherwise pay the utility that made the investments fo serve those customers, not
just in the direct conmections but in all the upstream facilities, services and aspects of their service.
Dr. Chamberlin also noted that any loss of future custorners would lead to stranding of upstream
assets made for future customers.

. 286
Dr. Chamberlin did not share the view that recovery of stranded costs should be limited to those

direct expenses associated with connecting the customer. In order to keep the incumbent and their
_ customers whole, all fixed costs paid by the customers in question would form the basis for stranded
' cost recovery. The recovery rate would have to be equal to the fixed cost portion of the otherwise
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applicablerate charged to the incumbent distribution customers. Anything less would mean the fixed
costs would not be filly recovered, and rates to remaining customers of the incumbent utility would
have to rise, implying a subsidy from the customers of the incumbent wtility to the customers of the
new entrants. ’

Mr. Todd indicated that real stranding occurs only where an asset becomes unusable because of its
location and the absence of customers. Therefore, stranding and the requisite compensation would
occur only where there was switching of existing customers. It would therefore not apply to the case
of embedded distribution which only affected new unserved orunserviced customers. Mr. Todd also
suggested that taking a too liberal approach to stranding could provide an inappropriate incentive
to distibutors to invest in assets that may become stranded.

. 288
Dr. Yatchew indicated the analysis of stranding needs to be done on a case by case basis. The main
principle the Board should adopt for assessing stranding is “what is the economic value of the asset
being stranded”. :

. 289
Hydro One argued that in cases of service area amendments, where there is no agreement between
the distribrtors, compensation must be paid to the incumbent for stranded assets and lost revenues
associated with existing and fitture customers, less the costs that can be mitigated.

Board Findings

The Board has made it clear that this decision is prospective in its effect, and is not intended to, and
should not be read so as to oblige any distributor to change its status with respect to any customer
or distribution asset. Service Area amendments should not tesult in the Board-mandated transfer of
customers from one distributor to another. Such transfers should be the subject of bilateral
arrangements between distributors, wherein all of the issues engaged by such transfers can be
addressed. Such issues involve appropriate compensation for any assets stranded as a result of the
arrangement. In addition, the Board expects that the offer made to 2 potential connection customer
will recognize the actual costs involved in completing the project, both the contribution in aid of

" construction, and any rate offering made. Both aspects of the connection transaction must reflect
the true costs of connection and the provision of ongoing service to the connecting customer.
Existing customers of the connecting wiility ought not to be subsidizing any connection, nor skould
their interests be prejudiced in any other manner.

The Board expects that service area amendment applications involving new conmections will
typically not involve stranding issues. Where stranding issues do arise, they must be resolvedin a
manner that provides reasonable protection to the customers of the utility whose assets are being
stranded. These customers have a reasonable expectation that they will not be unduly prejudiced by
the actions or decisions of other market participants. Where parties are unable to resolve issues
respecting stranding, the Board will do so. In considering whether assets are stranded, the Board
will have regard to the extent to which an asset thought to be stranded is genuinely referable and
connected or connectable to the project site, and part of the necessary infrastructure to serve that
specific location. Where upstream customers have made significant contributions in aid of construc-
. tion with a reasonable expectation that future connections will provide contributions in turn as they
become connected, the Board may consider some portion of the original contribution to be stranded.
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293
The Board heard some argument to the effect that all of the upstream assets of a given utility are o

some extent stranded when connections are approved for other utilities within an incumbent’s
service area. The Board does not adopt this point of view. Stranding will only be recognized to the
extent that 2 ufility can demonstrate that the assets involved meet the characteristics outlined in this
section.

Similarly, the Board heard argument to the effect that utilities ought to be compensated for lost
opportunities for revenue where a service area amendment results in 2 coanection within their former
service area being made by another utllity. The Board does not adopt this point of view. Apart from
the stranding of assets demonstrated as outlined in this section, the Board will generally not
recognize any other type of compensation.
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293

5 FILING AND PROCESS REQUIREMENTS

296
Summarized below are the information filing requirements associated with service area amendment
applications. Section | swmmarizes general filing information required for all applications. Section
2 summarizes additional information that is required for applications that are not on consent.
Applicants should be aware that the Board may require information in addition to that listed below.
Further, as the Board gains experience with processing service area amendment applications, these
requirements may evolve. ‘ :

297
Section 1:

General Information Filing Requirements for all Service Area Amendment Applications

299

. The identity of the applicant

300
. For each proposed project, a time line for the construction and completion of the new
development, including Municipal approvals, construction schedule, energization require-
ments through to final occupancy of commercial, industrial or residential units.

. 301
. Confirmation of consent of or notice to affected parties, including confirmation of notice
to the incumbent utility and any written response of the incumbent utility

302
. Description of proposed connection (individual customer; residential subdivision, commer-
cial or industrial development; general service area expansion)

103
. A detailed description of lands in the proposed amendment service area suitable for use in
describing the amended area in the distributor’s electrical distribution licence — for individ~
ual customers this should include the lot and concession nuniber(s} and municipal address
including street number, municipality and/or county, and postal code; for proposed general
expansion areas, this should include 2 clear description of the area on the basis of relevant
geographic features.

: 304

. A map showing the proposed amendment area, the location of the proposed connection(s),
and the electrical infrastructure in the amendment area and in the contiguous areas of each
distributor that is adjacent to the amendment area

305

. Brief description of any other affected customer(s)

. Description of how the proposed amendment optimizes the use of existing infrastructure

DoclD: CEB: 1338L-C
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DECISION WITH REASONS

. Description of any existing load transfers or retail points of supply that will be eliminated
. Description of any additional load transfers or retail points of supply proposed
. Size of load and how the capacity to serve this load will be provided
. ‘Cost, rate and service quality impacts for customers in the amendment area
. Description of any safety and reliability impact of the proposed amendment.
. Description of any assets that may be stranded

Section 2:

Additional Information Filing Requirements for Contested Applications

. Evidence that the customer has been provided an opportunity to obtain an offer to connect
from both the incumbent and the applicant.

. . Evidence that the incumbent distribuior was provided an opportunity to make an offer to
connect. '

. Copies of the offer(s) to connect, and associated financial evaluations in accordance with

Appendix B of the Distribution System Code. The financial evaluations should indicate
costs associated with the connection including on-site capital, capital required to extend the
distribution system to the customer location, incremental up-siream capital investment
required to serve the load, the present value of incremental OM&A costs and incremental
taxes, as well as the expected incremental revenue, the amount of revenue shortfall and the
capital contribution requested.

. Detailed comparison of the new or ﬁpgraded electrical infrastructure necessary for each
distributor to serve the proposed connection and load

. Detailed comparison of the impact of connection by each distributor on upstream assets and
capacity
. Quantitative (not anecdotal) evidence of quality and relizbility of service by each distributor

to similar customers in comparable locations and densities.

DoclD; OEB: 1338L-0
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320
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DECISION WITH REASONS

321
. [f applications involve any overlap or new embedding, applicants should be able to s
demnonstrate how economic efficiency is maintained by the amendment, and what special
circumnstances justify an exception to the general principles.

lexd

DATED zt Toronto, February 27, 2004

Paul Sommerville
Presiding Member

Arthur Birchenough
Member

Cathy Spoel
Member

DoclD: OEB: 1338L-0
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Ontario Energy Commission de FEnergie
Board de I'Ontario

N

Ontario

EB-2004-0445

NOTICE OF APPLICATION

To Amend the Electricity Distribution Licence of Hamiiton Hydro Inc.

Hamilton Hydro Inc. has filed an application dated September 24, 2004 with the Ontario
Energy Board under the Ontario Energy Board Act, 1998, 8.0, 1898, c. 15, Schedule B,
for an order of the Board amending Hamilton Hydro's distribution licence ED-2002-0566
to include within Hamiiton Hydro's service area the proposed commercial
plaza/development known as The Brooks at Rymal/20 being developed by 100 Main
Street East Limited. The area to be included is in the City of Hamilton and is described
as Block 1, Block 2 and Street ‘A’ part of a plan of “The Brooks of Rymailzb Phase 17,
being a subdivision of Part of Lots 1 and 2 - Block 4, Concession 1.

The parcel of land that is the subject of the application is presently within the service
area of Hydro One Networks Inc. Hydro One supports the application and agrees that
Hamilton Hydro can serve this location in a more economically efficient manner. Hydro

One has consented fo allowing Hamilton Hydro to serve this area in question,

Copies of the app%icétion are available for inspection at the Board’s office and at

Hamilton Hydro's office, at the addresses indicated below.

The Board may proceed to dispose-of the application without @ hearing unless a person
requests a hearing in response fo this notice. If you wish the Board to hold a hearing in
this matter, you must request a hearing by writing 2 letter to the Board Secretary on or
before November 11, 2004.

'
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IF YOU DO NOT REQUEST A HEARING {N ACCORDANCE WITH THIS NOTICE,
THE BOARD MAY PROCEED WITHOUT YOUR PARTICIPATION AND YOU WILL
NOT BE ENTITLED TO FURTHER NOTICE IN THIS PROCEEDING.

Addresses:

Ontario Energy Board
P. 0. Box 2318
2300 Yonge Street
26" Floor ‘
Toronio, Ontario
M4P 1E4
Altn:  John Zych
Board Secretary
Tel: 1-888-632-6273 (Toll free)
Fax: 416-440-7656
e-mail. Boardsec@oeb.gov.on.ca

Hamilton Hydro Inc.

PO Box 2248, Station LCD 1
55 John Street North
Hamilton, Ontario

L.8N 3E4

Attn:  Cameron McKenzie

Director, Regulatory Affairs

Tel: 905-317-4785

Fax: ©05-522-6570

e-mail: chmckenzie@hamiltonhydrb.com
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DATED at Toronio November 4, 2004
ONTARIQ ENERGY BOARD

Peter H. O'Dell
Assistant Board Secretary
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Cntaric Energy Commission de FEnergie ;@.
Board de I'Ontaric

Ontario

. EB-2004-0536

IN THE MATTER OF the Onfario &nergy Board Act
19988 S.0. 1998, c.15, Schedule. B; '

AND IN THE MATTER OF an application pursuant fo
section 74 of the Ontaric Energy Board Act 1998 by
Hamilton Hydro Inc. to amend its Distribution Licence
Number ED-2002-0566

DECISION AND ORDER

On December 2, 2004 Hamilton Hydro Inc. filed an application with the Ontaric Energy
Board pursuant to section 74 of the Onfario Energy Board Act, 1998. In its application,
Hamilton Hydro Inc. sought an order of the Board to amend Schedule 1 of its
distribution licence to include an area currently within the licensed distribution service
area of Hydro One Networks Inc., fo enable it to serve the customer, Multi-Area
Developments Inc. Specifically, Hamilton Hydro seeks fo exciude from Hydre One’s
disiribution fcence and include in its own licence, lands in the City of Hamilton,
described as:

The south side of Rymal Road, formerly the King's Highway No. 53, )

extending south to the existing Hydro One Networks Inc. fransmissicn Lé "

corridor right of way and then west of Swayze Road extending to the east -5(“':.)\*,.&7
side of%‘ﬂe)(:hurch Road. A

Principles of the Service Area Amendment Proceeding

In making determinations refating to the issuance, renewal or amendment of a
distribution licence, [ am to be guided by the applicable objectives listed in section 1 of
the Ontario Energy Board Act, 1988, and by the policies established by the Board in
furtherance of those objedtives including the principles established for service area
amendmentis as outlined in the Board Decision RP-2003-0044 dated February 27, 2004,
known as the Service Area Amendment Proceeding (the “SAAP decision™.
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I Ontario Energy Board

The Board outlined five principles in the SAAP decision. The first three principles state
that amendments which lead to overiapping, embedded or nan-contiguous service
would not generally be found ta be in the public inferest. The fourth principle indicates
that where gonsent of the affected parties (emphasis added) is provided the evidence
required wili be less than that required for an opposed application. The fifth principle
states the primacy of economic efficiency as a determining facior in a service area
amendment application.

Review of the Application

Hamilton Hydro states that it met with Hydro One in November 2004 tc discuss the
respective offers to connect that were made to Multi-Area Developments Inc. The
gvidence of Hamilton Hydro states that Hydro One agreed "not to contest” the
application. Included in the application was an unsigned teiter from Hydro One to that
effect. '

In respeonse to enquiries by Board staff to confimm its intent, Hydro One filed a letter with

* the Board dated January 7, 2005 which stated that it would not contest the application.

Hydra One also staled that Hamilton Hydro's cannection offer is the lowest cast
propasal and requires the lowest capital coniribution of the customer. However, in the
same letter Hydro One submiited that the application if approved would not meet the
requirements of the Board's SAAP decision. Hydro One wrote that “long-term costs to
service the entire amendment area would not be significantly different between the two
LDCs, given the infrastructure currently in place” and that the application “seeks to add
areas already containing Hydro One customers and assets and also seeks to add lands
slated for future development, but with no definitive development plans.” Hydra One
further indicated that “depending on how the Hamilton or Hydro One licences are
amended...” overlapping or embedded service areas might be created, or Hydro One
could be senving customers in an area it is not licensed o serve.

As indicated in the SAAP decision, consent by the currently licensed utilify to an
amendment proposal may be construed as affirmation of the economic efficiency of the
applicant's proposal. Hydro One did not gongent to Hamilton’s proposal, instead it has
chosen not to cantest the application. The distinction is meaningful to the disposition of
this application.
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-3 Ontario Energy Board

Efficiency is measured in two ways; cost efficiency, which calculates the cost and
henefits of the proposal; and engineering efiiciency, which informs costs, and assesses
system planning, safety and reliability. Hamilton Hydrc did not provide specific and
detailed evidence regarding the efficiency of ifs proposal. In its submission, Hydro Cne
acknowiedges that Hamilton Hydro's offer resulis in the lowest cost of connection and
capital contribution to the customer. Hydro One also submiis that the long-term costs to
service the entire amendment area are not significantly different as between the two
utifities. As implied by this submission, the fact that Hamilton Hydro can provide the
iowest cost of connection and customer contribution is an smportant but not
determinative, aspect of economic efficiency.

Hydro One argues that the application does not meet the Board's policy because i
might result in embedded customers. The Board’s SAAP decislon infers that
overlapping, embedded or non-contiguous proposals do not generally iead to the most
economically efficient service solution. The decision does not preclude the possibility
that commingled distribution service may be efficient, but where the applicant is
proposing commingied setvice its evidentiary burden is greater.

in this application Hydro One has raised the possibility of embedded cusiomers.
Hamilton Hydro is required to identify and address issues related fo embedded
customers but its application does not identify any overlapping service. [fthe
application were approved as proposed, Hydro One would lose its right to serve any
cusiomers in the amendead setvice area. !f there are customers currently in the
proposed amendment area then the Board needs fo understand, from hoth a pracﬂcaé
and economic perspective, how their service 18 to be continued.

A service amendment application must consider the economic efficlency of serving the
entire proposed area and not just the immediate connection that might initiate the
application. A fulsome economic analysis shouid inciude the costs of transferring
gurrent sefvices, including compensation for any stranded assets. Hydro One is not
obligated to underiake asset transfers. if affected cusiomers are not to be transferred,
then the applicant must provide a clear descripiion as to how a non-contiguous or
overlapping service area with current and potentially future embedded customers
provides for the optimal service efficiency.
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Hydro One alsc submits that Hamilton Hydro is seeking fo acquire area in which there
are no immediate plans for service and that this is contrary to the Board’'s SAAP
decision. No evidence was filed by either party which wouid allow this claim to be
evaluated.

"The Board is prepared fo move expeditiously on a consent application. A consent
application must include clear informed consent from both the current service utility and
any existing customers affected by the proposal. The Board also needs fo understand
clearly the intent of a utifity choosing to “not contest” rather than “consent” to an
application. Itis incumbent upon the applicant, and not the Board, to discover and
present any meaningful distinction implied by this choice of words. Enappfopriate!y
framed, or inadequately supported applications will necessarily lead to delays.

The proposal as filed, is not a “consent” application. Despite its words to the confrary,
Hydro One has, in fact, contested the applicant’s proposal. Hamilten Hydre has filed no
specific economic evaluation, nor has if addressed the issue of potential embedded
customers in an overlapping or non-contiguous service area. Hamilton Hydro has not
met the burden of proving its case. '

The application is dismissed withéut prejudice to Hamilton Hydro's right o file another
application in which it addresses the isstues and flles the evidence discussed above.

Under section 7(1) of the Ontario Energy Board Act, 1868, this decision may be
appealed to the Board within 15 days.

DATED at Toronto, February 4, 2005

ONTARIC ENERGY BOARD

Original signed by

Mark Garner
Managing Director
Market Cperations
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Ontaric Energy Commission de I'Energie
Board de POntaric

EB-2005-0262

IN THE MATTER OF the Onfario Energy Board Act
71898, 5.0. 1888, c. 15, Scheduie B;

AND IN THE MATTER OF an application pursuant to
section 74 of the Ontaric Energy Board Act, 1598 by
Hamilfon Mydro Inc. to amend #s Distribufion Licence
Number ED-2002-0566.

By delegation, before: Mark C. Garner

DECISION AND ORDER

On April 4, 2005, Hamilten Hydro Inc. filed an application with the Ontario Energy Board
pursuant to seclion 74 of the Onfario Energy Board Act, 1998. in its application,
Hamiitors Hydro sought an order of the Board to serve the customer, Muiti-Area
Developments [nc., by excluding from Hydro One’s distribution licence and including in
its own licence, lands described as:

The former Township of Binbrook in the former Township of Glanbrook -
as of December 31, 1973, now in the City of Hamilton and described

as Part of Township Lots Six (6) and Seven (7), Block Five (5) in the
First Concession of the Geographic Township of Binbrock and known
as Summit Park Phase 1 on Plan 82M. These lands are bounded to

the north by Rymal Road East, to the east by Fletcher Road, o the
west by Dakota Bouievard and to the south by a Hydro One Networks
fnc. high voltage transmission line right of way.

This service area amendment is granted.
Background
The application is for a subset of the service area previousiy proposed to be amended fo

Hamilton Hydro’s licence in its application EB-2004-0536. The previcus proposal was
rejected because: (1) the incumbent utiiity, Hydro One, indicated that the long-term cost of
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serving the arsa would not be significantly different as between the two uiifities; (2) Hydro
One indicated that the proposal could lead te embaddad customers within the amended
service territory of Hamilton Hydro; (3) Hydre One submitted that Hamilton Hydre was
seeking service areas for which it had no immediate pians for service; and, (4) the sarvice
area would not form a contiguous border with Hamitton Hydro. The application was
dismissed without prejudice to file a reformed proposal.

The current application involves the same Summit Park project that was asscdiated with
the previous application, and #t is being deveioped by the same srganization, Mulii-Area
Developments inc. The scale of the project, however, has been significantly reduced, The
project being proposed invoives only the first phase, representing approximasgly 200 lots,
of a project that may see as many as 3200 lots develeped.

A Letter of Direction was sent to Hamilton Hydre on May 12, 2005, This letter requested
-that Hamiiten Hydro serve notice of the application on Hydro One, Multi-Area
Davelopments and any customers or landowners in the proposed amendment area.

Latters in response to the Nofice of Application were as follows:

s On May 13, 2005, a letter from Muiti-Area Davelopments stating it was in agreement
with the Application and indicating its agreement fo proceed without a hearing;

« On May 15, 2005, a letter from Hamilion Hydro stating that the project developer
was the only landownar in the proposed amendment area;

+« On May 18, 2005, a letter from Hydro One stating it was not contesting the proposed
amendmeant and indicating its agreemeant to progeed without a hearing;

» On May 19, 2005, a letter from the Power Workers’ Union expressing concerns about
Hamilton Hydro’s application and requesting that the Board hold a hearing on the _
matter. in the alternative, the PWU asked that it be provided with copies of the filings
related to the application and that it have the opportunity to make writien submissions
prior to a decision by the Board; and,

s OnJune 7, 20085, a letter from the Power Workers’ Union withdrawing their request fora

nearing.

Licensed Service Area

Pursuant to subsection 6{1) of the Ontario Energy Board Act, 1998, | have bean delegated the
powers and duties of the Board with respect to the determination of applications made under
section 74 of that Act. This Order is made under the authority of that delegation and is based
- on the evidence filed in support of the application and the submissions of interested parties.

2
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Multi-Area Developments agrees to have Hamilton Hydro provide service to the development.
Hydro One stated that it would not contest this licence amendment and it made no other
submissions in respect to the substance of the application.

Hamilton Hydro has demonstrated that is has adequate distiibution infrastructure in the
area fo provide service for this phase of the development. There are two high capacity
distribution feeders adjacent o the proposed amendment area. Hamilton Hydro also
offered Multi-Area Developments a lower cost of conneciion than Hydro Ope. The
Applicant provided supporting evidence of the cost of connection.

There are no existing customers of Hydro One in the proposed amendment area. Hamilton
Hydro has stated the revised service area proposal results in no stranded assets or
embedded customers of Hydro One.

The Power Workers' Union raised concem that service to future phases of the development
could run counter to the principles in respect to service area amendments as set out in the
Board’s decision RP-2003-0044. However, they chose not to make a specific submission
in respect to the application before the Board.

Hamilton Hydro has addressed those deficiencies raised in the original application and |

therefore find that it is in the public interest to amend the distribution licence as proposed
by the Applicani.

IT IS ORDERED THAT:

Hamilton Hydro Inc.’s Distribution Licence (ED-2002-05686) is amended as per Schedule 1 as
attached to this order.

Under section 7{1) of the Ontario Energy Board Act, 1998, this decision may be apbea?ed
o the Board within 15 days.

DATED at Torento, June 15, 2005

ONTARIO ENERGY BOARD

Mark C. Gamer
Managing Director Market Operations
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Ontario Energy Commission de PEnergie
Board de POntario

Ontarin

EB-2005-0504

IN THE MATTER OF the Ontario Energy Board Act, 1998,
8.0. 1998, c. 15, Scheduie B;

AND IN THE MATTER OF an application pursuant fo
section 74 of the Ontaric Enargy Board Act, 1998 by Horizon
Utilities Corporation o amend Hamilton Hydro Inc.s
Distribution Licehce Number ED-2002-0566.

By delegation, before: Mark C. Gamer

DECISION AND ORDER

On Oclober 20, 2005, Horizon Utilities Corporation ("Horizon™) filed an application with the
Ontario Energy Board (the "Board™) pursuant to section 74 of the Ontario Energy Board
Act, 1998 (the "Act"). The application was amended on December 11, 2005, Inits.
application, Horizon sought an order of the Board {o amend the service area of Hamilton
Hydro Inc.'s Distribution Licence ED-2002-0566 (the "Hamilton Hydro Licence") to serve a
number of customers that were currently within Hydro One Networks In¢.'s ("Hydro One")
service area. If the application is grantedq, the application would have the effect of
excluding this service area from Hydro One's licensed service area and adding it to
Horizon's service area by adding it to the Hamilton Hydro Licence. Horizon applied for the
foliowing lands to be added into the Hamilton Hydro Licence:

The former Township of Binbreok in the former Township of Glanbrook as
of December 31, 1973, now in the City of Hamillon and described as Part
of Township Lots Six (6) and Seven (7}, Block Five (5) in the First
Concession of the Geographic Township of Binbrook and known as
Summit Park Phase 2, on Plan 62M.

The application is approved with the exclusion of four existing Hydro One customers.
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Background

Horizon was created by Ardicles of Amalgamation on March 1, 2005 as a resulf of the
merger of Hamilton Hydro Inc. and St. Catharines Hydro Utility Services Inc. Harizan owns
and operates the distribution systems in the service areas of the former Hamilton Hydro
Inc. and St. Catharines Hydro Utiiity Services [nc.

The proposed service area expansion would allow Herizon to supply electricity to
customers in the Second Phase of the Summit Park development project as well as four
other customers currenily served by Hydro One. The proposed development project is
located within Hydro One’s licensed service area and has been the subject of an earlier
service area amendment regarding the Hamilton Hydro Licence. On June 15, 2003, the
Board issued a Decision and Order to amend the Hamiltan Hydro Licence to include
Phase One of the Summit Park development.

The Summit Park Phase Two development is comprised of one hundred and fiffy-nine
residentiai homes and townhouse style dweliings. This development has poriions both
to the north and to the south of the existing Summit Park Phase One development.

There are four Hydro One customers currently in the proposed amendment area. Inits
application, Horizon requested that Hydro One’s distribution licence be adjusted to
*ensure that the customers become part of the clearly defined territory of Horizon
Utilities.”

On Navember 14, 2005, the Board received a letter from Hydro One stating that it was not
contesting the proposed amendment. However, Hydro One commented that there were a
number of areas in the application that may not be consistent with the infent of the Board’s
Decision with Reasons in the RP-2003-0044 Combined Service Area Amendment
Proceeding ("Board Decision RP-2003-0044"y. One of Hydro One's concems related fo
four of its customners who would become embedded within the proposed service territory of
Horizon. Hydro One stated that it believed that it is inappropriate for Horizon to seek the
fransfer of its customers and suggested that Horizon consider amending its application.

A Letter of Direction was sent to Horizon on November 18, 2005. This letter requested
that Horizon publish the Notice of Application and Hearing and serve notice of the
application on Hydro One, the Power Workers' Union and to the four customers already
being served by Hydro One who may be potentially affected by the proposed
amendment.

On November 24, 2005, the Board received a letter from the Power Workers' Union stating
that it did not oppose the application but did share the concerns expressed by Hydro One
and supported Hydro One’s suggestion for an amendment ta the application. The Power
Workers’ Union also raised concerns that service to future phases of the development
could run counter to the principles regarding service area amendments sef out in the Board
Declsion RP-2003-0044.

2
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Licensed Service Area

Pursuant to subsection 8(1) of the Act, | have been delegated the powers and duties of the
Board with respect to the determination ofapplications made under section 74 of the Act. This
order is made under the authority of that delegation and is based on the evidence filed in
support of the application, the submissions of interested pariies, and the principies established
for service area amendments as outlined in Board Decision RP-2003-0044,

Horizon already serves Phase One of the Summit Park development ("Phase One™).
Phase Two of the Summit Park development would connect to existing vaults located in
the Phase One distribution system. Horizon has demonstrated that it has adeguate
distribution infrastructure in the area fo provide service for this phase of the
development. Because Horizon offered its customer, Multi-Area Developments Inc., &
lower cost of connection than Hydre One for Phase One, Multi-Area Developments Inc.
did not approach Hydro One for an offer to connect for the second phase of the
development. Horizon proposes to provide the service to phase two of the development
from the facilities it built to service the development's first phase.

in Board Decision RP-2003-0044, the Board clearly set out its view that the transfer of
customers from one distributor to ancther should be the subject of bilateral arrangements
between distributors. Horizon should have been aware of this fact and it should have
initiated negotiations with Hydro One to arrange for the transfer of the four Hydro One
customers. Horizon did not enter into negotiations with Hydro One. Horzon stated that it
"understood, from previous conversations with Hydro One staff that the province has not
provided direction to Hydro One to divest of customers and therefore compensation [for the
four customers] could not be discussed.” Horizon did also state that it "is open to
negotiations with Hydro One," but this does not appear to have occurred before this
application was filed since Hydro One has stated, in its response fo this application, that it
"...was left out of any discussions with Horizon prior to the filing of this applicationrather
than being inciuded as would normally be the case for service territory applications.”

it does not appear that Horizon has met ifs responsibility of following Board Decision RP-
2003-0044 and attempted to negofiate a transfer of Hydro One's customers with Hydro One
directly. Horizon's inability to camy out its responsibility has ieft me no choice but to follow
the views of the Board in Board Decision RP-2003-0044, namely that service area
ameandments "should not result in the Board-mandated transfer of customers from one
distributor to another.” This means that the four Hydro One customers will remain with
Hydro One and will not become part of Horizon's service area.

While | feel that it would have been best for Horizon to enter into negotiations with Hydro
One to provide for the transfer of the four Hydro One customers prior to filing this
application, | recognize that Multi-Area Developments Inc. needs the service from Horizon
to proceed quickly. In this case, | will grant the service area amendment but | will exclude
from the Hamilton Hydro Licence the addresses of the four customers of Hydro One.

3
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The addresses excluded from the amended service territory are; -

1. 1898 Rymal Road East, RR # 1, Hannon, Ontario, LOR 1P(Q;
2. 1800 Rymal Road East, RR # 1, Hannon, Ontario, LOR 1PQ;
3, 1910 Rymal Road East, RR # 1, Hannon, Ontario, LOR 1PQ: and
4, 1912 Rymal Road East, RR # 1, Hannon, Ontaro, LOR 1P0.

I would like to point out that were it not for the consideration of the larger public interest
served by ensuring timely service to Multi-Area Developmentis Inc., | would have seriously
considered denying this application unt such time as it was shown that Horizon had
entered into negotiations with Hydro One to provide for the transfer of the four Hydro One
customers. | expect that any service area amendment applications will not be filed until the
acquiring utility can show that it has attempted fo negotiate with the adjoining utility where
the negotiations are likely to result in a more efficient rationalization of the distribution
system,

1T 1S ORDERED THAT:

Hamilion Hydro inc.’s Distribution Licence (ED-2002-0566) is amended as per Schedule 1 as
attached {o this order.

Under section 7(1) of the Ontaric Energy Board Act 1998, this decision may be appealed
to the Board within 15 days.

DATED at Toronto, February 17,2006

ONTARIO ENERGY BOARD

Mark C. Garnet
Managing Director, Market Operations
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SCHERULE 1

Hamiiton Hydre Inc,
Ejectricity Distribution Licence ED-2002-0566

DEFINITION OF DISTRIBUTION SERVICE AREA

This Schedule specifies the area in which the Licensee is authorized to distribute and sell
eleclricity in accordance with condition 8.1 of this Licence,

1. The former Police Village of Ancaster in the former Town of Ancaster as of December
31, 1973, now in the City of Hamilton and described as:

NW corner of Concession 1, Lot 42 and Old Rallway Line
Directly NNE to middie of Concession |, Lot 46

North 1o Dundas boundary, along boundary NE io Hamilion boundary, along
Dundas/Hamilton boundary

SW across Fiman Road to include 1245 Fitman, travel SW parallel with Hwy 2 to
the escarpmant :

§ along escarpment (include Ancaster heights survey)

S to W border of Cencession Il, Lot 49 to Railway Right of Way {behind Mohawk
Road)

SW te Cayuga Drive, W {o Railway Right of Way

West along Right of Way to far west boundary of Concession i, Lot 47

South between Lot 46 and 47 fo include 38 Chancery Drive West

West, paralie! with Golf Links Road to back lot of 23 Camaron Drive in
Concession i, Lot 44

Foliow back of Cameron Drive back lot to 35 Cameron, go south parallel to end
of 209 Rosemary Drive, East to the back of 206 Rosemary Drive

Norih along back lots {0 104 Rosemary, East to back lot of 103 Rosemary
North along back lets of Si. Margarets Road to Hwy 2

Direct line SW, crossing over Fiddlers Green to middie of Concession i, Lot 41
Nerth back jot of Rembrandt Court fo Jerseyvilie Read W

SW along Jersey ville through back lots of Blair, Terrence Park and Oskhill io
back lot lisn of 211/220 Celleen Crescent
g
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Hamilton Hydro Inc,
Electricity Distribution Licence ED-2002-0566 }

» NE to division of back lot aiong border of Concession I, Lots 41 & 42

. SW along border to lot line of 145 Terrence Park, across Terrence Park fo
Include back lots of 51 and 55

. " SE over Terrence Park between houses 94 and 90 |
. N alcng the rear lofs of Terrence Park and McGregor Crescent k
» NE between houses 89 & 65 NécGregor, across McGregor belween houses 74 L

and 62
. Continue rear lots East between houses 54 énd 50 McGregor ‘

. North in direct fine to Sulphur Springs Road
» West 100 mietres, directly NWW to Concession 11, Lot 42 to Old Railway Line
2. The former Town of Dundas as of December 31, 1980, now in the City of Hamilton,

3. The former Police Village of Lynden in the former Town of Ancaster as of December 31 ,l
1973, now in the City of Hamilton.

4, The former Village of Waterdown in the former Township of Flamborotgh as of
December 31, 1980, now in the City of Hamiiton.

5. The expansicn area as set out in By-law No. 98-17-H in the former Township of
Flamberough as of December 31, 1988, now in the City of Hamilton and defined as - i

East Boundary: Concesslon 3 East — Cenireline of Kerns Road extending nerth
along east boundary of 80 Interprovincial Pipeline easement continuing north -
along boundary line between Town of Flamborough and City of Burlington. '

Nerth Boundary: Concession 5 East — Cenfreline of the 50" wide Sun Canadian
Pipeline Company easement — extending across Hwy. No. 8, along boundary line
between properties 25.50.200.430.56400 and 25.30.200.430.56800/

25.30.200.430.56500.

West Boundary: Boundary line between Lots 19 and 20 on Congession 1,
Concession 2, Concession 3, and Concession 4 progesding northerly to north
boundary as descrbed above.

Seuth Boundary: Flamborough/Buriington/Dundas boundaries where the
elecirical distribution systems of Ontario Hydre and Burlington Hydro are already
separated. :

9




10.

11.

Hamilton Hydro Inc.
Electrlczty Dzstnbuilon Licence ED-2002-05686

Includes to the East The boundaries of the Town of Lynden as defined in 1.
above.,

The City of Hamilton as of December 31, 2600.
The former Ciy of Stoney Creek as of December 31, 2600, now in the City of Hamiiton.

Plan 62 R-15706, Part of Lot 3, Block 1, Concession 1, former Geographic Township of
Binbrook, in the former Township of Glanbrook, now in the City of Hamillon, comprising
Part 1 to Part 11 inclusive.

Land located “n the former Township of Binbrook, in the former Township of Glanbrook,
as of December 31, 1873, now in the Cly of Hamilion and described as Block 1, Block 2
and Street ‘A’ part of a plan of "The Brooks of Rymal/20 Phase 1", being a subdivision of
Part of Lots 1 and 2 - Block 4, Concession 1.

The former Township of Binbrook in the former Township of Glanbrook as of December
31, 1973, now In the City of Hamilfon and described as Part of Township Lots Six {6)
and Seven (7), Block Five {5) in the First Concession of the Geographic Township of
Binbrook and known as Summit Park Phase 1 on Plan 62M. These iands are bounded
to the north by Rymal Road east, fo the east by Fletcher Road, to the west by Dakota
Boulevard and to the south by a Hydro One Networks Ine. high voitage transmission line
right of way.

The former Township of Binbrook in the former Township of Glanbrook as of December
31, 1973, now in the City of Hamilten and described as Part of Township Lots Six (8}
and Seven (7), Block Five (5) in the First Concession of the Geographic Township of
Binbrook and known as Summit Park Phase 2, on Plan 62M except for the following
addresses (which are excluded):

. 1898 Rymal Road East, RR # 1, Hannon, Ontario, LOR 1P0 T
. 1912 Rymal Road East, RR # 1, Hannon, Ontario, LOR 1P0
. 1800 Rymal Road East, RR # 1, Hannon, Ontaric, LOR 1P0

. 1810 Rymal Road East, RR # 1, Hannon, Ontario, LOR 1PG

10




HORIZON EXHIBIT K3.2

Ontario Energy Commission de VEnergie
Beard de POntarie

o} o |
Ontario

EB-2006-0216

IN THE MATTER OF the Onfario Energy Board Act, 1998,
35.0. 1998, ¢. 15, Schedule B;

AND IN THE MATTER OF an application pursuant tc
section 74 of the Ontario Energy Board Act, 1998 by Horizen
Utiiities Corporation to amend its Electricity Distribution
Licence ED-2006-0031.

By delegation, before: Mark C. Garner

DECISION AND ORDER

Horizon Utifities Corporation ("Horizon”) filed an application with the Ontario Energy
Board (the “Board”) under section 74 of the Ontfario Energy Board Act 1998, (the "Act”)
for an order of the Board {o amend its licensed service area in Schedule 1 of its
distribution licence ED-2008-0031, The application was received by the Board on
September 12, 2008. '

This service area amendment is reguired in order for Herizon to supply electricity to the
Summit Park Phase Three development project, which is currently lecated within Hydro
One Networks Inc.’s (“Hydre One") ficensed service area. These lands are described

as:

The former Township of Binbrook in the former Township of Glanbroek as of
December 31, 1973, now in the City of Hamilton and described as Part of
Township Lot Seven (7), Bleck Five {5) in the First Concession of the Geegraphic
Tewnship of Binbrook and known as Summit Park Phase 3, on Plan 62M except
for the following addresses {which are excluded);

+ 70 Fletcher Road East, Hannon, Ontaric, LOR 1P0

. 80 Fletcher Road East, Hannon, Ontario, LOR 1P0

The service area amendment is granted.
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Background

Pursuant fo subsection 6(1} of the Act, | have been delegated the powers and duties of the
Board with respect o the determination of applications made under section 74 of the Act.
This order is made under the authority of that delegation and is based on the evidence filed
in support of the application and the submissions of interested parties.

Horizon apptlied for a service area amendment for the purpose of supplying electricity to
a propcsed residential development known as Summit Park Phase Three. This
development is the third phase of the development preject. Phase Three consists of
forty-nine (49) residentfal homes. Once ali phases are completed, the development will
consist of thirty-fwo hundred (3,200} residential homes and commercial properties. The
project is being developed by Multi-Area Developments Inc.

Hydrc One supported this service area amendment application. in its letier of support,
Hydro Cne stated that Horizon has an existing disiribution system already constructed
in Summit Park Phases Cne and Two (which is contiguous with Phase Three). Hydro
Cne also stated that there are two Hydro One customers on the western boundary but
they are not embedded as Hydro One continues to service the area further west and
therefore continues to service these two customers.

Horizon served notice of this applicafion to Hydro One, Muki-Area Developments Ine.,
Power Workers’ Union and the two Hydro One customers on the western boundary of
the proposed service area amendment. Hydre One was the only party fo request
intervenor status. Hydrc One’s submission on November 1, 2006 reiterated its support
for Horizon’s application, as originally stated in Hydro One’s September 7, 2006 letter.

Licensed Service Area

Hotizon already serves Phases One and Two of the Summit Park Development. Phase
Three is contigucus with the earlier phases and Hotlzon has demonstrated that it has
adequate distribution infrastructure in the area fo provide service for this phase of the
development. Horizon stated that it offered ifs customer, Multi-Area Developments Inc., a
tower cost of connection than Hydre One. Also, Horizon stated that it has an existing
distribution system aiready constructed in Phase One and Phase Two. As a resulf, Multi-
Area Developments did not approach Hydro One for an offer to connect Phase Three.

There are nc existing customers of Hydre One in the proposed amendment area. Hotlzon
has stated that the revised service area proposal results in no stranded assets or
embedded customers of Hydro One.

Since there are no objections to allowing the proposed service area amendment and since
the proposed amendment is consistent with the Board's policies regarding service area

 amendments, | find that it is in the public interest to amend Horizon's electricity distribution

2
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licence as proposed by Horizon.
IT IS ORDERED THAT:

Horizon Utilities Corporation's Distribution Licence (ED-2008-0031) is amended as per
Appendix A, which is attached to this Decision and Order.

Under section 7(1) of the Oniaric Enargy Board Act, 1988, this decision may be
appealed to the Board within 15 days.

PATED at Torento, November 23, 2006
ONTARIO ENERGY BOARD

Criginaf signed by

Mark C. Gamer
Managing Director
Market Cperations
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SCHEDULE 1 DEFINITION CF DISTRIBUTION SERVICE AREA

This Schedule spadcifies the area in which the Licensee Is authorized to distribute and sell
electricity in accordance with condition 8.1 of this Licence.

1. The former Police Village of Ancaster In the former Town of Ancaster as of December
31, 1973, now in the City of Hamilfon and described as:

. NW corner of Concession 1, Lot 42 and Cld Raiiway Line
. Diractly NNE to middie of Concession |, Lot 46

. North to Dundas boundary, along boundary NE to Hamilton boundary, along
Dundas/Hamiiton boundary

. SW across Filman Road to include 1245 Filman, travel SW parallel with Hwy 2 to
the escarpment '

. S along escarpment (include Ancasfer heighis survey)

. S to ¥ border of Concession I, Lot 48 o Rallway Right of Way (behind Mohawk
Road)

. SWin Cayugé Drive, W to Raliway Right of Way

. West along Right of Way to far west boundary of Concession lIl, Lot 47

J South between Lot 46 and 47 fo include 38 Chancery Drive YWest

. West, parallet with Golf Links Road to back ot of 23 Cameron Drive in
Concession i, Lot 44

. Foliow back of Cameron Drive back fot to 35 Cameron, go south parallef to end
of 209 Rosemary Drive, East to the back of 206 Rosemary Drive

. Norih aiong back lots to 104 Rosemary, East fo back ot of 163 Rosemary
. North along back lots of St. Margarets Road to Hwy 2

. Direct fina SW, crossing over Fiddiers Green to middle of Concession |1, Lot 41
North back lot of Rembrandt Court to Jerseyville Road W

. SW aleng Jersey ville through back lots of Blair, Terrence Park and Cakhill to
back ot fien of 211/220 Colleen Crescent

. NE o division of back lot along border of Concession |, Lois 41 & 42
5
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L

SW along border 1o lot line of 145 Terrence Park, across Terrenbe Park o
include back lots of 51 and 55

SE over Terrence Park between houses 94 and 80
N along the rear lots of Terrence Park and MeGregor Crescent

NE between houses 69 & 55 McGregor, across McGregor between houses 74
and 62

Continue rear lots East between houses 54 and 50 McGregor
North In direct line to Sulphur Springs Road

West 100 metres, directly NW to Concession i, Lot 42 to Old Raiiway Line

2. The former Town of Dundas as of December 31, 1980, now in the City of Hamilton.

3. The former Police Village of Lynden in the former Town of Ancaster as of December 31,
1873, now in the City of Mamilton.

4. The former Village of Waterdown in the former Township of Flamborough as of
December 31, 1980, now in the City of Hamilton.

5. The expansion area as sef outin By-law No. 96-17-M in the former Township of
Fiamborough as of December 31, 1880, now in the City of Mamilton and defined as :

East Boundary: Concession 3 East — Centreline of Kerns Road extending north
along east boundary of 80 Interprevincial Pipeline easement continuing north
atong boundary line between Town of Flamborough and City of Burlington.

Nerth Boundary: Concession 5 East — Centreline of the 50" wide Sun Canadian
Pipeline Company easement — extending across Mwy. Ne. 8, along boundary line
betwean properties 25.50.200.430,56400 and 25,30.200.430.56800/
25.30.200.430.56600. .

YWest Boundary: Boundary Eine befween Lots 19 and 2¢ on Congession 1,
Concession 2, Concession 3, and Concession 4 proceeding northerly to north
boundary as described above.

South Beundary: Flamborough/Burlington/Dundas boundaries whers the
electrical distribution systems of Ontatic Hydro and Burlington Mydro are already
separated. '

includes to the East: The beundaries of the Town of Lynden as defined in 1.
zbove,

B." The City of Hamilton as of December 31, 2000,

B
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10.

11.

12,

13.

The former City of Stoney Creek as of December 31, 2000, now in the City of Hamilton.

Plan 62 R-15706, Part of Lot 3, Block 1, Concession 1, former Geographic Township of
Binbrook, in the former Township of Glanbrook, now in the City of Hamilton, comprising
Part 1 fo Part 11 inclusive,

Land located “in the former Township of Binbrook, in the former Township of Gianbrook,
as of December 31, 1973, now in the City of Hamilton and described as Block 1, Block 2
and Street ‘A’ part of a plan of “The Brooks of Rymalf20 Phase 1", being a subdivision of
Fart of Lotg 1 and 2 - Block 4, Concession 1",

The former Township of Binbrock in the former Township of Glanbrook as of Decamber
31, 1973, now in the City of Hamilton and described as Part of Township Lots Six (6)
and Seven (7), Block Five (5) in the First Concessicn of the Geographic Township of
Binbrook and known as Summit Park Phase 1 on Plan 62M. These lands are bounded
te the north by Rymal Road east, to the east by Fletcher Road, to the west by Dakota
Boulevard and to the south by a Hydro One Networks inc. high voltage transmission line
right of way.,

‘The former Township of Binbreck in the former Township of Glanbrook as of December
31, 1973, now in the Cily of Hamilton and described as Part of Township Lots Six (6)
and Seven (7), Block Five (5) in the First Concesslon of the Geographic Township of

Binbrook and known as Summit Park Phase 2, on Plan 62M except for the following
addresses (which are excluded):

. 1888 Rymal Road East, RR # 1, Hannon, Ontario, LOR 1P0
. 1912 Rymal Road East, RR # 1, Hannan, Ontario, LOR 1P0
. 1900 Rymal Road kast, RR # 1, Hannon, Ontario, LOR 1P0

. 1810 Rymal Road East, RR # 1, Hannon, Ontario, LOR 1PQ

The City of St, Catharines as at December 31, 199G,

The former Township of Binbrook in the former Township of Glanbrook as of December
31, 1973, now in the City of Hamiiton and described as Part of Township Lot Seven (7),
Block Five (5) in the First Concession of the Geographic Township of Binbrook and
known as Summit Park Phase 3, on Plan 62M except for the following addresses (which
are excluded);

+ 70 Fleicher Road East, Hannen, Ontario, LOR 1P0

» 80 Fletcher Road East, Hannon, Ontario, LOR 1P0
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Ontarfo Energy Commission de "Energie - -
Board de FOntario S
[ iz Jm;ﬂ
ey

Onigric

EB-2006-0311

IN THE MATTER OF the Onfario Energy Board Act, 1998,
S.0. 1998, ¢, 15, Schedule B;

AND IN THE MATTER OF an application pursuant fo
section 74 of the Onfario Energy Board Act, 1998 by Horizon
Utilities Corporation to amend #s Electricity Distribution
Licence ED-2006-0031,

By delegation, before: Mark C. Garner

DECISICGN AND GRDER

Horizon Utilities Corporation ("Horizon”) filed an application with the Ontario Energy i
Board {the “Board”) under section 74 of the Onfaric Energy Board Act 1998, (the "Act’)
for an order of the Board to amend its licensed service area in Schedule 1 of its
distribution licence ED-2006-0031. The application was received by the Board on
November 30, 2006.

This service area amendment is required in order for Horizon to supply electricity to the
Summit Park Phase Four development project, which is currently located within Hydro
One Networks Inc.’s (*Hydro One”) licensed service area. These lands are described
as:

The former Township of Binbrook in the former Township of Glanbrook as of
December 31, 1973, now in the City of Hamilton and described as Part of
Township Lot Seven {7), Block Five (5) in the First Concession of the Geographic
Township of Binbrook and known as Summit Park Phase 4, on Plan 62M except
for the following address {which is excluded):

« 134 Fletcher Road East, Hannon, Ontario, LOR 1P0.

Horizon requested that the Board proceed with the application in an expeditious manner
without a hearing, pursuant to subsection 21(4){b)of the Act as all affected parties were

1
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provided with copies of the application and were asked that any concermns be raised with
the Board.

The service area amendment is granted.
Background

Pursuant to subsection 6(1) of the Act, | have been delegated the powers and duties of the
Board with respedt {o the determination of applications made under section 74 of the Act.
This order is made under the authority of that delegation and is based on the evidence filed
in support of the application and the submissions of interested parties.

Horizen applied for a service area amendment for the purpese of supplying electricity to
a proposed residential development known as Summit Park Phase Four. This
development is the fourth phase of the development project. Phase Four consists of
sixty (60) residential homes. Once all phases are completed, the development will
consist of thirty-two hundred (3,200) residentiai homes and commerdial properties. The
project is being developed by Multi-Area Developments Inc.

Hydre Cne supporied this service area amendment application. In its letter of suppert,
Mydro One stated that Morizon has an exisiing distribution system already constructed
in Summit Park Phases One, Two and Three (which is contiguous with Phase Four),
whereas Hydro One would need to extend its 27.6 kV circuit approximately two
kilometres in order to serve Phase Four. Hydro One stated that Horizon would be the
most cost-effective distributor for the area that is the subiect matier of Hordzon's
application.

| have proceeded without a hearing under section 21(4)(b) of the Act as no person will
be adversely affected in a material way by the outcome of this proceeding.

Licensed Service Area

Herizon aiready serves Phases One, Two, and Three of the Summit Park Development.
Phase Four is contiguous with the earlier phases and Horizon has demonstrated that it has
adequate distribution infrastructure in the area to provide service for this phase of the
development. Summit Park Phase Fourisa natural extension to Horizon's existing urban
distribution system.

There are no existing custon:iers of Hydro One in the pmhbsed amendment area. Horizon
has stated that the revised service area propesai resuls in no stranded asseis or
embedded customers of Hydro One.

Since the propesed amendment is consistent with the Board's policies regarding service
area amendments, | find that itis in the public interest to amend Horizon’s electricity
distribution licence as proposed by Horizon.

2
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IT IS ORDERED THAT:

Horizon Utilities Corporation’s Distribution Licence (ED-2006-0031) is amended as per
Appendix A, which is ai:tached to this Decisicn and Order.

Under section 7(1) of the Onfario Energy Board Act, 1988, this decision may be
appealed {o the Board within 15 days. i .

DATED at Toronto, January 5, 2007

ONTARIO ENERGY BOARD

Mark C. Garner
Managing Director
Market Operations
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SCHEDULE 1 DEFINITION OF DISTRIBUTION SERVICE AREA

This Scheduie specifies the area in which the Licensee is authorized to distribute and sell
electrictty in accordance with condition 8.1 of this Licence.

1. The former Police Village of Ancaster i the former Town of Ancaster as of December
31, 1973, now in the City of Hamilton and described as:

NW corner of Concession 1, Lot 42 and Oid Railway Line
Directly NNE fo middle of Concession |, Lot 46

North to Dundas boundary, aleng boundary NE fo Hamilion boundary, along
Dundas/Hamilien boundary

SW across Filman Road to include 1245 Filman, travel SW parallel with Hwy 2 fo
the escarpment

S along escarpment (include Ancaster heighis survey)

Sto W border of Concession I, Lot 49 fo Railway Right of Way (behind Mohawk
Reoad)

SW to Cayuga Drive, W to Railway Right of Way

Waest along Right of Way o far west beundary of Concession [H, Lot 47

South between Lot 46 anhd 47 to inslude 38 Chancery Drive Wes{

West, parslle] with Golf Links Road to back lof of 23 Cameron Drive in
Concession Hl, Lot 44 -

Follow back of Cameren Drive back lot te 35 Cameron, go south parallel fo end
of 209 Rosemary Drive, East to the back of 206 Rosemary Drive

North along back lofs to 104 Rosemary, East fo back lot of 103 Rosemary
North along back lofs of St Margarets Read to Hwy 2

Direct ine SW, crossing over Fiddiers Green to middie of Concession Ili, Lot 41
North back lot of Rembrandt Court {o Jerseyville Road W

SW along Jersey ville through back lots of Blair, Terrence Park and Oakhili fo
back lot llen of 211/220 Colleen Crescent

NE to division of back lot slong border of Concession lil, Lots 41 & 42
5
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8.

SW aleng border to lot line of 148 Terrence Park, across Terrence Park to

. include back lots of 51 and 55

SE over Terrence Park between houses 94 and 90
N aiong the rear lots of Terrence Park and McGregor Crascent

NE between houses 68 & 65 McGregor, across McGregor between houses 74
and 62

Continue rear lots East between houses 54 and 50 McGregor
North in direct fine to Sulphur Springs Read

West 100 metres, directly NW to Conecession Il Lot 42 to Old Railway Line

The former Town of Bundas as of December 31, 1980, now in the City of Hamilton.

The former Police Village of Lynden in the former Town of Ancaster as of Decamber 31,
1973, now in the City of Hamilton,

The former Village of Waterdown in the former Township of FEamboroughnas of
December 31, 1680, now in the City of Hamilton,

The expansion arez as set out in By-law No, 95-17-H in the former Township of
Flamborough as of December 31, 1880, now in the City of Hamiiton and defined as :

East Boundary: Concession 3 East ~ Centreline of Kems Road extending north
along east boundary of 860° Interprovincial Pipeline easement continuing north
along boundary fine between Town of Flamborough and City of Burlington.

North Boundary: Concession 5 East — Centreline of the 50° wide Sun Canadian
Pipeline Company easement — extending across Hwy. No. 8, along boundary line
between propertiss 25.50,.200.430.56400 and 25.30.200.430.55800/
25.30.200.430.56800.

West Boundary: Boundary line between Lots 19 and 20 on Concession 1,
Concession 2, Concessicn 3, and Concession 4 proceeding northerly to notth
boundary as described above.

South Beundary: Flamborough/Burlington/Dundas boundaries where the
electrical distribution systems of Ontario Hydro and Burlington Hydro are already
separated. : :

Includes to the East; The boundaries of the Town of Lynden as defined in 1.
above,

The City of Mamiitcn as of December 31, 2000.

6

S——"




HORIZON EXHIBIT K3:.2

10.

11.

12,

13,

The former City of Stoney Creek as of December 31, 2000, now in the City of Hamilton.

Plan 62 R-15706, Part of Lot 3, Block 1, Coneession 1, former Geographic Township of
Binbrogk, in the former Township of Glanbrook, now in the City of Hamilton, comprising
Part 1 to Part 11 inclosive.

Land located “in the former Townshin of Binbrook, in the former Township of Glanbreok,
as of December 31, 1973, now in the City of Hamiiton and described as Block 1, Block 2
and Strest ‘A’ part of a plan of “The Brooks of Rymal/20 Phase 1", being a subdivision of
Part of Lots 1 and 2 - Block 4, Concassion 17,

The former Township of Binbreok i the former Township of Glanbrock as of Dacember
31,1973, now in the City of Hamilton and described as Part of Township Lots Six (6)
and Seven (7}, Block Five (5) in the First Cencession of the Geographic Township of
Binbrook and known as Summit Park Phase 1 on Plan 62M. These lands are bounded
to the north by Rymai Road east, to the east by Fletcher Road, to the west by Dakota
Boulevard and fo the south by a Hydro One Networks ine. high voltage transmission line
right of way,

The former Township of Binbrook in the former Township of Glanbrook as of December
31, 1973, now in the City of Hamilton and described as Part of Township Lots Six (6)
and Seven (7), Block Five (5) in the First Concession of the Geographic Township of
Binbrook and known 2s Summit Park Phase 2, on Plan 62M except for the fo!!owmg
addresses (which are exc uded}

. 1898 Rymal Road East, RR# 1, Hannon, Ontario, LOR 1P0

1912 Rymal Road East, RR# 1, Hannon, Ontario, LOR 1P0

*

1900 Rymal Road East, RR # 1, Hannon, Ontario, LOR 1PD

1916 Rymal Road East, RR # 1, Hanron, Ontario, LCR 1PQ.

*

The City of 8t. Catharines as at December 31, 1890,

The former Township of Binbrook in the former Township of Glanbrook as of December
31, 1973, now in the City of Hamilton and described as Pari of Township Lot Seven (7),
Biock Five (5) in the First Concession of the Geographic Township of Binbrook and
known as Summit Park Phase 3, on Plan 82M except for the following addresses {which
are excluded);

» 70 Fleicher Road East Hannon Ontar;o LOR1PO

« 80 FletcherRoad Easf, Hannon, Ontarlo LOR 1P0.
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14,

The former Township of Binbrook in the former Township of Glanbrook as of December
31, 1973, now In the City of Hamilton and described as Part of Township Lot Seven (7),
Block Five (5) in the First Congession of the Geegraphic Township-of Binbrock and
known as Summit Park Phase 4, on Plan 62M axcept for the following addresses {which
are excluded),

» 134 Fletcher Road East, Hannon, Ontario, LOR 1P0,
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Ontarlo Energy Commission de 'énergle -
Board de 'Cntario ,@
- v e Parconienl

' ) Crtatio

EB-2007-0914

IN THE MATTER OF the Ontaric Energy Board Act, 1938,
5.0.1998, c. 15, Schedule B;

AND IN THE MATTER OF an application pursuant fo
section 74 of the Cnfario Energy Board Act 1998 by
Horizen Utilities Corporation to amend Electricity
Distribution Licence ED-2006-0031.

By delegation, before: Jennifer Lea
DECISION AND ORDER

Horizen Utilities Corporation {(*Horizon™} filed an application on November 19, 2007, with
the Ontario Energy Board under section 74 of the Cnfaric Energy Board Act, 1998 for an
order of the Board to amend Horizon's ficensed service area in Schedule 1 of its
electricity distribution ficence ED-2006-0031. The Board assigned the application file
number EB-2007-0914. '

This service area amendment is required in order for Horizen to supply electricity fo the
Gardens at Summit Park and Summit Park Phase Six planned residential development in
the City of Hamitton, which is currently located within Hydre One Networks Inc.'s {*Hydre
One™ licensed service area. These lands are described as:

» The former Township of Binbrock in the former Township of Glanbrock as of
December 31, 1973, now in the City of Hamilton and described as Part of
Township Lot Six {8), Block Five (5) in the First Concession of the Geographic
Township of Binbrook and known as The Gardens at Summit Park on Plan 62M.
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= The former Township of Binbrook in the former Township of Glanbrock as of
December 31, 1873, now in the City of Hamilton and described as Part of
Township Lot Five (5), Block Four (4) in the First Concession of the Geographic
Township of Binbrook and known as Summit Park Phase Six.

The service area amendment is granted.

Reasons

The evidence filed with the application confirms that it is more economically efficient for
Horizon fo serve the proposed residential development. The Gardens at Summit Park
and Summit Park Phase Six are a natural extension to Horizon’s existing urban
distribution system, Horizon already serves Phases One, Two, Three and Four of the
Summit Park Development and has surplus capacity on two existing 27.6 kV circuits
that are contiguous to the Summit Park development.

Hydro One supports the proposed service area amendment and confirms that its
distribution facilities in the subject area are not sufficient to supply the load for the
development without additionatl investment. Hydre One also states that Horizon would
be the most cost-effective distributer for the area covered by the proposed amendment.

A letter from the developer filed with the application indicates that the developer prefers’
o receive service from Horizon, There are no other existing customers in the proposed
amendment area. Horizon states that the proposed amendment results in no stranded
assets and affects no embedded customers of Hydro One. Rates of both distributors will
be unaffected by the amendment and there will be no effect on safety, refiability and
service quality.

Ffind that it is in the public interest to amend Horizon’s electricity distributicon licence as
proposed by Horizon.

The applicant requested that the Board decide the appiication without a hearing. | have
done so. All affected pariles consented to the application as filed. The evidence filed with
the Board demonstrated that the amendment will not preduce any adverse effects on the
existing customers of the distributors, nor on potential customers who may locate in the

subdivision.
IT IS ORDERED THAT:
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Cntario Energy Board

-3-

Horizon Utilities Corperation's Distribution Licence (ED-2006-0031) be amended as per
Schedule 1 as aftached to this order. The amended licence is attached to this order, with
an effective date of December 14, 2007.

Under section 7(1) of the Act, this decision may be appealed fo the Board within 15
days.

DATED at Torento, December, 14, 2007

ONTARIO ENERGY BOARD

Criginal signed by

Jennifer Lea
Special Advisor, Market Operations
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Ontario Energy Commission de F'énergie ™
Board de Ontario ﬁ\
R[]
, NP
. QOntano

EB-2009-0035

Al

IN THE MATTER OF the Oniaric Energy Board Acf, 1998,
5.0. 1988, c. 15, Schedule B;

AND IN THE MATTER OF an appiication pursuant o
section 74 of the Onfaric Energy Board Act, 1998 by
Horizon Utilities Corporation to amend its Electricity
Distribution Licence ED-2006-0031.

By delegation, before: Jennifer Lea
DECISION AND ORDER

THE APPLICATION

Horizon Utlities Corporation (“Horizon®) filed an application on January 28, 2009, with
the Ontario Energy Board under section 74 of the Onfano Energy Board Act 1998 for
an order of the Board to amend Horizon's licensed service area in Schedule 1 of ifs
electricity distribution licence ED-2006-0031. The Board assigned the application file
" number EB-2009-0035. By letter dated February 5, 2009, the Board requested
additional information from Horizon. On February 11, 2009, the additional information
was filed with the Board. '

This service area amendment is required in order for Horizon to supply electricity to a
proposed residential development known in part as the Summit Park Phase & in the City
of Hamilton, which is currently located within Hydro One Networks Inc.’s (“Hydro One”)
licensed service area.

The lands are iocated in the former Township of Binbrook in the former Township of
Glanbrook as of December 31, 1973, now in the City of Hamilton and described as Part of
Township Lot Five (5), Block Five (5) in the First Concession of the Geographic Township
of Binbrook, Block 138 and known as The Summit Park Phase 5 on the registered Plan
B2M except for the following address (which is excluded):

» 31 Trinity Church Road in the City of Hamiiton.
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FINDINGS

Based on the evidence, | find that it is in the public Interest to amend Schedule 1 of
Morizon's electricity distribution licence fo include the lands described above. The
following facts are relevant fo this decision.

The evidence filed with the application demonstraies that it is more economically
eificient for Horizon to serve the proposed development. The proposed service area
amendment will enhance the utilization of Horizon's existing urban distribution system.
Morizon already serves Phases One, Two, Three, Four and Six and the Gardens at
Summit Park of the Summit Park Development. The proposed development, Summit
Park Phase Five is contiguous to the existing Summit Park Phases and Horizon has
surplus capacity on its existing distribution facilities bordering the developments to
supply the proposed load for Summit Park Phase Five. Horizon submits that Hydro
One’s disfribufion facilities in the proposed amendment area are not sufficient to supply
the load for the proposed development. Hydro One supports the proposed service area
amendment and confirms that it would be more economically efficient for Horizon o
service the propose development.

A letter from the developer filed with the application indicates that the developer prefers
Horizon as a service provider. There are no other existing customers in the proposed
amendment area. No assets will be stranded as a result of the proposed amendment.
In addition, no negative impact on rates, safety, reliability or service quality of Horizon or
Hydro One has been identified as a result of the proposed amendment. L

The applicant requested that the Board decide the appfication without a hearing. | have
done so. All affected parties consented fo the application as filed. The evidence filed with
the Board demonstrated that the amendment will not produce any adverse effects on the
existing customers of the distribufors, nor on prospective customers who may locate in the
subdivision.

IT IS THEREFORE ORDERED THAT:

Horizon Utilities Corporation’s Electricity Distribution Licence (ED-2008-00031),
specifically Schedule 1 of the ficence, is amended to include the lands described as:
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Lands located in the former Township of Binbrook in the former Township of Glanbrook

as of December 31, 1873, now in the City of Hamilton and described as Part of Township

Lot Five (5), Block Five (5) inthe First Concession of the Geographic Township of

Binbrook, Block 138 and known as The Summit Park Phase 5 on the registered Plan 62M

except for the following address (which is excluded): '
“« 31 Trinity Church Road in the Gity of Hamilton.

DATED at Toronto, March 13, 2008

ONTARIO ENERGY BOARD

Qriginal signed by

Jennifer Lea
Counsel, Special Projects
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Ontario Energy Commission de 'énergie
Board de 'Ontario

EB-2003-0059

IN THE MATTER OF the Onfario Energy Board Act, 1588,
S.0. 19898, c. 15, Schedule B;

AND IN THE MATTER OF an application pursuant to
section 74 of the Onfario Energy Board Act, 1988 by
Horizon Utilities Corporation to amend its Electricity
Distribution Licence ED-2006-0031.

By delegation, before: Jennifer Lea
DECISION AND ORDER

THE APPLICATION

Herizon Utilities Corporation (“Horizon®) filed an application on February 17, 2008, with
the Ontario Energy Board under section 74 of the Ontaric Energy Board Act 1938 for
an order of the Board to amend Horizon’s licensed service area in Schedule 1 of its
electricity distribution licence ED-2008-0031. The Board assigned the application file
number EB-2009-0058.

This service area amendment is required in order for Horizon fo supply electricity and
provide electricity distribution services to a proposed commercial development known in
part as the SmartCentres Commercial Development in the City of Hamilton, which is
currently located within Hydra One Networks inc.’s ("Hydro One™) licensed service area.

The fands are located in the former Township of Binbrook in the former Tawnship of
Glanbrook as of December 31, 1873, now in the City of Hamilton and described as Part of
Township Lot Two (2), Blocks Three (3), Four (4), Five (5), Nine (2), Ten (10) and Eleven
{11) except far the following address (which is excluded):

= 2120 Rymal Road East in the City of Hamilton. '
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FINDINGS

Based on the evidence, [ find that it is in the public interest to amend Schedule 1 of |
Horizon's electriciy distribution licence to inciude the lands described above. The ,i:
following facts are relevant to this decision. '

The evidence filed with the application demonstrates that it is more econom%ca%fy
efficient for Horizon to serve the proposed development. The proposed service area
amendment will enhance the utilization of Horizon's existing urban distribution system.
The proposed development is contiguous to an existing commercial development
known as the Brooks of Rymal/20 which is currently serviced by Horizon. Horizon
submits that it has surplus capacity on its existing distribution facilities bordering the
developments to supply the proposed load for SmartCentres Commercial development
while Hydro One’s distribution facilities in the proposed amendment area are not
sufficient to supply the load for the proposed development without additional
investment. Hydro Gne supports the proposed service area amendment and confirms
that it would be more economically efficient for Horizon to service the proposed
development.

A letter from the developer filed with the application indicates.that the developer prefers
Horizon as a service provider. There are no other existing customers in the proposed
amendment area. No assets will be stranded as a result of the proposed amendment.
In addition, no negative impact on rates, safety, reliability or service quality of Horizon or
Hydro Cne has been identified as a result of the proposed amendment.

The applicant requested that the Board decide the application without 2 hearing. | have
done so. All affected parties consented to the application as filed. The evidence filed with
the Board demonstrated that the amendment wiil not produce any adverse effects on the
existing customers of the distributors, nor on prospective customers who may locate in the
proposed development. !

IT IS THEREFORE ORDERED THAT:

Harizon Utifities Corporation’s Electricity Distribution Licence (ED-2006-00031), 5;;
specifically Schedule 1 of the ficence, is amended fo include the lands described as:

Lands located in the former Township of Binbrook in the former Township of Glanbrook
as of December 31, 1873, now in the City of Hamilton and described as Part of Township
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Lot Twe (2), Blocks Three (3), Four (4), Five (8), Nine (9), Ten (10) and Eleven (11)
except for the following address (which is excluded):
» 2120 Rymal Road East in the City of Hamilton. ,

DATED at Toronto, March 13, 2009

CNTARIC ENERGY BCARD

Criginal signed by

Jennifer Lea
Counsel, Special Projects




HORIZON EXHIBIT K3.2

‘Ontario Energy Commission de 'énergie ™

Board de I'Ontario /@\
ax

e ons 1
Ontario

EB-2012-0181

IN THE MATTER OF the Ontario Energy Board Act, 1998,
S.0. 1998, ¢. 15, Schedule B;

AND IN THE MATTER OF an application pursuani to
section 74 of the Onfarioc Energy Board Act, 1998 by
Orangeville Hydro Limited to amend iis Electricity
Distribuiion Licence ED-2002-0500.

By delegation, before: Viive Sawler

DECISION AND ORDER
October 17, 2012

THE APPLICATION

Orangeville Hydro Limited (“OHL.") filed an application with the Ontario Energy Board on
March 30, 2012, under section 74 of the Ontario Energy Board Act, 1998, to amend its
service area as described in Schedule 1 of its eleciricity distribution licence (ED-2002-
0500). To complete its application OHL filed supplemeniary information on May 10,
2012. The service area amendment is sought by OHL in order {0 expand iis distribution
service area {0 include lands designated for development in the former Village of Grand
Valley, described as Part of Lof 30, Concession 2, Geographic Township of Easi Luther.
These development lands are owned by Thomasfield Homes Ltd. (the “developer”).
OHL wishes to provide electricity supply and distribution services to a residential
development known as Mayberry Hills Subdivision that the developer is proposing {0
build on the development lands.

The development lands are currently within Hydro One Networks Inc.’s (“HONI")
licensed service area. By letter filed with the Board on June 5, 2012, HONI advised that
it would be contesting the application, and intervened in the application.
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The Board issued a Notice of Written Hearing and Procedural Order No.1 on May 16,
2012. Procedural Order No. 1 made provisicns for interrogatories on QHL's evidence,
the filing of evidence from intervenors and interrogatcries on that evidence, and written
submissions.

[n accordance with the fimelines set out in the Board's Procedural Order No. 1, Board
staff and HON!I filed their respective Entérrt:)gator'ies onJune 11, 2012, and OHL filed its
interrogatory responses on June 25, 2012.

On June 27, 2012, following receipt of OHL’s interrogatory responses, HONI filed a
Notice of Motion asking the Board to require OML to provide further and better
responses to two of HONV’s interrogatories.

The Board issued a Decision on Motion and Procedural Order No. 3 on August 22, 2012
in which the Board dismissed HONI's motion, finding that the information sought by
HONI was not relevant to the comparison of costs associated with connecting and
servicing the development. During the hearing of the motion OHL introduced new
evidence stating that the developer had revised its request for connection. Instead of
the 154 lots expected to be developed, the number of lots was revised to 114. Pursuant
to Procedural Order Ne. 3, OHL fited updated evidence on August 24, 2012.

FINDINGS

The application is approved. Ifind thatitis in the public interest to amend OHL's

licensed service area in Schedule 1 of its electricity distribution licence (ED-2002-0500) _

to include the Mayberry Hills Subdivision located on Part of Lot 30, Concession 2,” -
Geographic Township of East Luther. | note that nc amendment is needed to Hydro
One’s licence, given the manner in which Schedule 1 of that licence is worded.

In reaching & decision, | was guided by the principles articulated in the Board's Decision
with Reasons in RP-2003-0044 (Combined Service Area Amendment proceeding).

The reasons for' my decision are set out below,
REASONS

The typical tests applied in a contested service area amendment application are related

Decision and Order
Qctober 17, 2012 2
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to system planning, safety and reliability, and economic efficlency. In reviewing the
evidence | find that the impacts on each factor flowing from each of the distributors’
proposals were elther comparable or in the favour of OHL. There are two main reasons
for transferring part of HONI's service area to OHL: the relative density of the systems in
proximity to the proposed development; and lower incremental connection costs. In
making a decision | have also taken into account the customer's preference, although
that preference was given less weight than the other two factors.

in the RP-2003-0044 Decision, the Board stated thal economic efficiency should be a
primary principie in assessing the merits of a service area amendment application. The
Board further stated that in addressing economic efficiency, among other things, the
applicants shouid demonstrate that the proposed amendment does not reduce
economies of contiguity, density and scale, and preferably enhances these economies.
The Board said:

“The Board finds that [service area] amendments that involve contiguous
distribution companies, but that are opposed by the incumbent distributor,
may be in the public inferest where the amendment results in the most
effective use of existing distribution infrastructure, and a lower incremental
cost of connection for the customer or group of customers”.
{paragraph197).

System Planning and Density of Distribution Systems

Mayberry Hills Subdivision consists of 114 single family homes and townhouse units.
The evidence demonstrates that both CHL and HONI have well-developed distribution
facilities that are adjacent to the proposed amendment area. OHL has an existing 7.2kV
distribution line adequate 1o supply the development as well as future growth in the area
and HONI] also has an existing overhead 7.2kV line that crosses the development lands.
HONI can connect the development from a feed off an existing pole while OHL will need
to install a switching cubicle and extend its existing underground distribution system by
100 meters. Both distributors’ lines run from Grand Valley distribution station, which can
provide sufficient capacity to supply a new load and accommodate future growth. i find
that both distributors have the infrastructure to serve the proposed development.

The evidence indicates that OHL’s disiribution system adjacent to the proposed
amendment area serves a denser cusiomer base than HONI's distribution system.

Decision and Order _ :
October 17, 2012 3
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HONI describes its distribution system as currently lightiy loaded and indicates that the
future customers will be classified as “‘medium density”. The density of customers
served by OHL in the neighbouring area is similar to the density of the future residential
customers in the proposed development. The service area amendment wiil maintain &
consistent density from the OHL's existing sysiem intc the new area, whiéh shouid
enhance the utifization of the system as a whole.

Safety and Service Reliability

In its application, OHL has argued it can provide more reliable service. OHL considers
the proposed distribution facilities to be located in an urban setting, and according to the
Board’s service reliability requirements must respond to emergencies within 60 minutes.
OHL argued that HONI would consider the distribution facilities to be in a rural setting
and therefore would be required to respond to emergency calls within 120 minutes. In
its August 28" submission HON! indicated that in urban areas, such as the
development, HONI's reliability and response time will be the same as OHL's and
supported this statement by the fact that 90% of HONI interruptions in this area had an
average response time of 63 minutes.

HON! has argued that there is an advantage to having HONI service the development
since all distribution assets that are required to supply the subdivision, with the
exception of the underground assets within the subdivision itself, are owned and
operated by HONI. | disagree that HON!'s status as a host distributor should be
interpreted as necessarily providing an advantage over the embedded distributor in-
terms of reliability and quality of service. In accordance with section 6.3.3 ofthe
Distribution System Code (the“‘DSC”), the reliability of supply from a host distributor’s
distribution system to an embedded distributor's distribution system shall be as good as
or better than what is provided to the host distributor’s other distribution customers.
HONI also argued that it can provide more reliable connection due to the inclusion of
the internal loop feed in its design for the development. In its September 28" reply
submission, OHL stated that its final design includes an internal loop feed and therefore
makes its connection proposal comparabie to HONV's. '

Overall, there was insufficient evidence filed in this proceeding to demonstrate that
safety, refiability and quality of customer service of one distributor would be inferior to
that of the other.

. Decision and Order ‘
October 17, 2012 4
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Economic Efficiency

In the RP-2003-0044 Decision, the Board stated *... Economic efficiency is a primary
consideration in assessing a service area amendment application... Where new assets
must be developed to effect the connection, a comparison of the costs associated with
such development will inform the assessment of economic efficlency. ©

OHL and HONI have both developed cost estimates for connecting the developmeni. it
Is expected that both distributors would file their respective economic evaluations
prepared in accordance with Appendix B of the DSC and provide sufficient details for
the Board to evaluate competing proposals. While OHL submitted its economic
evaluation with substantive details and assumptions supporting its capital and ,
maintenance costs and incremental revenue projections, HONI has provided only a high
level summary of its costs. In its September 28" reply submission OHL summarized the
connection costs filed by both distributors and the price the developer would pay in the
table below:

OHL (700kW)

HONI (700kW)

Customer Contribution $341,741 $87.855
Contestable Work Included in Offer to Connect $187,681
Secondary Splices (114 Lots) | $8,680 $28,500
Civil Works Included in Offer to Connect | $122,464

Internal Locp

$12,500

Included in Offer to Connect

$362,921

$426,500

Total Cost to Customer

‘Although HONI argued that its connection proposal is lower than OHL’s if the costs to
relocate HONI's existing line are added to OHLU's costs, it has been already determined
in the Decision on HONFs motion that line relocation cest should not be included in the

OHL’s connection costs.

Reaching a conclusicn with respect to relative economic efficiency was challenging.
The applicant for a service area amendment bears the burden of demonstrating that the

amendment is in the p'ub[ic interest, and must provide consistent, detailed evidence to
meet that standard. Atthe same time, the incumbent distributor, if it opposes the

application, must previde a reasonable amount of persuasive evidence of its own plans
and costs, at a level of detail to enable a comparison between the two service

Decision and Order
Cctober 17, 2012
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proposals. In this case, the economic evaluation provided by HONI was insufficiently
detailed to be persuasive.

{ find that OHL was able to demonstrate that its estimated cost to connect the proposed
development is lower than HONI's cost estimate. The economic evaluations developed
by OHL and HONI show that OHL’s cost estimate for connecting the development is
approximately 17% lower than HON/'s.

Customer Preference and Rate Levels

With respect to the consideration of custemer preference in the assessment of service
area amendment appilications, in the RP-2003-0044 Decision, the Board stated:

“Customer choice may become a determining factor where competing
offers to the customer(s) are comparabie in terms of economic efficiency,
system planning and safety and reliability, demonstrably neutral in terms
of price impacts on customers of the incumbent and applicant distributor,
and where stranding issues are addressed.” (paragraph 233).

In this case the developer provided a letter, filed with the application, which indicates a
clear preference for service from OHL. As for the reasons for its preference,
Thomasfield Homes Ltd. stated that future customers will benefit from having one bill for
electricity, water and sewer, which are managead by OHL, and that customer confusion
will be avoided if OHL services the development.

OHL in its evidence also emphasised that prospective customers will be subject to lower
distribution rates if serviced by OHL. The RP-2003-0044 Decision noted that with
regard to rates:

“The Board does not believe that significant weight should be put on
differences in current distribution rates even though current rates may be
a significant factor in determining customer preference. In fact current
rates, insofar as they are not a predictor of future rates, may misinform
customer preference.” (paragraph 86).

While 1 have considered customer preference, it was not a significant factor in granting
this service area amendment.

Mecision and Order
October 17, 2012 ‘ 6
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IT IS THEREFORE ORDERED THAT:

Orangeville Hydro Limited’s electricity distribution licence (ED-2002-0500), specifically
Schedule 1 of the licence, is amended to include the lands described as:

Part of Lot 30, Concession 2, Geographic Township of East Luther.

DATED at Toronto, October 17, 2012

ONTARIO ENERGY BOARD

Original signed by

Viive Sawler
Manager, Conservation and Reporting

BDecision and Order
October 17, 2012 7
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Good afiernoon, Let me first cengratulate the Ontaric Energy Association (OEA),
particularly Elise Herzig and the organizing committee, on the success of this year's
conference.

It Is a pleasure for me fo be speaking fo an OEA gathering sc soon after addressing
ancther OEA breakfast event in Toronteo just last menth where | focused my remarks on
the Board's recently released Renewed Regulatory Framewerk for Electricity (RRFE).

[t oceurred to me in preparing for foday's session, that | have had many opportunities
over the last year tc speak at the OEA and elsewhere aboui my perspectives on the
industry and the regulator's, how we want to work with siakeholders some of the
initiatives that are underway at the Ontaric Energy Board {OEB), and what we hope fo
accomplish.

And while all of these topics start o paint a picture [ think it's important to put aif of the
Board's initiatives into a broader context.

Sc today, | wouid like to talk to you about our vision for regulafion and how all of the
inifiatives that we have underway contribute to the achievement of that vision,

For those of you who have visited the “What's New” section of the OEB website recently
you may have noticed that we posted our 2012-15 Business Plan earlier this summer.
Like most business plans, it sets out the specific projects the Board plans to undertake
over this period but for the first time it also sets out the ouicomes that we hope to
achieve. These ouicomes are set out in four siatements that appear prominenily in the
plan. Together they suggest what things will look like a few years down the road

beoth at the OEB and within the sector thal we regulate.

First, we will regulate the gas and eleciricity sectors in a manner that focuses on
outcomes that are valued by consumers. Second, regulated ufilities will invest and
operate In a manner that increases efficiency and productivity, and provides consumers
with a reliable energy supply at a reasonable cost. Third, the Board’s cwn processes will
ke efficient, cost effective, understood and accessible {o both industry and consumers.
And last, but not least, energy consumers will have the information they need to
understand the value they receive for their energy dollar and make choices regarding
their energy use.

Four statements thas reflect the Board's focus - locking out at the industry that we
regulate and looking in at the way in which we go about doing that. Our focus is on
achieving greater efficiency, effectiveness and responsiveness so that consumers can
be assured that they are getting good value for their energy dolar. And if you were
listening closely, you will have noticed that “consumers” figure prominently in each of
these four statements. That is not accidental, The service that regulated utilities provide
and the oversight that the Board provides are very much for the benefit of consumers.
The Board’s mandate includes both protecting the interests of consumers and ensuring.

1
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that we have a financiaily viable industry to provide service to those consumers.
The two objectives, in my view, are closely finked.

So it makes sense that consumers are central to the Board’s approach to reguiation.
That doss not mean that the Board will be any less focused on ensuring the viability of
the industry. The Board has an important role in facilifating the alignment of both
consumer and utility interests in delivering on our mandate.

While there are many initiatives inciuded in this year's Business Plan, there are three in
particular which 1 believe will be instrumental in moving us closer {o the achievement of
these objectives, all of which are currently underway.

e Our new Performance Based Approach to regulation, as laid ouf in the Board’s
just released Report on the Renewed Regulatory Framework for Electricity;

» Our Applications and Hearing Process Review; and
» Our Consumer Touchpoints Review

| have spoken about each of these initiatives before, some at great length, and others
very briefly. But let me take a moment to touch on each.

As | giluded to a moment ago, the Renewed Regulatory Framework is the Board's
performance-based approach io reguiating electricity, distributors. it is about the
achievement of clearly identified outcomes supporied by specific measures and fargets
and annual reporting. Utility performance will be compared year over year and to the
best of the best with the use of a new scorecard approach.

Consistent with the broader ambitions of the Board | mentioned the Board has similarly
identified four key areas of focus that will be reflected in ongoing performance
monitoring of regulated utilities:

» Customer service: services are provided in a manner that responds o identified

~ customer preferences;

+ Operational effectiveness: continuous improvement in productivity and cost
performance is achieved; and utilifies deliver on system reliability and quality
objectives;

» Public policy: ufilities deliver on obligations mandated by government (e.g., in
legisiation and in regulatory requirements imposed further to Ministerial directives
to the Beard); and

« Finandal performance: financial viabiiity is maintained; and savings from
operational effectiveness are sustainable.

In order to accomplish these desired ouicomes we are enhancing our appreach to rate
setting so that it better recognizes distributor diversity it is anchored in a coordinated
and comprehensive approach fo planning while maintaining a commitment fo
continuous improvement.
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Each distributor will uliimately be expected to select from the three aiternative rate-
setting methods choose the one that best meet its needs and circumstances and apply
to the Board to have its rates set on that basis.

The Board believes that this more flexible approach to rate-setting will enhance
predictability necessary to fagilifate planning and decision-making by consumers and
electricity distribuiors better align rate-sefting with distributor planning horizons facilitate
the cost-effactive and efficient implementation of distributor investments help to manage
the pace of rate increases for consumers and encourage consumer alignment through
better engagement performance monitoring and utility benchmarking

We are now in the process of assembling industry working groups to help us implement
the direction laid out in the Board’s repert. With their help and a lot of hard work our
expectation is to have the regulatory tools In place by next spring sc that distributors
can begin selecting a path under our new ratemaking structure for their 2014 rates.

We are also moving quickly on two more internally focused reviews aimed at bolstering
our own parformance in the pursuit of better outcomes and consumer-centric regulation.
The first initiative | would like to highlight is the Board's Rates Application Process
Review. This review aims to align cur infernal process with the outcome-based
appreach we are reinforcing through performance-based reguiation. We lcoked very
broadly at our approach to applications and hearings with a view to streamlining these
processes improving their efficiency and effectiveness and ultimately reducing costs to
customers.

With the assistance of extemal consultants, we have looked at the entire application
process from end t¢ end from filing requirements fo pre-hearing processes through the
duration of the hearing. We examined best practices from other jurisdictions in addition
to learning from our own experience. We sought input from a number of stakeholders
invalved across the process from CEB Board members and staff to applicants, lega!
counsel and others who participate regulary. Ultimately, we spoke to more than 130
different peopile.

A number of opportunities across multiple parts of the end-to-end process have besn
identified opportunitias centred around process, metrics, communication,
accountabilities and consistency. Some improvements will be implemented quickly, and
others may fake a iittle longer.

Here are some examples that we are logking at. We are looking at things such as
streamiining and simplifying the Notice of Application to make them more accessitle
and understandable for custamers and reduce the assocdiated costs. Wa will be working
toward a greater focus on materiality to optimize the allocation of fime spent on
applications while maintaining quality results. And we will be looking to improve
commupications with applicants and other participants before and after applications are
pracessed so that we can improve the quality of appiications and the efficiency of the
process as a whole.
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Ultimately what we hope 10 see is a more effective and efficient process supported by
high quality comprehensive applications that is less costly in time and resources
and that supports the best decisions possible.

All of this spelis betfer results for customers. Better engagement with consumers is a
central theme of the Board’s vision and our supporting initiatives be it the RRFE that
coniemplates better distributor engagement on their investment pians orthe
Applications Review that contemplates greater accessibility and understanding by
customers on individual appiications.

But there is one more Board initiative that is focused much mare directly on customer
communication — our Consumer Touchpoints review.

As | have said many times | strongly believe that we need to communicate with
consumers through their lens not ours,

Indeed, we've been talking about this more and more with our agency partners,
distributors, and organizations like the OEA, and through our own industry and
consumer executive roundiables.

Everyone agrees that we need to do everything possible to better engage with the
consumer to provide an appropriate level of understanding of the value that they receive
for their energy dollar, And engagement and communication needs to be a two way
street. it means talking fo but it also means hearing from.

Our Consumer Touchpoints review is still underway but let me tell you a bit about what
we've done so far. Like all of our initiatives we have sought the viewpoints of those
affected by our work so that the decisions sternming from this review consider as rmany
perspectives as possibie.

We have examined recent public opinion research and focus groups to get a betfer
handle on how much consumers know about the Board the work that we do and how'it
benefits them; how much tHey understand the workings of the energy sector and how it
relates to their own energy use; and, what they need to know or want to know to help
them be informed customers/ consumers.

YWe have also conducied dozens of interviews with a broad range of stakehoiders
reaching out to utilities and other agencies - consumer advocates representing a range
of groups from business to seniors, because, as | said atthe outset, we need ic a better
understand from their perspective as to where there are opportunities fo do better.

Work on our Consumer Touchpoints review is in its early stages, and we look forward fo
the results that will identify opportunities to improve on our current work

Looking at what we do how we do if and how we work with and engage with both
consumers and industry are aill part of achieving our vision for the Board as a regulator.

4
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Put very simply, we are aiming tc be consumer ceniric in our appreach knowledgeable
of the business operations of those we regulate outcome and performance based in our
approach focused on enhancing efficiency and effectiveness for the benefit of
customers and engaged in a meaningful way with all of our stakeholders.

Getiing there wilt take time and commitment from the Board and from those that we
regulate and those who participate in our proceedings. But | believe we have made
some great strides In the right direction recently.

| am confident that werking with you and keeping a sieady focus on those broader
ambitions articulated in cur 2012-15 business plan will lead uUs to energy consumers
who value the service they get from an increasingly efficient and productive sector and
who are empowered with the information they need in order fo value and manage their
energy use.

Thank you.

e R
: EREN
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Case Name:
Canada (Attorney General) v. Systémes Equinox Inc.

Between
Attorney General of Canada, Applicant, and
Les Systémes Equinox Inc., Respondent, and
LGS Group Inc., Interveper
And befween - g
Attorney General of Canada, Applicant, and
Les Systémes Equinox Inc., Respondent

[2009] F.C.J. No. 1370
[2009] A.C.F. no 1370
2009 FCA 304

Dockets A-343-07, A-166-09

Federal Court of Appeal
Ottawa, Ontario

Blais C.J., Sharlow and Layden-Stevenson J.A.

Heard: October 21, 2009,
Oral judgment: October 21, 2009.

(5 paras.)

Administrative law -- Bodies under review — Nature of body -- Types -- Crown -- Boards, tribunals
and commissions -- Application by Crown for review of decisions by Canadian International Trade
Tribunal dismissed -- Tribunal entitled to draw adverse inferences from Crown's failure to provide
sufficient evidence about bid evaluation process, in finding reasonable apprehension of bias existed
in process and allowing bidder to repair non-compliant bid.

Government law -- Crown -- Contracts with Crown -~ Application by Crown for review of deci-
sions by Canadian International Trade Tribunal dismissed -- Tribunal entitled to draw adverse in-
ferences from Crown's failure to provide sufficient evidence about bid evaluation process, in finding

reasonable apprehension of bias existed in process and allowing bidder to repair non-compliant
bid.
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Application by the Crown for judicial review of two decisions by the Canadian International Trade
Tribunal. The first decision provided that a bid by LGS on a government contract was
non-compliant and that LGS was entitled to repair its bid. The second decision provided that the
evaluation of the bids gave rise to a reasonable apprehension of bias.

HELD: Application dismissed. The Crown failed to provide sufficient evidence to explain the eval-
uation process. The Tribunal was entitled to draw an adverse inference from this lack of evidence.
There were no errors of [aw warranting the court's intervention.

Counsel:
David M. Attwater, for the Applicant.
Gordon LaFortune, for the Respondent.

No one appeared, for the Intervener.

The judgment of the Court was delivered by

1 BLAIS C.J. (orally):-- The Crown has applied for judicial review of two decisions of the
Canadian International Trade Tribunal. In the first application (A-343-07), the Crown submits that
the decision of the Tribunal dated June 20, 2007 is unreasonable insofar as it concludes that the bid
of LGS Group Inc. was not compliant and that LGS Group Inc. was permitted to repair its bid. In
the second application (A-166-09), the Crown submits that the Tribunal erred in law in concluding,
in its decision dated March 12, 2009, that there was a reasonable apprehension of bias in the evalua-
tion of the bids.

2 The Crown's submissions on all of these issues are based on arguments challenging the Tri-
bunal's understanding of the bidding process as disclosed in the documents in the record, and the
probative value of those documents. The Crown's explanations of the documents that were present-
ed in this Court were before the Tribunal, but those explanations were rejected, substantially on
factual grounds. In our view, all of the conclusions challenged by the Crown were findings of fact
that were reasonably open to the Tribunal, given the evidence before it.

3 We note that the Tribunal was influenced substantially by the apparent inability of the Crown
to produce evidence explaining certain aspects of the evaluation process, and in a number of in-
stances drew inferences adverse to the Crown on the basis of the absence of evidence. In our view,
the Tribunal's concern about the lack of documentation was reasonable, and the adverse inferences
were Justified.

4 We are not persuaded that the Tribunal made any error of law or any other error that warrants
the intervention of this Court. These applications will be dismissed with costs.

5 A copy of these reasons will be placed in each of the files, A-343-07 and A-166-09.
BLAISCJ. '
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SECTION 4 GLOSSARY OF TERMS

“Acquired Local Distribution Company” means a distribution company or a
distribution system acquired by Hydro One since April I, 1999. “Affiliate
Relationships Code” means the code, issued by the OEB and in effect at the
relevant time, which among other things, establishes the standards and conditions
for the interaction between electricity distributors or transmitters and their
respective affiliated companies;

“Actual Cost” means Hydro One’s charge for equipment, labour and materials at
Hydro One’s standard rates plus Hydro One’s standard overheads and interest
thereon; '

“Applicable Laws” means any and all applicable laws, including environmental
taws, statutes, codes, licensing requirements, treaties, directives, rules,
regulations, protocols, policies, by-laws, orders, imjunctions, rulings, awards,
judgments, or decree or any requirements or decision or agreement with or by any
government or governmental department, commission, board, court authority or
agency;

“Basic Connection” means 2 Connection of a Building that Lies Along that can be
contected without requiring an Expansion;

“Billing Cycle Factor” means a factor applied to a bill amount in order to
normalize to the length of the bill period plus forty-five (45) days for the purposes
of calculating security deposit requirements, i.e., a monthly bill is adjusted by a
Billing Cvcle Factor of 2.5, a bi-monthly bill is adjusted by a Billing Cycle Factor
of 1.75 and a quarterly bill is adjusted by a Billing Cycle Factor of 1.5;

“Bi-monthly Billing” means a notional and approximate sixty day (60) period for
a billing cycle, not necessarily aligned with calendar months;

“Building that Lies Along” means a Customer property or parcel of land that is
directly adjacent to or abuts onto the public road allowance where Hydro One has
Hydro One Facilities and Equipment of the appropriate voltage and capacity;

“Combination Meter/Breaker Unit” means a meter box that contains both a meter
and a breaker unit;

“Common Line” means that portion of a line on private property that is owned by
Hydro One and is used to serve more than one Customer,;

“Complex Metering Installation” means a Metering Installation where instrument
transformers, test blocks, recorders, pulse duplicators and multiple meters may be
employed;
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“Electrical Safety Code” means the code referred to in O. Reg. 164/99, as
amended;

“Electricity System” means the integrated power system and all facilities
connected to that system;

“Eligible Low-Income Customer” means, effective October 1,2011,:

(2) a residential Customer who has a pre-tax household income at or below the
pre-tax Low Income Cut-Off, according to Statistics Canada, plus 15%, taking
into account family size and community size, as qualified by a social service
agency or government agency,; or '

(b) a Customer who has been qualified for any OEB-approved emergency
financial assistance program made available by Hydro One for Eligible Low-
Income Customer,

and said Customer shall remain an Eligible Low-Income Customer for a period of
two (2) years from the date on which the Customer first qualified as an Eligible
Low-Income Custormer.

“Embedded Distributor” or “Embedded LDC” means a Distributor that is
provided electricity by the Host Distributor. In this document, an Embedded
Distributor or Embedded LDC may or may not be a Wholesale Market
Participant;

“Embedded Generator” means a Generator whose Generation Facility is
connected to the Distribution System;

“Embedded Generation Facility” means a Generation Facility which is not
directly connected to the TESO-controlled Grid but instead is connected to a
distribution system and has the extended meaning given to it in Section 1.9 of the
Distribution System Code;

“Emergency” means any abnormal system condition that requires remedial action
to prevent or limit loss of a Distribution System or supply of electricity that could
adversely affect the reliability of the Electricity System;

“Emergency Backup Generation Facility” means a Generation Facility that has a
transfer switch that isolates it from the Distribution System;

“Energy Only Customer” means any Customer with average meonthly peak
demand of less than 50 kW over the most recent calendar year that is billed for
electricity service on kWh energy only;

“Energy Storage Facility” means an energy storage facility that has a transfer
switch that isolates it from the Distribution System;
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“Event of Default” means a Financial Default or 2 Non-financial Default;

“Expansion” is a situation in which Hydro One needs to construct new facilities
to its main Distribution System or increase the capacity of existing Hydro One
Facilities and Equipment of its main Distribution System in order to be able to
connect a specific Customer;

“Existing Park Facilities” means distribution facilities that are owned by Hydro
One and are within the park boundary;

“Financial Default” means a failure by a party to pay an amount to the other party
to the Connection Agreement when due, including failure to pay compensation or
indemnification for loss or damage to agreed by the parties or for amounts
determined to be owed to a party as a result of the settlement or resolution of a
dispute arising under a Connection Agreement;

“Force Majeure Event” shall be deemed to be a cause reasonably beyond the
control of the party whose inability as aforesaid is involved such as, but without
limitation to, strike, lockout or other labour dispute of that party’s employees,
damage or destruction by the elements, accident to the works of that party, fire
explosion, war on the Queen’s enemies, legal act of the public authorities,
insurrection, Act of God or inability to obtain essential services or to transport
materials, products or equipment because of the effect of similar causes on that
party’s suppliers or carriers;

“Four-Quadrant Interval Meter” means an Interval Meter that records power
injected into the Distribution System and the amount of electricity consumed by
the Customer;

“General Service” means the Rate classifications applicable to any service that
does not fit the description of year-round residential or seasonal residential, Sub-
Transmission (ST), MicroFIT Generator, Distributed Generation customer
classes, and Lighting classes. Generally, it is composed of commercial, industrial,
educational, administrative, auxiliary and government type services. It includes
combination-type services where a variety of uses are made of the service by the
owner of one property, and all multiple services except residential with up to four
units;

“Generate” or “Generating”, with respect to electricity, means to produce
electricity or provide ancillary services, other than ancillary services provided by
a transmitter or distributor through the operation of a transmission or distribution
system;

“Generation Facility” means a facility for Generating electricity or providing
ancillary services, other than ancillary services provided by a transmitter or
Distributor through the operation of a transmission or distribution system, and
includes any structures, equipment or other things used for that purpose;
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“Load Displacement Generation Facility” means an Embedded Generation
Facility that is used exclusively for Load Displacement purposes at all times;

“Load Controller” is a device that will control the amount of power delivered to a
premise. Load interrupters are also used to control the amount of power
delivered. The load controlling devices are typically used during collection
activity;

“Load Transfer” means a network supply point of one distributor that is supplied
through the distribution network of another distributor and where this supply
point is not considered a wholesale supply or bulk sale point;

“Ioad Transfer Customer” means a Customer that is provided Distribution
Services through a Load Transfer;.

“Local Distribution Company” or “LDC” means a Distributor licensed by the
Ontario Energy Board who is an Embedded Distributor;

“Low Density Zone” means an area other than an Urban or Medium Density
Zone;

“Market Participant” means a person who is authorized by the Market Rules to
participate in the IESO-administered markets or to cause or permit electricity to
be conveyed into, through or out of the IESO-controlled grid;

“Market Rules” means the rules made under Section 32 of the Eleciricity Act;

“Measurement Canada” means the Special Operating Agency established in
August 1996 by the Electricity and Gas Inspection Act (Canada);

“Medium Density Zone” means an area containing 100 or more Customers with a
line density of at least 15 Customers per kilometre. All classes of Customers are
included in the density count;

“Meter Installation” means the meter and, if so equipped, the instrument
transformers, wiring, test links, fuses, lamps, loss of potential alarms, meters,
data recorders, telecommunication equipment and spin-off data facilities installed
to measure power past a meter point, provide remote access to the metered data
and monitor the condition of the installed equipment, whether or not such
equipment is located in the immediate vicinity of the meter and includes, where
applicable, a Socket-Mounted Collector or a Pole-Mounted Collector;

“Metering Services” means installation, testing, reading, and maintenance of
meters;

“Micro-embedded Generation Facility” means an Embedded Generation Facility
with a name-place rated capacity of 10 kXW or less;
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“Three Phase” means a system having three distinct alternating currents 120
degrees between each phase;

“Total Losses” means the sum of Distribution Losses and Unaccounted for
Energy;

“Transformer Loss Adjustment” means the dollar value given to a customer
account to rectify a charge of lost energy. A Sub-transmission Customer qualifies
for Transformer Loss Adjustment provided that their meter is located on the
secondary side of the transformer. “Transformer Loss Allowance”™ means the
dollar value added to a customer account to compensate for predicted energy loss.
A General Service Customer qualifies for Transformer Loss Allowance, provided
that their meter is located on the primary side of the transformes;

“Unaccounted for Energy” means all energy losses that cannot be attributed to
Distribution Losses. These include measurement error, errors in estimates of
Distribution Losses and, energy theft and non-attributable billing errors;

“Unmetered Loads™ means electricity consumption that is not metered and is
billed based on estimated usage;

“Upstream Transmission Rebates” means refunds payable to any initial
contributors in respect of work previously or currently being perfofmed on Hydro
One’s transmission system at the expense of initial contributor(s) where such
work benefits future Customers and Embedded Generation Facilities that connect
to Hydro One’s distribution system within five years of the in service date of that
work. Upstream Transmission Rebates are determined by Hydro One considering
such factors as the relative name-plated capacities of the initial contributor(s) and
the future connecting Customer(s);

“Urban Density Zone” means an area containing 3,000 or more Customers with a
line density of at least 60 Customers per kilometre. All classes of Customers are
included in the density count;

“Utilization Voltage” means the héghést voltage at which a Customer uses or
distributes power on the Customer’s property;

“Validating, Estimating and Editing” or “VEE” means the process used to
validate, estimate and edit raw metering data to produce final metering data or fo
replicate missing metering data for settlement purposes; and

“Wholesale Market Participant”, means a person that sells or purchases electricity
or ancillary services through the IESO administered markets,
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