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In compliance with the Filing Requirements, information is provided pertaining to GLPT’s 1

assumed future cost structures using “without transaction” and “with transaction” assumptions.  2

3

Table 2 provides GLPT’s “without transaction” forecast of capital expenditures.  The amounts 4

shown are based on HOI’s review of GLPT’s draft capital expenditure plan.25

6

TABLE 2 –GLPT CAPITAL EXPENDITURE FORECAST WITHOUT TRANSACTION7

$Million 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

 19.4 16.2 17.6 18.6 17.5 20.6 19.9 18.3 17.4 17.8 

8

Capital expenditure reductions arising from the transaction are expected to result from some 9

asset redundancy, the economic scale of Hydro One’s operations, and potential savings from 10

adopting Hydro One’s asset management programs.  The level of actual realized savings is 11

uncertain and will depend on the experience gained by the parties in 2017 and 2018, 12

circumstances prevailing when operational integration plans are implemented, as well as external 13

factors affecting operations (e.g. storms).  In order to reflect this uncertainty, Hydro One has 14

developed two “with transaction” capital forecast scenarios. 15

16

Scenario Descriptions 17

The first scenario is referred to as the Base Case.  This scenario assumes that synergy savings 18

occur in years 3 to 5 and relate to cost reductions associated with the SCADA system, transport 19

and work equipment, spare parts inventory, and asset replacement costs.  In years 6 and 7, costs 20

attributable to the relocation of a backup control centre are expected to be avoided given Hydro 21

One’s existing infrastructure.  Additional cost savings are assumed in years 3 through 10 due to 22

GLPT’s use of other Hydro One operational programs, such as its Asset Risk Assessment model.  23

Barring unforeseen circumstances, the estimated savings shown in the Base Case are attainable 24

and may potentially be exceeded.  25

2 GLPT’s Transmission System Plan will be filed with its 2017/18 Cost of Service application later this year 
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The second scenario is referred to as the High Case.   The assumptions made in this Case are the 1

same as the Base Case, but capital expenditures are assumed to be reduced by an additional 10% 2

in years 3 to 10.  These savings could arise from IT system scale optimization (e.g. 3

telecommunications, HR, financial etc.), the avoidance of significant costs for improvements to 4

redundant buildings and facilities, and strengthening purchasing economies of scale.  5

Table 3 below provides the results of the Base and High capital savings analysis.6

7

TABLE 3–CAPITAL EXPENDITURE FORECAST WITH TRANSACTION8

SHOWING BASE AND HIGH POTENTIAL COST SCENARIOS9

$Million 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

Base 19.4 16.2 14.7 14.1 15.3 17.6 16.9 17.8 16.9 17.3 

High 19.4 16.2 13.2 12.7 13.8 15.8 15.2 16.0 15.2 15.6 

10

OM&A Comparative Cost Forecast 11

Operating, maintenance and administrative (“OM&A”) cost forecast information for the 12

“without transaction” and “with transaction” assumptions is presented in this section.13

14

Table 4 below provides a forecast of GLPT’s average annual OM&A costs estimated for each 15

year of the rebasing deferral period.  The forecast is based on GLPT’s 2017 and 2018 forecast 16

and adjusted for inflation for the subsequent years.17

18

TABLE 4 –GLPT OM&A COST FORECAST19

WITHOUT TRANSACTION20

$Million 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

OM&A 11.5 11.7 11.9 12.2 12.4 12.7 12.9 13.2 13.4 13.7 

21

Similar to the Capital Expenditures assessment, the “with transaction” OM&A forecast has been 22

developed using the assumption that GLPT will continue to operate on a stand-alone basis during 23

2017 and 2018.  After 2018, the areas in which OM&A savings are expected relate to scale and 24
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operational synergies.  These include procurement, maintenance programs, planning, operations, 1

project management, engineering, scheduling, back-office administration, corporate governance, 2

etc.  Additional areas of savings opportunities may include information technology, insurance 3

and research and development.  Optimization of these functions may contribute to the overall 4

efficiency benefits associated with this Transaction.  Given the uncertainties associated with 5

developing a 10 year savings forecast, HOI has prepared two case scenarios. 6

7

OM&A Case Scenarios 8

The first OM&A scenario is referred to as the Base Case.  This scenario assumes that a 10% cost 9

savings level on GLPT’s “without transaction” costs is achieved in years 3 to 10 of the rebasing 10

deferral period.  In years 8 through 10 an additional $500,000 of achieved savings is assumed to 11

reflect the legal and financial amalgamation of the two entities which is expected to occur in that 12

timeframe.  No incremental cost savings are expected in 2017 and 2018 given the assumption 13

that GLPT operates as a stand-alone entity in this timeframe, akin to a “without transaction” 14

scenario.  Barring any unforeseen circumstances, the estimated savings presented in the Base 15

Case are attainable and may potentially be exceeded.16

17

The second OM&A scenario is referred to as the High Case.  The assumptions made in this Case 18

are the same as the Base Case with the exception that achieved cost savings in each of years 3 19

through 10 reach a 30% level on GLTP’s “without transaction” costs.  The High Case illustrates 20

the magnitude of potential savings if greater operational integration cost efficiencies are achieved 21

in the identified areas.    22
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OM&A Sensitivity Analysis Results1

Table 5 below provides the results of the OM&A sensitivity analysis.  2

3

TABLE 5 –OM&A COST FORECAST WITH TRANSACTION4

SHOWING BASE AND HIGH POTENTIAL COST SCENARIOS5

$/Million 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

Base 11.5 11.7 10.7 11.0 11.2 11.4 11.6 11.4 11.6 11.8 

High 11.5 11.7 8.3 8.5 8.7 8.9 9.0 8.7 8.9 9.1 

6

Qualitative Benefits  7

Qualitative benefits associated with the transaction include the following: 8

Coordinated regional planning, emergency response and ongoing outage management 9

activities are expected to create benefits;  10

Opportunities for GLPT’s management and staff to work within the Hydro One organization.  11

These resources will help address expected retirements and other attrition; 12

The coordination of Hydro One and GLPT’s existing staff is expected to improve regional 13

system knowledge and allow for the implementation of best in class programs. 14

15

Incremental Transaction Costs  16

Incremental transaction costs include costs for items such as data and other IT Systems 17

integration, regulatory approvals and legal advice.  These types of costs will be financed through 18

productivity gains associated with the transaction and will not be included in either GLPT or 19

Hydro One’s revenue requirement and thus will not be funded by ratepayers.  These costs are 20

expected to be incurred during the deferred rebasing period, and will therefore be offset through 21

the productivity gains achieved during this time period.  22

23



 
 

 
Ontario Energy Board 
Commission de l’énergie de l’Ontario  

 
 

 
 

 
 

 
 
 

Handbook to Electricity Distributor 
and Transmitter Consolidations 

 

 
 
 

 
 
 
 
 
 
 
 

January 19, 2016 
  



 
 

Table of Contents 
1. Introduction ............................................................................................................... 1 

2.  The OEB Authority and Review Process .................................................................. 2 

The OEB legislative authority ....................................................................................... 2 

The Application Review Process .................................................................................. 3 

3.  The OEB Test ........................................................................................................... 3 

The No Harm Test ....................................................................................................... 3 

4. The OEB Assessment of the Application .................................................................. 4 

The Renewed Regulatory Framework ......................................................................... 5 

The No Harm Test ....................................................................................................... 6 

Scope of the Review .................................................................................................... 6 

5. Rate-Making Considerations Associated with Consolidation Applications .............. 10 

Rate-Setting Policies .................................................................................................. 11 

Deferred Rebasing ..................................................................................................... 11 

Early Termination of Pre-Consolidation Rate-setting Term ........................................ 12 

Early Termination or Extension of Selected Deferred Rebasing Period ..................... 13 

Rate Setting during Deferred Rebasing Period .......................................................... 13 

Off Ramp.................................................................................................................... 16 

Earning Sharing Mechanism (ESM) ........................................................................... 16 

Incremental Capital Investments during Deferred Rebasing Period ........................... 17 

Future Rate Structures ............................................................................................... 17 

Deferral and Variance Accounts ................................................................................ 18 

 

 

 

 

 

 

 



 
 

INDEX: Schedule 1 – Relevant Sections of the OEB Act .............................................. 19 

INDEX: Schedule 2 – Filing Requirements for Consolidation Applications.................... 20 

1. Introduction ............................................................................................................... 1 

Completeness and Accuracy of an Application ............................................................ 1 

Certification of Evidence .............................................................................................. 1 

Updating an Application ............................................................................................... 1 

Interrogatories .............................................................................................................. 2 

Confidential Information ............................................................................................... 2 

2. Information Required of Applicants ........................................................................... 2 

2.1 Exhibit A: The Index ........................................................................................... 3 

2.2 Exhibit B: The Application .................................................................................. 3 

2.2.1 Administrative .............................................................................................. 3 

2.2.2 Description of the Business of the Parties to the Transaction...................... 4 

2.2.3 Description of the Proposed Transaction ..................................................... 5 

2.2.4 Impact of the Proposed Transaction ............................................................ 5 

2.2.5 Rate considerations for consolidation applications ...................................... 7 

2.2.6 Other Related Matters ................................................................................. 7 

 



Ontario Energy Board  January 19, 2016 

1 
 

1. Introduction 
 
The Ontario Energy Board (OEB) has developed this Handbook to provide guidance to 
applicants and stakeholders on applications to the OEB for approval of distributor and 
transmitter consolidations and subsequent rate applications. This Handbook uses the 
term consolidation to be inclusive of mergers, acquisitions, amalgamations and 
divestitures (MAADs).   
 
The Commission on the Reform of Ontario’s Public Services, the Distribution Sector 
Review Panel and the Premiers Advisory Council on Government Assets have all 
recommended a reduction in the number of local distribution companies in Ontario and 
have endorsed consolidation. According to these reports, consolidation can increase 
efficiency in the electricity distribution sector through the creation of economies of scale 
and/or contiguity.  Consolidation permits a larger scale of operation with the result that 
customers can be served at a lower per customer cost.  Consolidations that eliminate 
geographical boundaries between distribution areas result in a more efficient distribution 
system. 
 
Consolidation also enables distributors to address challenges in an evolving electricity 
industry. This includes new technology requirements to meet customer expectations, 
changing dynamics in the electricity sector with the growth of distributed energy 
resources and to undertake asset renewal.  Distributors will need considerable 
additional investment to meet these challenges and consolidation generally offers larger 
utilities better access to capital markets, with lower financing costs. 
 
Distributors are also expected to meet public policy goals relating to electricity 
conservation and demand management, implementation of a smart grid, and promotion 
of the use and generation of electricity from renewable energy sources. Delivering on 
these public policy goals will require innovation and internal capabilities that may be 
more cost effective for larger distributors to develop or retain.  
 
The OEB recognizes that there is a growing interest in and support for consolidation.  
The OEB has a statutory obligation to review and approve consolidation transactions 
where they are in the public interest.  In discharging its mandate, the OEB is committed 
to reducing regulatory barriers to consolidation. In order to facilitate both a thorough and 
timely review of requests for approval of transactions, in this Handbook the OEB  
provides guidance on the process for review of an application, the information the OEB 
expects to receive in support, and the approach it will take in assessing the merits of the 
consolidation in meeting the public interest. 
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Recent OEB policies and decisions on consolidation applications have already 
established a number of principles to create a more predictable regulatory environment 
for applicants.  This Handbook will provide further clarity to applicants, investors, 
shareholders, and other stakeholders. The Handbook also discusses the rate-making 
policies associated with consolidations and sets out the timing of when such matters will 
be considered by the OEB.  
 
While the Handbook is applicable to both electricity distributors and transmitters, most 
of the OEB’s policies and prior OEB decisions have related to distributors. Transmitters 
should consider the intent of the Handbook and make appropriate modifications as 
needed to reflect differences in transmitter consolidations.    
  

2.  The OEB Authority and Review Process 
  
This section describes the OEB’s legal authority in approving consolidation applications 
and clarifies how the OEB reviews these applications.  
 

The OEB legislative authority 
 
OEB approval is required for consolidation transactions described under section 86 of 
the Ontario Energy Board Act, 1998 (OEB Act). (For ease of reference, Section 86 is 
reproduced in Schedule 1 of this Handbook.)  Briefly, these transactions are as follows:   

• A distributor or transmitter sells or otherwise disposes of its distribution or 
transmission system as an entirety or substantially as an entirety to another 
distributor  

• A distributor or transmitter sells a part of a distribution or transmission system 
that is necessary in serving the public  

• A distributor or transmitter amalgamates with another distributor or transmitter  
• A person acquires voting securities of a transmitter or distributor or acquires 

control of a corporation with voting shares    
 
Section 86(2) relating to voting securities does not, however, apply to the acquisition or 
sale of shares in Hydro One, a company created by the Crown under section 50(1) of 
the Electricity Act, 1998, which is explicitly exempt under section 86(2.1) from the 
conditions stipulated in section 86(2).    
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The Application Review Process 
 
This Handbook applies specifically to applications under sections 86(1)(a) and (c) and 
sections 86(2)(a) and (b) of the OEB Act, which are processed through the OEB’s 
adjudicative review process.  Sections 86(1)(a) and (c) of the OEB Act relate to asset 
sales and amalgamations. Section 86(2) of the OEB Act relates to voting securities. To 
assist applicants, the OEB has developed Filing Requirements in Schedule 2 of this 
Handbook which set out the information that needs to be provided in an application.  
These Filing Requirements replace the form entitled Application Form for 
Applications under Section 86 of the OEB Act that was previously posted on the 
OEB’s website.  
  
Applications filed under section 86(1)(b) of the OEB Act are generally processed 
through the OEB’s administrative review process, typically without a hearing.  These 
applications generally include the sale of smaller scale distribution or transmission 
assets from one distributor or transmitter to another, or to a large consumer who is 
served by the same assets.   For these applications, applicants may continue using the 
form entitled Application Form for Applications under Section 86(1)(b) of the OEB 
Act that is posted on the OEB’s website, 
(http://www.ontarioenergyboard.ca/OEB/Industry/Rules+and+Requirements/Rules+Cod
es+Guidelines+and+Forms#maad).      
 
The OEB may elect to process a section 86(1)(b) application under its adjudicative 
review process if the OEB considers that certain aspects of an application could affect 
service to the public and/or have a material effect on rates. This will be determined once 
the application is filed with the OEB. In those circumstances, this Handbook will be 
applicable.  Applicants who are of the view that their transaction is material should use 
this Handbook to inform their application. 
 

3.  The OEB Test 
 

The No Harm Test 
 
In reviewing an application by a distributor for approval of a consolidation transaction, 
the OEB has, and will continue, to apply its “no harm test”. The “no harm” test was first 

http://www.ontarioenergyboard.ca/oeb/_Documents/Regulatory/Section86-1b_application.pdf
http://www.ontarioenergyboard.ca/oeb/_Documents/Regulatory/Section86-1b_application.pdf
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established by the OEB in 2005 through an adjudicative proceeding (the Combined 
Proceeding).1 
 
The “no harm” test considers whether the proposed transaction will have an adverse 
effect on the attainment of the OEB’s statutory objectives, as set out in section 1 of the 
OEB Act. The OEB will consider whether the “no harm” test is satisfied based on an 
assessment of the cumulative effect of the transaction on the attainment of its statutory 
objectives. If the proposed transaction has a positive or neutral effect on the attainment 
of these objectives, the OEB will approve the application.   
 
The OEB’s objectives under section 1 of the OEB Act are:  

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

1.1  To promote the education of consumers. 
2. 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. 

3. 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.  

 

4. The OEB Assessment of the Application 
 
This section sets out how the OEB applies the “no harm” test within the context of the 
performance-based regulatory framework, the Renewed Regulatory Framework for 
Electricity Distributors2 (RRFE).  This framework was established by the OEB in 2012 to 

                                            
1 Combined Proceeding Decision - OEB File No. RP-2005-0018/EB-2005-0234/EB-2005-0254/EB-2005-
0257 
 
2 Report of the Board: Renewed Regulatory Framework for Electricity Distributors: A Performance-Based 
Approach 
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ensure that regulated distribution companies operate efficiently, cost effectively and 
deliver outcomes valued by its customers.  
  

The Renewed Regulatory Framework 
 
Ongoing performance improvement and performance monitoring are underlying 
principles of the RRFE. The OEB’s oversight of utility performance relies on the 
establishment of performance standards to be met by distributors, ongoing reporting to 
the OEB by distributors, and ongoing monitoring of distributor achievement against 
these standards by the OEB.   
 
An electricity distributor is required, as a condition of its licence, to provide information 
about its distribution business. Metrics are used by the OEB to assess a distributor’s 
services, such as frequency of power outages, financial performance and costs per 
customer. The OEB uses this information to monitor an individual distributor’s 
performance and to compare performance across the sector.   The OEB also has a 
robust audit and compliance program to test the accuracy of reporting by distributors.  
 
As part of the regulatory framework, distributors are expected to achieve certain 
outcomes that provide value for money for customers.  One of these outcomes is 
operational effectiveness, which requires continuous improvement in productivity and 
cost performance by distributors and that utilities deliver on system reliability and quality 
objectives. The OEB uses processes to hold all utilities to a high standard of efficiency 
and effectiveness. 
 
The OEB has a proactive performance monitoring framework that inherently protects 
electricity customers from harm related to service quality and reliability and has 
established the mechanisms to intervene if corrective action is warranted.  The OEB will 
be informed by the metrics that are used to evaluate a distributor’s performance in 
assessing a proposed consolidation transaction. 
 
All of these measures are in place to ensure that distributors meet expectations 
regardless of their corporate structure or ownership. The OEB assesses applications for 
consolidation within the context of this regulatory framework. 
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The No Harm Test 
 
The “no harm” test assesses whether the proposed transaction will have an adverse 
effect on the attainment of the OEB’s statutory objectives. While the OEB has broad 
statutory objectives, in applying the “no harm” test, the OEB has primarily focused its 
review on impacts of the proposed transaction on price and quality of service to 
customers, and the cost effectiveness, economic efficiency and financial viability of the 
electricity distribution sector.   The OEB considers this to be an appropriate approach, 
given the performance-based regulatory framework under which all regulated 
distributors are required to operate and the OEB’s existing performance monitoring 
framework.  
 
The OEB has implemented a number of instruments, such as codes and licences that 
ensure regulated utilities continue to meet their obligations with respect to the OEB’s 
statutory objectives relating to conservation and demand management, implementation 
of smart grid and the use and generation of electricity from renewable resources. With 
these tools and the ongoing performance monitoring previously discussed, the OEB is 
satisfied that the attainment of these objectives will not be adversely effected by a 
consolidation and the “no harm” test will be met following a consolidation. There is no 
need or merit in further detailed review as part of the OEB’s consideration of the 
consolidation transaction.   
 

Scope of the Review 
 
The factors that the OEB will consider in detail in reviewing a proposed transaction are 
as follows:    
 
Objective 1 – Protect consumers with respect to price and the adequacy, 
reliability and quality of electricity service 
 
Price 
 
A simple comparison of current rates between consolidating distributors does not reveal 
the potential for lower cost service delivery.  These entities may have dissimilar service 
territories, each with a different customer mix resulting in differing rate class structure 
characteristics. For these reasons, the OEB will assess the underlying cost structures of 
the consolidating utilities. As distribution rates are based on a distributor’s current and 
projected costs, it is important for the OEB to consider the impact of a transaction on the 
cost structure of consolidating entities both now and in the future, particularly if there 
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appear to be significant differences in the size or demographics of consolidating 
distributors.  A key expectation of the RRFE is continuous improvement in productivity 
and cost performance by distributors.  The OEB’s review of underlying cost structures 
supports the OEB’s role in regulating price for the protection of consumers.  
 
Consistent with recent decisions,3 the OEB will not consider temporary rate decreases 
proposed by applicants, and other such temporary provisions, to be demonstrative of 
“no harm” as they are not supported by, or reflective of the underlying cost structures of 
the entities involved and may not be sustainable or beneficial in the long term. In 
reviewing a transaction the OEB must consider the long term effect of the consolidation 
on customers and the financial sustainability of the sector.  
 
To demonstrate “no harm”, applicants must show that there is a reasonable expectation 
based on underlying cost structures that the costs to serve acquired customers 
following a consolidation will be no higher than they otherwise would have been. While 
the rate implications to all customers will be considered, for an acquisition, the primary 
consideration will be the expected impact on customers of the acquired utility.   
 
Adequacy, reliability and quality of electricity service 
 
In considering the impact of a proposed transaction on the quality and reliability of 
electricity service, and whether the “no harm” test has been met, the OEB will be 
informed by the metrics provided by the distributor in its annual reporting to the OEB 
and published in its annual scorecard.    
 
The OEB’s Report of the Board: Electricity Distribution Systems Reliability Measures 
and Expectations, issued on August 25, 2015 sets out the OEB’s expectations on the 
level of reliability performance by distributors.  In the Report, the OEB noted that 
continuous improvement will be demonstrated by a distributor’s ability to deliver 
improved reliability performance without an increase in costs, or to maintain the same 
level of performance at a reduced cost.   
 
Under the OEB’s regulatory framework, utilities are expected to deliver continuous 
improvement for both reliability and service quality performance to benefit customers. 
This continuous improvement is expected to continue after a consolidation and will 
continue to be monitored for the consolidated entity under the same established 
requirements.  
 

                                            
3 Hydro One Inc./Norfolk Power Distribution Inc. – OEB File No. EB-2013-0196/EB-2013-0187/EB-2013-
0198 
Hydro One Inc./Haldimand County Hydro Inc. – OEB File No. EB-2014-0244 



Ontario Energy Board  January 19, 2016 

8 
 

 
Objective 2 – Promote economic efficiency and cost effectiveness and to facilitate 
the maintenance of a financially viable electricity industry  
  
The impact that the proposed transaction will have on economic efficiency and cost 
effectiveness (in the distribution or transmission of electricity) will be assessed based on 
the applicant’s identification of the various aspects of utility operations where it expects 
sustained operational efficiencies, both quantitative and qualitative.  
 
The impact of a proposed transaction on the acquiring utility’s financial viability for an 
acquisition, or on the financial viability of the consolidated entity in the case of a merger 
will also be assessed.  The OEB’s primary considerations in this regard are:  
 

• The effect of the purchase price, including any premium paid above the historic 
(book) value of the assets involved  

• The financing of incremental costs (transaction and integration costs) to 
implement the consolidation transaction  

 
In the Combined Proceeding decision, the OEB made it clear that the selling price of a 
utility is relevant only if the price paid is so high as to create a financial burden on the 
acquiring company. This remains the relevant test. While there may not be a premium 
involved with mergers, the OEB will nevertheless consider the financial viability of the 
newly consolidated entity. 
 
Electricity distribution rates are currently based on a return on the historic value of the 
assets.  If a premium has been paid above the historic value, this premium is not 
recoverable through distribution rates and no return can be earned on the premium. A 
shareholder may recover the premium over time through savings generated from 
efficiencies of the consolidated entity. In considering the appropriateness of purchase 
price or the quantum of the premium that has been offered, only the effect of the 
purchase price on the underlying cost structures and financial viability of the regulated 
utilities will be reviewed.  Specifically, the OEB will test the financial ratios and 
borrowing capacity of the resulting entity, as the improvement in financial strength is 
one of the expected underlying benefits of consolidation. 
 
Incremental transaction and integration costs are not generally recoverable through 
rates.  Distributors have indicated that these costs are significant and that recovery of 
these costs can be a barrier to consolidation.  To address distributors’ concerns, the 
OEB issued a report on March 26, 2015 titled “Rate-making Associated with Distributor 
Consolidation” (2015 Report). In this report, the OEB has provided the opportunity for 
distributors to defer rebasing for a period up to ten years following the closing of a 



Ontario Energy Board  January 19, 2016 

9 
 

consolidation transaction.  This deferred rebasing period is intended to enable 
distributors to fully realize anticipated efficiency gains from the transaction and retain 
achieved savings for a period of time to help offset the costs of the transaction. 
 

***** 
 

The OEB considers that certain aspects of a consolidation transaction are not relevant 
in assessing whether the transaction is in the public interest, either because they are 
out of scope, or because the OEB has other approaches and instruments for ensuring 
that statutory objectives will be met. Accordingly, the OEB will not require applicants to 
file evidence on the following matters as part of a consolidation application.   
 
1. Deliberations, activities, and documents leading up to the final transaction 

agreement 
 
As set out in the Combined Proceeding decision, and confirmed in recent decisions,4 
the question for the OEB is neither the why nor the how of the proposed transaction.  
The application of the “no harm” test is limited to the effect of the proposed transaction 
before the OEB when considered in light of the OEB’s statutory objectives. 
 
The OEB determined in the Combined Proceeding decision that it is not the OEB’s role 
to determine whether another transaction, whether real or potential, can have a more 
positive effect than the transaction that has been placed before the OEB.  Accordingly, 
the OEB will not consider, whether a purchasing or selling utility could have achieved a 
better transaction than that being put forward for approval in the application.  
 
Also as set out in the Combined Proceeding decision, the OEB will not consider issues 
relating to the overall merits or rationale for applicants’ consolidation plans nor the 
negotiating strategies or positions of the parties to the transaction. The OEB will not 
consider issues relating to the extent of the due diligence, the degree of public 
consultation or public disclosure by the parties leading up to the filing of the transaction 
with the OEB.  
 
Applicants and stakeholders should not file any of the following types of information as 
they are not considered relevant to the proceeding:  

• Draft share purchase agreements and other draft confidential agreements and 
documents utilized in the course of the negotiation process  

                                            
4 Hydro One Inc./Norfolk Power Distribution Inc. Decision and Order and Procedural Order No. 8 – OEB 
File No. EB-2013-0196/EB-2013-0187/EB-2013-0198 
Hydro One Inc./Woodstock Hydro Services Inc. Decision and Procedural Order No. 4 – OEB File No. EB-
2014-0213 



Ontario Energy Board  January 19, 2016 

10 
 

• Negotiating strategies or conduct of the parties involved in the transaction  
• Details of public consultation prior to the filing of the application 

 
2. Implementing public policy requirements for promoting conservation, 

facilitating a smart grid and promoting renewable energy sources 
 
As previously discussed, the OEB’s performance-based regulation, which includes 
performance monitoring and reporting based on standards, combined with the 
regulatory instruments of codes and licences, establishes a framework for success in 
achieving public policy requirements.  A utility that does not meet established 
performance expectations is subject to corrective action by the OEB. Given these 
means for ensuring that public policy objectives are met by all regulated entities, the 
OEB is satisfied that the “no harm” test will be met for these objectives following a 
consolidation and there is no need or merit in further detailed consideration as part of a 
consolidation transaction. For these reasons, no evidence is required to be filed for 
these issues.    
  
3. Prices not related to a utility’s own costs 
 
The OEB’s review is limited to the components of the distribution business and the 
costs and services directly under a distributor’s control. For example, one of the 
mandates of a distributor is to pass-through certain wholesale market and commodity 
related costs to customers. These costs are passed through and not part of a utility’s 
underlying costs to serve its customers.  Accordingly, the prices of these services are 
not considered by the OEB in its review of a consolidation application.  
 

5. Rate-Making Considerations Associated with 
Consolidation Applications 

 
The OEB’s policies on rate-making matters associated with consolidation in the 
electricity distribution sector are set out in two reports of the OEB. The first report titled 
“Rate-making Associated with Distributor Consolidation” issued on July 23, 2007 (2007 
Report) was supplemented by the 2015 Report, issued under the same name, as 
previously indicated.5 
 
This section of the Handbook consolidates information that is provided in these two 
reports and identifies the key rate-making considerations expected to arise in 
                                            
5 Report of the Board: Rate-Making Associated with Distributor Consolidation, March 26, 2015 
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consolidation transactions. Applicants are, however, encouraged to review both reports 
in preparing their applications for both the consolidation transaction and subsequent 
rate application.  
 
Rate-setting following a consolidation will not be addressed in an application for 
approval of a consolidation transaction unless there is a rate proposal that is an integral 
aspect of the consolidation e.g. a temporary rate reduction.  Rate-setting for the 
consolidated entity will be addressed in a separate rate application, in accordance with 
the rate setting policies established by the OEB.  The OEB’s review of a utility’s revenue 
requirement, and the establishment of distribution rates paid by customers, occurs 
through an open, fair, transparent and robust process ensuring the protection of 
customers. 
 

Rate-Setting Policies 
 
The rate making considerations relating to consolidation that applicants and parties 
need to be aware of are:  

• Deferred Rebasing 
• Early Termination of Pre-Consolidation Rate-Setting term  
• Early Termination or Extension of Deferred Rebasing Period 
• Rate Setting During Deferred Rebasing Period 
• Off Ramp 
• Earnings Sharing Mechanism 
• Incremental Capital Investments During Deferred Rebasing Period 
• Future Rate Structures 
• Deferral and Variance Accounts 

 

Deferred Rebasing   
 
The setting of rates for a consolidated entity using a cost of service methodology or a 
Custom Incentive Rate-setting method (both referred to in this document as rebasing of 
rates) involves a detailed assessment by the OEB of a utility’s underlying costs.  A 
consolidated entity is required to file a separate application with the OEB under Section 
78 of the OEB Act for a rebasing of its rates.  This typically takes place at some point in 
time following the OEB’s approval of a consolidation.  
 
To encourage consolidations, the OEB has introduced policies that provide 
consolidating distributors with an opportunity to offset transaction costs with any 



Ontario Energy Board  January 19, 2016 

12 
 

achieved savings.  The 2015 Report permits consolidating distributors to defer rebasing 
for up to ten years from the closing of the transaction. The 2015 Report also states that 
consolidating entities deferring rebasing for up to five years may do so under the 
policies established in the 2007 Report.6 The extent of the deferred rebasing period is at 
the option of the distributor and no supporting evidence is required to justify the 
selection of the deferred rebasing period subject to the minimum requirements set out 
below.  
 
While the OEB has determined that allowing a longer deferred rebasing period is 
appropriate to incent consolidation, there must be an appropriate balance between the 
incentives provided to utilities and the protection provided to customers. The OEB will 
therefore require consolidating distributors to identify in their consolidation application 
the specific number of years for which they choose to defer. It is not sufficient for 
applicants to state that they will defer rebasing for up to 10 years. Distributors must 
select a definitive timeframe for the deferred rebasing period. This will allow the OEB to 
assess any proposed departure from this stated plan. 
 
In addition, distributors cannot select a deferred rebasing period that is shorter than the 
shortest remaining term of one of the consolidating distributors.  Therefore, a 
consolidated entity can only rebase when:  

i) The selected deferred rebasing period has expired, and 
ii) At least one rate-setting term of one of the consolidating entities has also 

expired.  
 

Early Termination of Pre-Consolidation Rate-setting Term   
 
At the time distributors first enter into a consolidation transaction, consolidating 
distributors may be on any one of the rate setting mechanisms and may not necessarily 
be using the same rate-setting mechanism or have the same termination dates.   
 
A consolidated entity may apply to the OEB to rebase its rates as a consolidated entity 
through a cost of service or Custom IR application following the expiry of the original 
rate-setting term of at least one of the consolidating entities and once the selected 
deferred rebasing period has concluded. If, however, a consolidated entity wishes to 
rebase its rates prior to the end of the pre-consolidation rate-setting term of the 
distributor that has the earliest termination date, the consolidated entity must 
demonstrate the need for this “early rebasing” as part of the early rebasing application.  
 
                                            
6 Report of the Board on Rate-making Associated with Distributor Consolidation, July 23, 2007 
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The OEB established its approach to early rebasing in a letter dated April 20, 2010 and 
reiterated it in the RRFE. The OEB expects a distributor that seeks to have its rates 
rebased earlier than scheduled to clearly demonstrate why early rebasing is required 
and why and how the distributor cannot adequately manage its resources and financial 
needs during the remaining years of its current rate term.   
 

Early Termination or Extension of Selected Deferred Rebasing Period 
 
The OEB considers that consolidations can provide for greater efficiencies and benefits 
to customers and is committed to reducing regulatory barriers to consolidations. The 
OEB has allowed for a deferred rebasing period to eliminate one of the identified 
barriers to consolidations. The OEB remains of the view that having consolidating 
entities operate as one entity as soon as possible after the transaction is in the best 
interest of consumers.  That being said, when a consolidating entity has opted for a 
deferred rebasing period, it has committed to a plan based on the circumstances of the 
consolidation. For this reason, if the consolidated entity seeks to amend the deferred 
rebasing period, the OEB will need to understand whether any change to the proposed 
rebasing timeframe is in the best interest of customers.  
 
Distributors who subsequently request a shorter deferred rebasing period than the one 
that has been selected (and where at least one of the pre-consolidation rate-setting 
plans has expired) will be required to file rationale to support the need to amend the 
previously selected deferred rebasing period.  Similarly, a consolidated entity having 
selected a deferred rebasing period less than 10 years, that seeks to extend its selected 
deferred rebasing period must explain why this is required.  
 

Rate Setting during Deferred Rebasing Period  
 
Under the OEB’s RRFE, there are three rate-setting options: Price Cap Incentive Rate-
Setting (Price Cap IR or PCIR), Custom Incentive Rate-Setting (Custom IR or CIR) and 
Annual Incentive Rate-Setting Index (Annual IR Index or AIRI).   The term of the Price 
Cap IR and Custom IR options is normally five years. The Annual IR Index option has 
no specific term.  
 
Consolidating distributors may be on any one of the rate-setting mechanisms and may 
not necessarily be using the same rate-setting mechanism or have the same 
termination dates.  The 2015 Report clarified how rates will be set for a distributor who 
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is a party to a consolidation transaction during any deferred rebasing period after the 
distributor’s original incentive rate-setting plan has concluded: 

• A distributor on Price Cap IR, whose plan expires, would continue to have its 
rates based on the Price Cap IR adjustment mechanism during the remainder of 
the deferred rebasing period. 

• A distributor on Custom IR, whose plan expires, would move to having rates 
based on the Price Cap IR adjustment mechanism during the remainder of the 
deferred rebasing period.   

• A distributor on the Annual IR Index will continue to have rates based on the 
Annual IR Index, until it selects a different rate-setting option.  
 

Table 1 below illustrates six potential scenarios for rate-setting during the deferred 
rebasing period, assuming the consolidation of two distributors.  The table also sets out 
the conditions that must be met by a consolidated entity that elects to rebase its rates.  
While Table 1 is intended to illustrate a situation of two consolidating distributors, the 
OEB is aware that future consolidations may involve several consolidating distributors 
as well as the possibility of multiple successive consolidation transactions by a single 
consolidated entity.  For unique circumstances, the OEB may need to assess the rate-
setting proposals on a case by case basis. 
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Table 1 - Rate-Setting Options During the Deferred Rebasing Period  
 
Going in Rates 
As of the date of the closing of the transaction. Assumes two distributors. 

D
eferral Period 

Both on PCIR One on PCIR 
and one on CIR 

Both on CIR 
 

Continue with current plans 
for chosen deferred rebasing 
period. 

LDC on PCIR continues on 
current plan for chosen 
deferred rebasing period and 
LDC on CIR moves to PCIR 
for the remaining years of 
chosen deferred rebasing 
period, following the 
expiration of the CIR term. 

Continue with current plans. 
Once each term expires, 
each LDC will move to 
PCIR for the remaining 
years of the chosen 
deferred rebasing period. 

OR OR OR 

R
ebasing O

ptions 

Rebase as a consolidated 
entity following the expiration 
of one of the entities’ term 
and once the selected 
deferred rebasing period has 
concluded. 

LDC on PCIR continues on 
current plan. If its term 
expires in advance of the 
expiration of the other LDC’s 
CIR term the consolidated 
entity may rebase once the 
selected deferred rebasing 
period has concluded. 

Continue with current plans. 
Once the earlier of the two 
terms expires the 
consolidated entity may 
rebase once the selected 
deferred rebasing period 
has concluded. 

 OR  
 If the term for the LDC on CIR 

expires first, the consolidated 
entity may rebase following 
the expiration of the CIR term 
and once the selected 
deferred rebasing period has 
concluded. 

 

 

D
eferral Period 

One on PCIR 
and one on AIRI 

Both on AIRI One on AIRI 
and one on CIR 

Continue with current plans 
for chosen deferred rebasing 
period. 

Continue with current plans 
for chosen deferred rebasing 
period. 

LDC on AIRI continues on 
current plan for chosen 
deferred rebasing period 
and LDC on CIR moves to 
PCIR for the remaining 
years of chosen deferred 
rebasing period, following 
the expiration of the CIR 
term. 

OR OR OR 

R
ebasing  O

ptions 

Consolidated entity may 
rebase once the selected 
deferred rebasing period has 
concluded. 
 
 
 

Consolidated entity may 
rebase once the selected 
deferred rebasing period has 
concluded. 

Consolidated entity may 
rebase once the selected 
deferred rebasing period 
has concluded.  
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Off Ramp 
 
As set out in the OEB’s RRFE, each incentive rate-setting method includes an annual 
return on equity (ROE) dead band of ±300 basis points. When a distributor performs 
outside of this earnings dead band, a regulatory review may be initiated by the OEB. 
The OEB requires consistent, meaningful and timely reporting to effectively monitor 
utility performance and determine if expected outcomes are being achieved. The OEB’s 
performance monitoring framework allows the OEB to take corrective action if required, 
including the possible termination of the distributor’s rate-setting method and requiring 
the distributor to have its rates rebased.  
 
The dead band of ±300 basis points on ROE continues to apply to utilities who have 
deferred rebasing due to consolidation. For utilities who defer rebasing up to five years, 
the OEB may initiate a regulatory review if the earnings are outside of the dead band.  
For utilities deferring rebasing beyond five years, an earnings sharing mechanism is 
required above ±300 basis points as discussed in the next section.  
 

Earning Sharing Mechanism (ESM) 
 
Consolidating entities that propose to defer rebasing beyond five years, must implement 
an ESM for the period beyond five years.7 The ESM is designed to protect customers 
and ensure that they share in any increased benefits from consolidation during the 
deferred rebasing period. 
 
In the 2015 Report, the OEB determined that under the ESM, excess earnings are 
shared with consumers on a 50:50 basis for all earnings that are more than 300 basis 
points above the consolidated entity’s annual ROE. Earnings will be assessed each 
year once audited financial results are available and excess earnings beyond 300 basis 
points will be shared with customers annually. No evidence is required in support of an 
ESM that follows the form set out in the 2015 Report.  
 
There are numerous types and structures of consolidation transactions, and there can 
be significant differences between utilities involved in a transaction. The ESM as set out 
in the 2015 Report may not achieve the intended objective of customer protection for all 
types of consolidation proposals. For these cases, applicants are invited to propose an 
ESM that better achieves the objective of protecting customer interests during the 
                                            
7 Report of the Board: Rate-Making Associated with Distributor Consolidation, March 26, 2015, p.6 
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deferred rebasing period.  For example, a large distributor that acquires a small 
distributor may demonstrate the objective of consumer protection by proposing an ESM 
where excess earnings will accrue only to the benefit of the customers of the acquired 
distributor.   
 

Incremental Capital Investments during Deferred Rebasing Period 
 
The Incremental Capital Module (ICM) is an additional rate-setting mechanism under 
the Price Cap IR option to allow adjustment to rates for discrete capital projects. The 
details of the mechanism are described in the Report of the Board:  New Policy Options 
for the Funding of Capital Investments: The Advanced Capital Module, issued on 
September 18, 2014 and a supplemental report with further enhancements will be 
issued in January 2016. 
 
The ICM is now available for any prudent discrete capital project that fits within an 
incremental capital budget envelope, not just expenditures that were unanticipated or 
unplanned. To encourage consolidation, the 2015 Report extended the availability of the 
ICM for consolidating distributors that are on Annual IR Index, thereby providing 
consolidating distributors with the ability to finance capital investments during the 
deferral period without being required to rebase earlier than planned.  
    
The 2015 Report sets out that a distributor who is in the midst of the Custom IR plan at 
the time of the transaction and who consolidates with an entity operating under a Price 
Cap IR or an Annual IR Index may only apply for an ICM for investments incremental to 
its Custom IR plan.  The rules that apply to a specific rate-setting method continue to 
apply even following a consolidation of distributors.  To be specific, an ICM would not be 
available for the rates in the service area for which the Custom IR plan term applies until 
the term of the Custom IR ends and Price Cap IR applies. Materiality thresholds for the 
ICM will be calculated based on the individual distributors’ accounts and not that of the 
consolidated entity. 
  

Future Rate Structures 
 
A consolidated entity is expected to propose rate structures and rate harmonization 
plans following consolidation at the time it files its rebasing application.  Distributors are 
not required to file details of their rate-setting plans, including any proposals for rate 
harmonization, as part of the application for consolidation. These issues will be 
addressed at the time of rate rebasing of the consolidated entity.   
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A rate harmonization plan can propose the approach and timeline for harmonizing rate 
classes or provide rationale for why certain rate classes should not be harmonized 
based on underlying differences in cost structures and drivers. For acquisitions, 
distributors can propose plans that place acquired customers into an existing rate class 
or into a new rate class.  However, the OEB expects that whichever option is adopted, 
rates will reflect the cost to serve the acquired customers, including the anticipated 
productivity gains resulting from consolidation.   
 

Deferral and Variance Accounts 
 
Where a transmitter or distributor has accumulated balances in a deferral or variance 
account, the question of who should pay for, or receive credits from the clearance of 
these balances is relevant to the consolidation only if it affects the financial viability of 
the acquiring utility or consolidated entity. A decision on the actual clearance of deferral 
or variance accounts would be part of a rate application, not an application seeking 
approval for consolidation.   
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INDEX: Schedule 1 – Relevant Sections of the OEB Act 
 
Section 86 of the OEB Act 
 
Change in ownership or control of systems 
86. (1) No transmitter or distributor, without first obtaining from the Board an order 
granting leave, shall, 
(a) sell, lease or otherwise dispose of its transmission or distribution system as an 

entirety or substantially as an entirety;  
(b) sell, lease or otherwise dispose of that part of its transmission or distribution 

system that is necessary in serving the public; or 
(c)  amalgamate with any other corporation. 2003, c. 3, s. 55 (1). 
 
Same 
(1.1) Subsection (1) does not apply with respect to a disposition of securities of a 

transmitter or distributor or of a corporation that owns securities in a transmitter 
or distributor. 2002, c. 1, Sched. B, s. 9 (1). 

 
Acquisition of share control 
(2) No person, without first obtaining an order from the Board granting leave, shall, 

(a) acquire such number of voting securities of a transmitter or distributor that 
together with voting securities already held by such person and one or 
more affiliates or associates of that person, will in the aggregate exceed 
10 per cent of the voting securities of the transmitter or distributor; or 

(b)  acquire control of any corporation that holds, directly or indirectly, more 
than 10 per cent of the voting securities of a transmitter or distributor if 
such voting securities constitute a significant asset of that corporation. 
1998, c. 15, Sched. B, s. 86 (2). 

 

http://www.ontario.ca/fr/lois/loi/98o15#s86s1
http://www.ontario.ca/fr/lois/loi/98o15#s86s1p1
http://www.ontario.ca/fr/lois/loi/98o15#s86s2
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INDEX: Schedule 2 – Filing Requirements for Consolidation 
Applications  

 



Ontario Energy Board  January 19, 2016 

 
 

INDEX: Schedule 2 – Filing Requirements for Consolidation Applications  

 
 
 

Ontario Energy Board  
Commission de l’énergie de l’Ontario 

 
 
 

Ontario Energy Board 
 
 
 

Filing Requirements 
For 

Consolidation Applications 
 

 
 
 
 

January 19, 2016 



Ontario Energy Board  January 19, 2016 

 
 

Table of Contents 
1. Introduction ............................................................................................................... 1 

Completeness and Accuracy of an Application ............................................................ 1 

Certification of Evidence .............................................................................................. 1 

Updating an Application ............................................................................................... 1 

Interrogatories .............................................................................................................. 2 

Confidential Information ............................................................................................... 2 

2. Information Required of Applicants ........................................................................... 2 

2.1 Exhibit A: The Index ........................................................................................... 3 

2.2 Exhibit B: The Application .................................................................................. 3 

2.2.1 Administrative .............................................................................................. 3 

2.2.2 Description of the Business of the Parties to the Transaction...................... 4 

2.2.3 Description of the Proposed Transaction ..................................................... 5 

2.2.4 Impact of the Proposed Transaction ............................................................ 5 

2.2.5 Rate considerations for consolidation applications ...................................... 7 

2.2.6 Other Related Matters ................................................................................. 7 

 



Ontario Energy Board  January, 19, 2016 

1 
 

Filing Requirements for Consolidation Applications 
 

1. Introduction 
 

Completeness and Accuracy of an Application 
 
These filing requirements provide direction to applicants in preparing a consolidation 
application. It is expected that applicants will file applications consistent with the filing 
requirements.  Applications must be accurate, and information and data presented must 
be consistent throughout the application.  If an application does not meet all of these 
requirements, or if there are inconsistencies identified in the information or data 
presented, the OEB may put the application in abeyance, unless satisfactory 
justification for missing or inconsistent information has been provided or until revised 
satisfactory evidence is filed. If circumstances warrant, the OEB may require an 
applicant to file evidence in addition to what is identified in the filing requirements.  
An applicant should only file information that is relevant to the OEB’s statutory 
objectives in relation to electricity. Applicants should refer to the Handbook on the 
OEB’s expectations and approach to reviewing consolidation applications.  
 

Certification of Evidence 
 
An application filed with the OEB must include a certification by a senior officer of the 
applicant that the evidence filed is accurate, consistent and complete to the best of his 
or her knowledge. 
 

Updating an Application 
 
When material changes or updates to an application or other evidence are necessary, a 
thorough explanation of the changes must be provided, along with revisions to the 
affected evidence and related schedules.  This process is contemplated in Rule 11.02 of 
the Rules of Practice and Procedure (the Rules).  When changes or updates are 
contemplated in later stages of a proceeding, updates should only be done if there is a 
material change to the evidence already before the OEB.  Rule 11.03 states that any 
such updates should clearly indicate the date of the revision and the part(s) revised. 
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Interrogatories 
 
Interrogatories are an important part of the process of clarifying and testing evidence, 
however they must focus on issues that are relevant to the OEB’s decision. Excessive 
interrogatories introduce inefficiency into the application process.   The OEB advises 
applicants to consider the clarity, completeness and accuracy of their evidence and 
refer to the Handbook for what will be considered or not in order to reduce the need for 
interrogatories.  The OEB also advises parties to carefully consider the relevance and 
materiality of information before requesting it through interrogatories.  Parties must 
consult Rules 26 and 27 of the OEB’s Rules of Practice and Procedure, April 24, 2014 
revision, for additional information on the filing of interrogatories and responses and 
matters related to such filings. 
 

Confidential Information 
 
The OEB relies on full and complete disclosure of all relevant material in order to ensure 
that its decisions are well-informed.  The OEB’s expectation is that applicants will make 
every effort to file material contained in an application publicly and completely, and 
without redactions in order to ensure the transparency of the review process.  The 
OEB’s Rules and the Practice Direction on Confidential Filings (the Practice Direction) 
allow for applicants and other parties to request that certain evidence be treated as 
confidential.  Where such a request is made, parties are expected to review and follow 
the Practice Direction. This includes assessment of the relevance of any requested 
document prior to filing it with the OEB and requesting confidential treatment. There is 
no requirement or expectation on applicants to file documents that are out of scope of 
the areas the OEB has determined are relevant to its consideration of a consolidation 
application as defined in the Handbook. 
 

2. Information Required of Applicants 
 
The OEB expects an application for consolidation to have the following components: 
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2.1 Exhibit A: The Index 
 
 Content Described in 
Exhibit A Index 2.1 
Exhibit B The Application 2.2 
 Administrative 2.2.1 
 Description of the Business of the Parties to the Transaction 2.2.2 
 Description of the Transaction 2.2.3 
 Impact of transaction on the OEB’s statutory objectives 2.2.4 
 Rate considerations for consolidation applications 2.2.5 
 Other Related Matters 2.2.6 

 

2.2 Exhibit B: The Application 
 

2.2.1 Administrative 
 
This section must include the formal signed application, which must incorporate the 
following: 
 

• Legal name of the applicant or applicants 
 

• Details of the authorized representative of the applicant/s, including the 
name, phone and fax numbers, and email and delivery addresses 
 

• Legal name of the other party or parties to the transaction, if not an 
applicant  
 

• Details of the authorized representative of the other party or parties to the 
transaction, including the name, phone and fax numbers, and email and 
delivery addresses 
 

• Brief description of the nature of the transaction for which approval of the 
OEB is sought by the applicant or applicants 
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2.2.2 Description of the Business of the Parties to the Transaction  
 
This section of the application requires the applicant to provide the following 
information on the parties to the proposed transaction: 
 

• Describe the business of each of the parties to the proposed transaction, 
including each of their electricity sector affiliates engaged in, or providing 
goods or services to anyone engaged in, the generation, transmission, 
distribution or retailing of electricity.  
 

• Describe the geographic territory served by each of the parties to the 
proposed transaction, including each of their affiliates, if applicable, noting 
whether service area boundaries are contiguous or if not the relative 
distance between service boundaries.   
 

• Describe the customers, including the number of customers in each class, 
served by each of the parties to the proposed transaction. 
 

• Describe the proposed geographic service area of each of the parties after 
completion of the proposed transaction.  
 

• Provide a corporate chart describing the relationship between each of the 
parties to the proposed transaction and each of their respective affiliates. 
 

• If the proposed transaction involves the consolidation of two or more 
distributors, please indicate the current net metering thresholds of the 
utilities involved in the proposed transaction.  The OEB will, in the absence 
of exceptional circumstances, add together the kW threshold amounts 
allocated to the individual utilities and assign the sum to the new or 
remaining utility. Applicants must indicate if there are any special 
circumstances that may warrant the OEB using a different methodology to 
determine the net metering threshold for the new or remaining utility. 
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2.2.3 Description of the Proposed Transaction 
 
This section of the application requires the applicant to provide the following: 

 
• Provide a detailed description of the proposed transaction.  

 
• Provide a clear statement on the leave being sought by the applicant, 

referencing the particular section or sections of the Ontario Energy Board 
Act, 1998. 
 

• Provide details of the consideration (e.g. cash, assets, shares) to be given 
and received by each of the parties to the proposed transaction. 
 

• Provide all final legal documents to be used to implement the proposed 
transaction.   
 

• Provide a copy of appropriate resolutions by parties such as parent 
companies, municipal council/s, or any other entities that are required to 
approve a proposed transaction confirming that all these parties have 
approved the proposed transaction.  

 

2.2.4 Impact of the Proposed Transaction  
 
In reviewing an application, the OEB will apply the no harm test as outlined in the 
Handbook.  Applicants are required to provide the following evidence to demonstrate 
the impact of the proposed transaction with respect to the OEB’s first two statutory 
objectives.  

 
Objective 1 – Protect consumers with respect to prices and the adequacy, 
reliability and quality of electricity service 

 
• Indicate the impact the proposed transaction will have on consumers with respect 

to prices and the adequacy, reliability and quality of electricity service. 
 

• Provide a year over year comparative cost structure analysis for the proposed 
transaction, comparing the costs of the utilities post transaction and in the 
absence of the transaction. 
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• Provide a comparison of the OM&A cost per customer per year between the 
consolidating distributors. 
 

• Confirm whether the proposed transaction will cause a change of control of any 
of the transmission or distribution system assets, at any time, during or by the 
end of the transaction. 
 

• Describe how the distribution or transmission systems within the service areas 
will be operated. 
 

Objective 2 – Promote economic efficiency and cost effectiveness and to 
facilitate the maintenance of a financially viable electricity industry  
 
• Indicate the impact that the proposed transaction will have on economic 

efficiency and cost effectiveness (in the distribution or transmission of 
electricity), identifying the various aspects of utility operations where the 
applicant expects sustained operational efficiencies (both quantitative and 
qualitative). 
 

• Identify all incremental costs that the parties to the proposed transaction 
expect to incur which may include incremental transaction costs (e.g. legal, 
regulatory), incremental merged costs (e.g. employee severances), and 
incremental on-going costs (e.g. purchase and maintenance of new IT 
systems).  Explain how the consolidated entity intends to finance these costs. 
 

• Provide a valuation of any assets or shares that will be transferred in the 
proposed transaction.  Describe how this value was determined.   
 

• If the price paid as part of the proposed transaction is more than the book 
value of the assets of the selling utility, provide details as to why this price will 
not have an adverse effect on the financial viability of the acquiring utility.   
 

• Provide details of the financing of the proposed transaction. 
 

• Provide financial statements (including balance sheet, income statement, and 
cash flow statement) of the parties to the proposed transaction for the past two 
most recent years.  
 

• Provide pro forma financial statements for each of the parties (or if an 
amalgamation, the consolidated entity) for the first full year following the 
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completion of the proposed transaction. 
 

2.2.5 Rate considerations for consolidation applications 
 
Applicants are required to provide the information with respect to the following rate 
making considerations relating to consolidation: 
 

• Indicate a specific deferred rate rebasing period that has been chosen. 
• For deferred rebasing periods greater than five years: 

o Confirm that the ESM will be as required by the 2015 Report and the 
Handbook 

o If the applicant’s proposed ESM is different from the ESM set out in the 
2015 Report, the applicant must provide evidence to demonstrate the 
benefit to the customers of the acquired distributor 
 

2.2.6 Other Related Matters 
 
Applicants have, in previous consolidation applications, made the following additional 
requests to the OEB which have formed part of the OEB’s determination of a 
consolidation application: 

 
a) Implementation of new or the extension of existing rate riders 
b) Transfer of rate order and licence 
c) Licence amendment and cancellation 
d) Approval to continue to track costs to the deferral and variance accounts 

currently approved by the OEB  
e) Approval to use different accounting standards for financial reporting following 

the closing of the proposed transaction 
 
Applicants are required to provide justification for these types of requests and for any 
other requests for which a determination is being sought from the OEB as part of a 
consolidation application. 

 
 
 
 

- End of document – 
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A. INTRODUCTION 
 
The Ontario Energy Board’s renewed regulatory framework is a comprehensive 
performance based approach to regulation.  The framework sets expectations that 
electricity distributors will seek out efficiencies to increase productivity and manage 
costs. The OEB issued a letter on February 11, 2013, announcing an initiative to assess 
how the OEB’s regulatory requirements for electricity distributors may affect the ability 
of distributors to realize operational or organizational efficiencies (EB-2012-0397).   
 
Consultations with stakeholders took place in early 2013 to review potential changes to 
the OEB’s regulatory requirements that may facilitate efficiency improvements. On 
November 4, 2013, the OEB issued a letter, announcing that it would proceed with a 
further review of its policies related to service area amendments (“SAA”) and rate-
making associated with merger, amalgamation, acquisition and divestiture (“MAADs”) 
transactions.  
 
The report of the Ontario Distribution Sector Review Panel, issued in December 2012, 
set out a vision for consolidation resulting in the less costly and more efficient delivery of 
electricity, with a predicted cost savings of $1.2 billion over the next ten years. When the 
Minister of Energy responded to the Panel’s report, he indicated that he expected that 
the sector would find ways to achieve those savings through more efficient service 
delivery, including negotiated consolidations. This view was carried forward in the 
government’s December 2013 Long Term Energy Plan (“LTEP”), where it is stated that 
the government expects electricity distributors to pursue innovative partnerships and 
transformative initiatives that will result in savings for electricity ratepayers.  
 
On March 31, 2014, the OEB issued a OEB staff Discussion Paper (the “Discussion 
Paper”) providing background on the current policies, summarizing stakeholder input 
received in relation to those policies, and setting out questions for stakeholder comment 
with respect to potential changes to those policies. 
 
On November 13, 2014, the Advisory Council on Government Assets issued its findings 
which included the view that consolidation was needed to encourage modernization of 
the electricity distribution system. 
 
 
 

http://www.ontarioenergyboard.ca/OEB/_Documents/EB-2012-0397/Bdltr_Stakeholder_Mtg_ED_Efficiency_20130211.pdf
http://www.rds.ontarioenergyboard.ca/webdrawer/webdrawer.dll/webdrawer/rec/415506/view/
http://www.rds.ontarioenergyboard.ca/webdrawer/webdrawer.dll/webdrawer/rec/431563/view/
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After considering the government’s policy expectations, the results of the consultations, 
and the OEB’s own expectations that the distribution sector should continue to seek out 
efficiencies especially through consolidation, the OEB has concluded that it will 
proceed at this time with amendments to its rate-making policy associated with 
electricity distributor consolidation.  
 
This Report sets out the OEB’s amendments to its rate-making policy for electricity 
distributors following a MAADs transaction.  
 
The OEB has identified two specific policy matters that it intends to address at this time:   
 

• The duration of the deferral period for rebasing following the closing of a MAADs 
transaction; and, 

 
• A mechanism for adjusting rates to reflect incremental capital investments during 

the deferred rebasing period. 
 
The amendments to the OEB’s policy in relation to each of these matters are discussed 
below. The OEB has also provided clarification regarding the incentive rate mechanism 
that will apply to a distributor during a rebasing deferral period. 
 
B. DEFERRAL PERIOD FOR RATE REBASING  
 
Consolidating distributor(s) may elect to defer rebasing for a period of up to 10 
years after the closing of the transaction.  
 
Consolidating entities that elect a re-basing period of up to five years after the closing of 
the transaction may do so as set out under the current policy1.  
 
Consolidating entities may also apply for an extended rate rebasing deferral period of 
up to 10 years. For the extended period (i.e. – the period between year 5 and year 10), 
the OEB will require the consolidating entity to implement an earnings sharing 
mechanism. The earnings sharing split shall be a 50:50 sharing with customers where 
the return on equity for the consolidated distributor is greater than 300 basis points 
above the allowed rate of return for the consolidated distributor.   

                                            
1 Report of the Board regarding Rate-Making Policies Associated with Distributor Consolidation, issued 
July 23, 2007. 
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The OEB’s current policy with regards to rate issues associated with MAADs 
transactions was developed in 2007, and is found in its Report of the Board regarding 
Rate-making Policies Associated with Distributor Consolidation (the “2007 Policy”).  
 
Under the 2007 Policy, when a distributor applies for approval of a MAADs transaction it 
may propose to defer rebasing of the rates of the consolidated entity for up to five years 
from the date of the closing of the transaction. The purpose of this policy is to allow the 
net savings of a consolidation to accrue to a distributor’s shareholder(s) for an extended 
period. The OEB recognized that providing a reasonable opportunity to use savings to 
at least offset the costs of a MAADs transaction is an important factor in a utility’s 
consideration of the merits of a given consolidation initiative. The five-year period was 
selected based on a review of practice in other jurisdictions, and taking into 
consideration the fact that the maximum duration of any rate plan for distributors at the 
time was three years.  
 
The principal focus of distributor comments received both through the 2013 consultation 
and the responses to the Discussion paper, was concern regarding the length of time 
over which rebasing of a consolidated entity’s rates can be deferred.  
It is the view of distributors that the current policy may not provide sufficient time to 
achieve the savings and efficiency gains necessary to enable the recovery of 
transaction costs. Distributors expressed the view that the risk for shareholders of not 
recovering transaction costs is a significant impediment to consolidation. 
 
Distributors explained that the transition and integration costs of a MAADs transaction, 
although largely incurred upfront can continue for two to four years following the 
completion of the transaction. Whereas efficiency gains and savings resulting from the 
transaction will not start to be realized until the transaction is completed and the new 
entity has begun to operate. Distributors indicated that given the nature and timing of 
these costs and savings, annual net benefits (operational costs less transition and 
integration costs) are in many cases negative during the first two to four years. 
Therefore, it may take anywhere from six to ten years to reach a break-even point, 
where the cumulative savings exceed the cumulative acquisition and integration costs.  
 
Distributors therefore suggested that greater flexibility in terms of the rebasing time 
frame and the ability to retain any achieved savings for a longer deferral period will 
provide encouragement to those who may be interested in pursuing consolidation 
opportunities. 

http://www.ontarioenergyboard.ca/OEB/Industry/Regulatory%20Proceedings/Policy%20Initiatives%20and%20Consultations/Archived%20OEB%20Key%20Initiatives/Rate%20Making%20Policies%20-%20Distributor%20Consolidation
http://www.ontarioenergyboard.ca/OEB/Industry/Regulatory%20Proceedings/Policy%20Initiatives%20and%20Consultations/Archived%20OEB%20Key%20Initiatives/Rate%20Making%20Policies%20-%20Distributor%20Consolidation
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Representatives of consumers expressed the view that savings that result from a 
MAADs transaction should be shared equitably between the distributor’s ratepayers and 
the distributors’ shareholders. There are concerns that extending the deferral period will 
provide an opportunity for shareholders to retain more savings than those necessary to 
recover costs, which may result in a windfall for shareholders at the expanse of 
ratepayers. Ratepayer representatives suggested that for the rebasing to be deferred, 
other benefits for consumers would need to be provided, either in the form of new 
services or, of a certainty of savings that would continue after the rebasing.  
 
Consumer representatives also suggested that allowing a distributor to choose its own 
time for rebasing may not benefit consumers. A distributor that is able to cut costs could 
delay rebasing to keep its savings, but a distributor who experiences higher costs would 
rebase immediately in order to pass those incremental costs on to ratepayers. Such an 
approach would relieve the shareholders of risk at the expense of the ratepayers. There 
were also concerns expressed that allowing shareholders to recover additional savings 
may reduce the market forces that lead to efficient consolidations.  
 
OEB Policy  
 
The OEB believes that the decision to extend the deferred rebasing period for 
distributors who are party to a MAADs transaction supports the OEB’s own 
expectations, as well as those of the government, that the distribution sector should 
continue to seek out efficiencies, especially through consolidation. 
 
The OEB has determined that providing an extension of the allowed deferral period to 
up to 10 years after the closing of the transaction, would address distributors’ key 
concern about the 2007 policy; would reduce the risk of a MAADs transaction, which 
may encourage more consolidation; and would provide distributors with the flexibility to 
manage their own, unique circumstances. 
 
The OEB believes that the requirement for the MAAD’s application to include an 
earnings sharing mechanism (ESM) will address ratepayer concerns that the 
accumulated savings could amount to a windfall for shareholders.  
 
The ESM would operate during the term of the extended deferred rebasing period. (i.e. 
– for any extended periods beyond the initial five year deferral period). The ESM would 
be in keeping with the OEB’s current incentive rate-making policy under which a 
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regulatory review may be initiated if a distributor’s annual reports show performance 
outside of the +/- 300 basis points earnings dead band. In the case of a MAADs 
transaction, if the consolidated entity’s actual ROE rose above the 300 basis points over 
the allowed ROE, the ESM will be implemented. The ESM for the purpose of the 
extended period will employ a 50:50 sharing with customers of excess earnings. This 
sharing provides for the shareholders to continue to recover transaction costs while 
ensuring customers of the consolidated entity will benefit from the efficiencies and 
savings the new distributor has achieved.     
 
During the deferred re-basing period, whether up to five years or beyond five years, 
once the original incentive rate-making period of one of the distributors who are party to 
the transaction expires, the consolidated entities may apply to the OEB for cost-of-
service rate setting for the consolidated entity. The OEB believes that it is in the best 
interest of consumers to have consolidating entities operate as one entity as soon as 
possible after the MAADs transaction. The consolidated entity application will allow the 
OEB to establish rates that reflect the efficiencies from the consolidation transaction. 
Therefore, there is no requirement for the consolidated entity to wait until the deferred 
re-basing period is completed to apply to the OEB for re-basing.   
 
The OEB also notes that despite the ability for consolidated entities to extend the rate 
re-basing period, all other regulatory requirements, including the requirement to file 
Distribution System Plans every five years remain in effect.  
 
The OEB will continue to make use of its monitoring tools, available through distributor’s 
annual reporting requirements, to determine whether the results of MAADs transactions 
for consumers and the industry warrant additional consumer protection measures. If so, 
future changes to the policy may be considered.    
 
 
C. INCREMENTAL CAPITAL INVESTMENTS DURING THE 

DEFERRAL PERIOD 
 
The Incremental Capital Module (“ICM”) will now be available to consolidating 
entities during the rate rebasing period.  
 
When developing the 2007 Policy, the OEB considered the issue of how to deal with 
capital investments during the deferred rebasing period. The OEB determined that it 
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would not establish a mechanism to adjust for capital investment during the deferred 
rebasing period, and suggested that the matter should be considered as part of the next 
incentive regulation review.   
 
Subsequently, in its September 17, 2008, Supplemental Report of the Board on 3rd 
Generation Incentive Regulation for Ontario’s Electricity Distributors, the OEB 
established the Incremental Capital Module (“ICM”) as the mechanism by which 
distributors could seek funding for extraordinary and unanticipated capital investments 
(but not normal expected investments) during the incentive regulation term. Of the three 
RRFE rate-setting options, the ICM application is available only to distributors that have 
chosen the Price Cap IR.   
 
Distributors have indicated that while an extended deferral period may allow for the 
recovery of costs, the treatment of capital investments during this period may reduce 
the benefits of the extension. Some of the distributors suggested that few, if any, 
distributors would be able to operate over an deferred rebasing period without 
incorporating normal and expected capital expenditures into rate base. Their concern is 
that, if capital additions cannot be incorporated into rate base, the shareholder’s rate of 
return would diminish and there would be impacts on financing for capital investments.  
 
Distributors also expressed concern that they will be forced to choose between early 
rate-rebasing to address capital spending, or deferred rebasing in order to enhance the 
viability of a MAADs transaction. In their view, this may have a dampening effect on 
consolidation because the recovery of transaction costs will come at the expense of 
foregoing the recovery of capital expenditures. By contrast, if distributors who are 
considering a MAADs transaction know that they have the ability to apply to the OEB for 
the inclusion of on-going capital investments into rate base during the deferred rebasing 
period, they may be more willing to consider consolidation.  
 
Stakeholders representing consumers suggested that the existing incentive rate-setting 
mechanisms already provide for the funding of capital, and that any additional 
mechanisms may result in an over-recovery from the consumer and could possibly 
reward underperforming distributors. Stakeholders who disagree with the proposed 
approach suggest that there is a risk that using a modified ICM would impact ratepayers 
worse than if no merger took place. Some parties have also suggested that the 
proposed approach would go against objective of the Annual IR which provides 
distributors with opportunity for increased rates, while protecting ratepayers with low 

http://www.rds.ontarioenergyboard.ca/webdrawer/webdrawer.dll/webdrawer/rec/81858/view/
http://www.rds.ontarioenergyboard.ca/webdrawer/webdrawer.dll/webdrawer/rec/81858/view/
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rate stable increases. They are concerned that the proposal would turn Annual IR into 
“Selective IR”, in which the full impacts of a utility’s costs would be deliberately ignored 
by the OEB for as long as the utility wanted. Other stakeholders have suggested that if 
a distributor has the need to incorporate capital investments into rate base, it should go 
through a Custom IR.  
 
On September 18, 2014, the OEB issued the Report of the Board, New Policy Options 
for Funding of Capital Investments: The Advanced Capital Module. In this Report, the 
OEB clarified that the opportunity for requests for review and approvals of incremental 
capital during an IR term will be maintained for projects that were unanticipated at the 
time of the development of a distributors’ system plan, and/or for projects anticipated 
but for which sufficient rationale was not available at the time of the system plan to 
establish need and prudence. The ability to apply for an ACM remains only with those 
distributors who are under the Price Cap IR.  
 
On page 15 of the September 18th Report, the OEB stated the following: 
 

“The Board is of the view that the availability of incremental capital 
funding during the IR term should no longer be limited to non-
discretionary projects. Any discrete project (discretionary or 
otherwise) adequately supported in the DSP (Distribution System 
Plan) is eligible for ACM funding subject to capital funding 
availability flowing from the formula results. The same approach 
shall apply going forward to new projects proposed as ICMs during 
the Price Cap IR term.” (emphasis added) 

 
 
OEB Policy  
 
The OEB believes that the clarification set out in the September 18th Report establishes 
that a distributor may now apply for an ICM that includes normal and expected capital 
investments. This clarification of policy should address the need of those distributors 
who may not consider entering into a MAADs transaction due to concerns over the 
ability to finance capital investments.  
 
The one remaining limitation is that the ability to apply for an ICM continues to be limited 
to those distributors under the Price Cap IR, and it is anticipated that distributors 

http://www.ontarioenergyboard.ca/oeb/_Documents/EB-2014-0219/Board_ACM_ICM_Report_20140918.pdf
http://www.ontarioenergyboard.ca/oeb/_Documents/EB-2014-0219/Board_ACM_ICM_Report_20140918.pdf
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considering a MAADs transaction will be operating under one or more of the other rate 
setting options. The question that needs to be addressed, in the OEB’s view, is the 
situation where one or more distributors that are part of a MAADs transaction are 
operating under Custom IR or Annual IR and the impact of the ICM policy for the 
combined entity. 
 
As discussed in the next section, distributors who are part of a MAADs transaction and 
have their Custom IR plan expire during the deferred rebasing period, would transition 
to the Price Cap IR. Once the distributor has made this transition, it will have the option 
to utilize the ICM consistent with the OEB’s existing approach to incentive regulation. 
 
Distributors who are in the midst of their Custom IR plan at the time of the MAADs 
transaction and consolidate with an entity operating under a Price Cap IR or an Annual 
IR may only apply for an ICM that relates to investments incremental to its Custom IR 
plan. 
 
The OEB believes that its proposal to allow a combined entity who is operating under an 
Annual IR plan to make use of the ICM is reasonable, effective and will address 
distributor’s concerns over capital investment during a deferred rebasing period which 
may encourage consolidation efforts. 
 
The OEB notes that distributors proposing amounts for recovery by way of an ICM must 
be assessed by the OEB through a hearing and must meet the tests of materiality, need 
and prudence. Therefore, ratepayers continue to be protected under the OEB’s 
proposed approach.  Further the OEB is of the view that part of a review of any ICM 
requests by the combined entity, where one of the combined distributors was on a 
Custom IR, would include a test to determine whether the requested amounts for ICM 
recovery were separate from the amounts that had been included in the distributor’s 
Custom IR plan.   
 
In regards to making an application for an ICM, the materiality thresholds for purposes 
of the ICM policy shall be calculated based on the individual distributor’s accounts, i.e. 
depreciation expense, and not the consolidated entity’s. 
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D. INCENTIVE MECHANISM DURING THE DEFERRAL PERIOD  
 
Under its renewed regulatory framework, the OEB has established three rate-setting 
approaches for distributors. A distributor may now choose amongst: Custom IR, Price 
Cap IR, and Annual IR.  
 
As there are now three rate-setting options available to distributors, there will be 
potential for parties to a MAADs transaction to be on different rate options at the time of 
consolidation. The question that arises is which plan would apply to a distributor where 
its current approved rate plan ends during the deferred rebasing period 
 
Distributor groups have suggested the consolidated entity should be allowed to continue 
under the existing Custom IR plan during the deferred re-basing period. Ratepayer 
groups believe the consolidated entity should undergo a Custom IR as soon as 
possible, in order to ensure any savings are properly shared.  
 
Continuing to operate under a Custom IR where this is a form of rate adjustment is not 
feasible as the OEB has not approved rates for that distributor beyond the initial five 
years. Also, requiring a merged entity to undergo a Custom IR immediately would be 
counter to the intent of the 2007 policy as the consolidated entity would immediately 
lose any efficiency savings it expected to pay for transaction costs. 
 
OEB Policy 
 
The OEB wishes to clarify which incentive rate plan would apply to distributors who are 
party to a MAADs transaction during any deferred rebasing period after the distributors 
original IR plan is complete.  
 

• A distributor on Price Cap IR, whose plan expires, would continue to have its 
rates based on the Price Cap adjustment mechanism during the remainder of the  
deferral period. This approach is consistent with the current policy.   

 
• A distributor on the Annual IR, whose plan expires, would continue to have rates 

based on the Annual IR index, until it selects a different option. This approach is 
consistent with the current policy, as there is no set rate rebasing timeframe 
under the Annual IR. 
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• A distributor on Custom IR, whose plan expires, would move to having rates 
based on the Price Cap IR adjustment mechanism, during the remainder of the 
deferral period.  

 
The OEB believes that its proposal is in keeping with the original 2007 Policy and 
RRFE’s focus on reducing regulatory burden and costs. This proposal will also assist in 
the efficient implementation of a deferred rebasing period, which in turn will support the 
objective of finding efficiencies through consolidation.  
 
E.  NEXT STEPS  
 
The policy changes made by the OEB are intended to encourage efficient and beneficial 
consolidation transactions within the electricity distribution sector. The OEB has made 
changes that reflect concerns of the industry with the current policy while ensuring 
consumers will benefit through earlier rebasing or sharing of savings.   
 
Some of the policy changes outlined in the Report will require amendments to be made 
to the MAADs filing requirements. In the case of the policy statements that have been 
made in the Report, these are summarized below and are considered amendments to 
the existing policies.  
 

1. Allow consolidating entities to choose a deferred rebasing period of up to 10 
years after the closing of the transaction. Those consolidating entities that elect a 
re-basing period of only up to five years may do so as set out under the current 
policy. 

 
2. Those consolidating entities requesting a deferred re-basing period of greater 

than five years will be required to present the OEB with an ESM plan that would 
be implemented if the consolidated entity’s ROE was greater than 300 basis 
points above the allowed ROE as set out under the incentive regulation policy. 
The ESM will be based on a 50:50 sharing of excess earnings with consumers. 

 
3. Distributors who are party to a MAADs transaction, and are operating under an 

Annual IR plan have the option to use the Incremental Capital Module during the 
deferred rebasing period. 
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4. Distributors who are party to a MAADs transaction that are on the Price Cap IR at 
the time of consolidation will to continue to have their rates adjusted under the 
same mechanism until rebasing. In the case of distributors on the Annual IR the 
consolidated distributor would continue to operate under the Annual Index option 
unless and until it selects a different option.  Distributors whose Custom IR plan 
expires during the deferred rebasing period will move to the Price Cap IR.  
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1 Introduction 

1.1 Purpose 
This document sets out the policy of the Ontario Energy Board for a framework for new 
transmission investment in Ontario, in particular with regard to transmission project 
development planning.  The policy describes how project development planning will 
work in conjunction with existing Board processes for licensed transmitters. 

This policy is the end result of a consultation on facilitation of the timely and cost 
effective development of major transmission facilities that may be required to connect 
renewable generation in Ontario.  The goal is the implementation of a process that 
provides, among other things, greater regulatory predictability in relation to cost 
recovery for development work.  The Board believes that this policy will:  

 allow transmitters to move ahead on development work in a timely manner; 

 encourage new entrants to transmission in Ontario bringing additional resources 
for project development; and 

 support competition in transmission in Ontario to drive economic efficiency for the 
benefit of ratepayers. 

This introduction includes a background of the issue and history of the consultation.  
Section 2 of this paper describes principles and goals that the Board used to evaluate 
staff’s proposal and the stakeholder comments in order to devise the final policy.  
Section 3 outlines the licensing process for transmitters intending to participate in the 
Board designation process.  Section 4 outlines the process to be followed in designating 
a transmitter to undertake development work on enabler facilities and network 
expansions including: the method for identification of eligible projects; the trigger for the 
process; the decision criteria for designation and the filing requirements intended to 
solicit the information; and the implications of approval of a plan.  

The Filing Requirements for Transmission Project Development Planning are published 
under separate cover on the Board’s website1.  

                                            

 
1 
http://www.oeb.gov.on.ca/OEB/Industry/Rules+and+Requirements/Rules+Codes+Guidelines+and+Forms  
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1.2 Background 
As a consequence of the passage of the Green Energy and Green Economy Act, 2009 
(“GEA”), there has been enormous interest in connecting renewable generation to both 
distribution and transmission systems.  However, the ability of existing or approved 
transmission facilities in Ontario to accommodate more generation is limited.  Based in 
part on the number of applications for contracts under the Feed-in Tariff (“FIT”) 
program, the Board understands that significant investment in transmission 
infrastructure will be required to accommodate current FIT applicants as well as any 
future renewable generation projects. 

Advance knowledge of the location and timing of new infrastructure should allow 
developers to site prospective generation projects along anticipated transmission 
corridors in order to reduce overall connection costs.  Developers should be able to 
anticipate development of the system and plan its construction schedule to coincide with 
economic connection.   

Board staff met with licensed transmitters to discuss how the transmission planning 
process might work.  Transmitters have indicated the need for a clear process, including 
an articulation of the overall transmission planning, approval and rate recovery 
framework.  

On April 19, 2010, the Board released a staff Discussion Paper2 for comment by 
stakeholders.  Board staff’s proposals built on earlier work by the Board with respect to 
transmission connection cost responsibility and in particular on the process that the 
Board has developed for “enabler” transmission facilities.  Staff’s proposals focused 
specifically on development work for projects identified by the Ontario Power Authority 
(“OPA”) as it assesses transmission investments associated with the connection of 
generation under the FIT program. 

The Board received 27 comments3 on staff’s proposals from entities representing a 
variety of stakeholder groups:  current Ontario transmitters and those who would be 
new to Ontario; generator groups; ratepayer groups; special interest groups; one 
distributor; the IESO and the OPA. 

                                            

 
2 http://www.oeb.gov.on.ca/OEB/_Documents/EB-2010-0059/Staff_paper_Tx_Project_Dev_20100419.pdf  
3 Complete text of stakeholder comments is available at the Board’s website at: 
http://www.oeb.gov.on.ca/OEB/Industry/Regulatory+Proceedings/Policy+Initiatives+and+Consultations/Tr
ansmission+Project+Development+Planning/Transmission+Project+Development+Planning  
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2 Board Principles  
The Board’s goal in developing a policy for transmission project development planning 
is to facilitate the timely development of the transmission system to accommodate 
renewable generation.   

In developing this policy, the Board is guided by its objectives in relation to the electricity 
sector under the Ontario Energy Board Act, 1998 (the “OEB Act”). Of particular 
relevance in this instance are the objectives of protecting the interests of consumers 
with respect to price, quality and reliability of electricity supply and facilitating economic 
efficiency in the development of the transmission system including the maintenance of a 
financially viable electricity industry.  Also important in this instance is the new objective 
of the Board to promote the use of energy from renewable generation sources. 

The Board has previously identified the principles it uses in fulfilling its objectives in 
transmission policy4:  economic efficiency; regulatory predictability; and administrative 
efficiency.  The Board has reviewed the staff proposal and the stakeholder comments 
with the goal of fulfilling its objectives and promoting these principles. 

Within the context of transmission investment policy, economic efficiency can be 
understood to mean achieving the expansion of the transmission system in a cost 
effective and timely manner to accommodate the connection of renewable energy 
sources.  The Board believes that economic efficiency will be best pursued by 
introducing competition in transmission service to the extent possible within the current 
regulatory and market system.   

Regulatory predictability allows proponents to understand how and on what basis 
regulatory decisions are likely to be made.  The Board achieves this through policy 
statements and guidance to the industry and through transparent processes leading to 
consistency in the determinations it makes and the orders that it issues.  Transmission 
planning is an ongoing procedure.  The Board intends to put in place a transmission 
investment policy and project development planning process that is robust enough to 
provide consistency of process through many cycles of planning.   

Administrative efficiency relates to the level of effort required from the perspective of 
proponents and other interested parties for effective participation in processes.  In 

                                            

 
4 Most recently in the Staff Discussion Paper: Generation Connections for Transmission Connection Cost 
Responsibility Review (EB-2008-0003) available at: 
http://www.oeb.gov.on.ca/OEB/_Documents/EB-2008-0003/Staff_Discussion_Paper_20080708.pdf  
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devising this process, the Board has sought to avoid duplication and unnecessary effort 
for transmitters, Board staff and other stakeholders. 

Taken together, regulatory predictability and administrative efficiency should facilitate 
investment, planning and decision-making by transmission proponents and should help 
them to manage business risks. 

These aims are consistent with broader movements in energy regulation around the 
world.  In particular, the United Kingdom and the United States are both currently 
consulting on policy changes along similar lines. 

Ofgem in the U.K. is proposing5 to evolve its regulatory framework to the RIIO model: 
Revenue set to deliver strong Incentives, Innovation and Outputs.  Ofgem 
acknowledges that changes are needed to “meet the demands of moving to a low 
carbon economy…whilst maintaining safe, secure and reliable energy supplies”6.  
Ofgem’s new proposed framework to deliver long-term value for money for network 
services includes involving third parties in design, build, operation and ownership of 
large, separable enhancement projects.  Third party participation is to be considered 
where long-term benefits, especially for new technologies, new delivery solutions and 
new financing arrangements, are expected to exceed long-term costs.  Ofgem would be 
responsible for any competitive process. 

FERC in the U.S. released a Notice of Proposed Rulemaking on June 17, 2010. 

“With respect to transmission planning, the proposed rule would (1) provide that 
local regional transmission planning processes account for transmission needs 
driven by public policy requirements established by state or federal laws or 
regulations; (2) improve coordination between neighbouring transmission planning 
regions with respect to interregional facilities ; and (3) remove from Commission-
approved tariffs or agreements a right of first refusal created by those documents 
that provides an incumbent transmission provider with an undue advantage over a 
nonincumbent transmission developer.”7  

                                            

 
5 “Regulating energy networks for the future: RPI-X@20 Recommendations” available at: 
 http://www.ofgem.gov.uk/Pages/MoreInformation.aspx?file=RPI-
X@Recommendations.pdf&refer=Networks/rpix20/ConsultDocs  
6 Ibid: Executive Summary. 
7 The Notice of Proposed Rulemaking: Transmission Planning and Cost Allocation By Transmission 
Owning and Operating Public Utilities (Docket No. RM10-23-000) by the Federal Energy Regulatory 
Commission, pg 1. available at: 
http://www.ferc.gov/whats-new/comm-meet/2010/061710/E-9.pdf . 
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PHASE 1 DECISION AND ORDER  
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INTRODUCTION 

On February 2, 2012, the Ontario Energy Board issued notice that it was initiating a 
proceeding to designate an electricity transmitter to undertake development work for a 
new electricity transmission line between Northeast and Northwest Ontario: the East-
West Tie line.  The Board assigned File No. EB-2011-0140 to the designation 
proceeding.  Seven transmitters registered their interest in the designation process. 
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Additional criteria, other than First Nation and Métis issues 

The submissions of parties contained several proposals for additional criteria.  The 
Board will not add a specific additional criterion relating to facilitating competition and 
new entrants.  The facilitation of competition and the encouragement of new entrants to 
transmission in the province was part of the context for the Board’s Policy, and are 
being recognized by the initiation of this designation process.  Any applicant who wishes 
to bring evidence of any advantage to Ontario ratepayers of the designation of a new 
entrant for this project is invited to do so as part of the “other factors” criterion. 

The Board finds that there is no need to create additional criteria related to the provision 
of socio-economic benefits, the ability to mitigate environmental impacts, regulatory 
expertise, or location-specific experience.  Each of these issues will be considered to 
some degree under the criteria “technical capability” and “organization”.  The Board 
notes that mitigation of environmental and socio-economic impacts is considered as 
part of the Environmental Assessment process.  The Board will not require evidence of 
an applicant’s ability to mitigate these impacts, but will require evidence of the 
applicant’s ability to successfully complete regulatory processes similar to Ontario’s 
Environmental Assessment process. 

With respect to regulatory expertise, the Board will require evidence under the criterion 
“technical capability” of an applicant’s ability to successfully complete the regulatory 
processes necessary for the construction and operation of the line.   

The Board will not necessarily favour experience in Ontario over experience in other 
jurisdictions.  It is important that the designated transmitter be fully capable of 
constructing and operating an electricity transmission line that meets the needs 
identified by the OPA and the Independent Electricity System Operator (“IESO”) in the 
location proposed in the transmitter’s plan.  However, the experience necessary to 
achieve this capability may have been gained in other jurisdictions.  The Board invites 
applicants to bring evidence of their experience and to demonstrate its relevance to the 
East-West Tie line project. 

The Board finds that three additional criteria are appropriate to address the specific 
circumstances of this designation process.  The Board will add the new criterion 
“Proposed Design for the East-West Tie Line”.  In creating this additional criterion, the 
Board has particularly considered the submissions of Board staff, the IESO, RES, the 
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 (b) reject the implementation plan and refer it back to 
the IESO or the Board, as the case may be, for fur-
ther consideration and resubmission to the Minis-
ter. 

  b) soit le rejette et le renvoie à la SIERE ou la Com-
mission, selon le cas, pour étude plus approfondie 
et nouvelle présentation. 

Same 

 (6)  Subsection (5) applies with necessary modifica-
tions to,  

 Idem 

 (6)  Le paragraphe (5) s’applique, avec les adaptations 
nécessaires : 

 (a) amendments to implementation plans submitted 
under subsection (3) or (4); and 

  a) aux modifications des plans de mise en oeuvre pré-
sentées en vertu du paragraphe (3) ou (4); 

 (b) implementation plans or amendments to implemen-
tation plans resubmitted to the Minister under 
clause (5) (b). 

  b) aux plans de mise en oeuvre ou aux modifications 
de ceux-ci présentés de nouveau au ministre en ap-
plication de l’alinéa (5) b). 

Procurement contracts 

Definition 

 Contrats d’acquisition 

Définition 

 25.32  (1)  In this section,   25.32  (1)  La définition qui suit s’applique au présent 
article. 

“implementation plan” means an implementation plan 
submitted by the IESO and approved under clause 
25.31 (5) (a), including any amendments to the imple-
mentation plan that are submitted by the IESO and ap-
proved under that clause. 

 «plan de mise en oeuvre» Plan de mise en oeuvre présenté 
par la SIERE et approuvé en application de l’alinéa 
25.31 (5) a), y compris les modifications du plan qui 
sont présentées par la SIERE et approuvées en applica-
tion de cet alinéa. 

Entering into contracts 

 (2)  The IESO shall, if required to do so under an im-
plementation plan or a directive issued under subsection 
(5), and may, if an implementation plan provides the au-
thority to do so, enter into contracts for the procurement 
of, 

 Conclusion de contrats 

 (2)  Si elle y est tenue par un plan de mise en oeuvre ou 
une directive donnée en vertu du paragraphe (5) et si elle 
y est autorisée par un plan de mise en oeuvre, la SIERE 
conclut des contrats d’acquisition visant l’obtention, selon 
le cas : 

 (a) electricity supply, capacity or storage;    a) d’un approvisionnement en électricité ou d’une 
capacité de production ou de stockage d’électricité; 

 (b) changes in electricity demand;   b) de changements de la demande d’électricité; 

 (c) measures related to the conservation of electricity 
or the management of electricity demand; or 

  c) de mesures concernant la conservation de l’électri-
cité ou la gestion de la demande d’électricité; 

 (d) transmission systems or any part of such systems, 
including the development of all or part of such 
systems. 

  d) de réseaux de transport ou de toute partie de tels 
réseaux, y compris l’aménagement de tout ou par-
tie de tels réseaux. 

Transmitters 

 (3)  Despite clause (2) (d), the IESO is not required to 
enter into a contract under subsection (2) in order to select 
a transmitter, unless the applicable implementation plan 
or directive provides otherwise. 

 Transporteurs 

 (3)  Malgré l’alinéa (2) d), la SIERE n’est pas tenue de 
conclure de contrat en application du paragraphe (2) en 
vue de choisir un transporteur, sauf disposition contraire 
du plan de mise en oeuvre ou de la directive applicable. 

Resolution of procurement contract disputes 

 (4)  The parties to a procurement contract shall ensure 
that the contract provides a mechanism to resolve any 
disputes between them with respect to the contract. 

 Règlement des différends 

 (4)  Les parties à un contrat d’acquisition veillent à ce 
qu’il prévoie un mécanisme de règlement des différends 
en lien avec le contrat.  

Directives requiring IESO to undertake RFPs, etc. 

 (5)  The Minister may, subject to the approval of the 
Lieutenant Governor in Council, issue directives requiring 
the IESO to undertake any request for proposal, any other 
form of procurement solicitation or any other initiative or 
activity that relates to a matter listed in subsection (2). 

 Directives obligatoires 

 (5)  Sous réserve de l’approbation du lieutenant-
gouverneur en conseil, le ministre peut, par directive, or-
donner à la SIERE de lancer une demande de proposi-
tions, une autre invitation à soumissionner ou toute autre 
initiative ou activité portant sur un domaine indiqué au 
paragraphe (2). 

http://www.ontario.ca/laws/statute/98e15%23s25p32s3
http://www.ontario.ca/laws/statute/98e15%23s25p32s4p1
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Ontario Energy Board (Board Staff)  INTERROGATORY #3  1 

 2 

Interrogatory 3 

 4 

Ref: Exhibit A, Tab 2, Schedule 1, Page 7 5 

 6 

Hydro One states that incremental transaction costs will be financed through productivity 7 

gains associated with the transaction and will not be included in either GLPT or Hydro 8 

One’s revenue requirement and thus will not be funded by ratepayers. 9 

 10 

a) Please provide the magnitude of the incremental transaction costs that will be 11 

incurred as a result of this transaction. 12 

 13 

Response 14 

 15 

Incremental transaction costs are described in Exhibit A, Tab 2, Schedule 1, Page 7.  HOI 16 

expects to incur these types of costs in two phases. 17 

 18 

Phase 1 (2016) 19 

  20 

In phase 1, costs associated with negotiating the transaction and obtaining all required 21 

regulatory approvals as well as initial steps to integrate GLPT and Hydro One financial 22 

systems will be incurred. The major integration activity during this period is loading and 23 

validating GLPT’s financial data into Hydro One’s financial systems.  This will provide 24 

functionality for monthly trial balance uploads, intercompany transactions and reporting. 25 

This phase is estimated to cost approximately $3,500,000. 26 

 27 

Phase 2 (2018, and early 2019) 28 

 29 

In this phase, in preparing for a seamless transition and full operational integration, 30 

Hydro One will be completing a number of discovery / collection activities, including: 31 

 32 

• Collect data / drawings and prepare for data loading 33 

• Assess data systems structural setup for integration and testing 34 

 Implement nomenclature solutions (data systems, diagrams, prints, Operating / 35 

NMS) 36 

 Prepare operations to be integrated into OGCC Control / NMS / SCADA 37 

environment 38 

 Prepare for migration of all IT / Database management information into existing 39 

Hydro One tools 40 

 41 

Full operational integration entails all finance tools, new equipment assets, database 42 

updates, customer conversions, settlements, supply chain, human resources, 43 
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telecommunications, work management, and full SCADA integration. This process will 1 

commence in the latter half of 2018 (and into early 2019).  The estimated cost of these 2 

activities is $3.9M. 3 
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Energy Probe  INTERROGATORY #4  1 

 2 

Interrogatory 3 

 4 

References: Exhibit A, Tab 2, Schedule 1, Page 3 and Exhibit A, Tab 3, Schedule 1, Page 5 

1 6 

 7 

a) Please confirm Hydro One Tx and GLPT rates recently have been set for a two year 8 

period based on a Revenue Requirement based on Cost of Service. 9 

 10 

b) Please provide for each entity, the annual Revenue Requirement and the realized rate 11 

of return for the period 2010-2015. 12 

 13 

c) Leaving aside relative size argument(s), please explain why a 10 year rebasing for 14 

GPLT is appropriate for Hydro One and for existing ratepayers? 15 

 16 

d) Given the historic revenue requirements for Hydro One TX and GLPT, please explain 17 

why inflation is an appropriate escalator for GPLT revenue requirement post 2019?  18 

 19 

Response 20 

 21 

a) Confirmed. Hydro One’s current transmission revenue requirement for 2015 and 22 

2016 was set under cost of service application (EB-2014-0140).  On May 31, 2016, 23 

Hydro One submitted a 2 year cost of service revenue requirement application for 24 

2017 and 2018, EB-2016-0160.   25 

 26 

GLPT’s revenue requirement for 2015 and 2016 was also set under a cost of service 27 

application (EB-2014-0238).  GLPT expects to file a cost of service revenue 28 

requirement application later in 2016 for 2017 and 2018. 29 

 30 

b)  31 

 32 

 2010 2011 2012 2013 2014 2015 

Hydro One Revenue Requirement ($M) 1,217.7 1,299.5 1,385.1 1,390.8 1,446.4 1,477.3 

Hydro One Realized Return on Equity (%) 10.49 10.95 12.41 13.22 13.12 10.93 

GLPT Revenue Requirement ($M) 34.2 34.8 36.1 38.1 38.7 39.6 

GLPT Realized Return on Equity (%) 11.03 10.94 11.86 11.51 11.42 9.66 

 33 

c) HOI relied on the Handbook, in selecting a 10 year deferral period. Specifically, page 34 

12 of the Handbook permits deferral of rebasing for up to 10 years and states that the 35 

extent of the deferred rebasing period is at the option of the applicant and no 36 

supporting evidence is required to justify the selection of the deferred rebasing 37 

period.  In allowing this, the OEB requires the applicant to identify the specific 38 
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number of years for which deferral is sought.   HOI has provided this information. 1 

 2 

d) GLPT’s historical revenue requirement has increased on average at a rate of 3% per 3 

year over the 2010-2015 period.  See part b) above. The GDP inflation rate over the 4 

same time period averages approximately 1.6%1.  As a result, increasing GLPT 5 

revenue requirement by the rate of inflation is an appropriate escalator. 6 

                                                 
1 From OEB distributors inflation factors (2011-1.3%; 2012-2.0%’ 2013-1.6%; 2014-1.7%; 2015-1.6%) 
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1 INTRODUCTION AND SUMMARY 
 

This is the Decision of the Ontario Energy Board (OEB) regarding an application 
seeking various approvals filed by Hydro One Inc., Hydro One Networks Inc. (Hydro 
One) and Woodstock Hydro Services Inc. (Woodstock).  

Hydro One Inc. requests OEB approval to purchase all of the shares of Woodstock 
Hydro Holdings Inc., which owns Woodstock. As part of this purchase, the OEB is also 
asked to approve: (a) a one percent reduction in Woodstock’s 2014 electricity 
distribution rates, to be frozen for five years until 2020; (b) the transfer of Woodstock’s 
distribution system to Hydro One; (c) the transfer of Woodstock’s electricity distribution 
licence and rate order to Hydro One; and (d) deferral of rate rebasing for Woodstock for 
up to ten years from the date of closing the share purchase transaction. 

The following sections of the Ontario Energy Board Act, 1998 (the Act) provide the OEB 
with authority to decide these applications:   

• Section 86, which requires OEB approval for a merger, acquisition of shares, 
divestiture or amalgamation that results in a change of ownership or control of an 
electricity transmitter or distributor   

• Section 78, which allows the OEB to set rates, including the rate reduction that 
Woodstock is proposing for electricity distribution service until 2020  

• Section 18, by which the OEB may transfer an authority or a licence given by the 
OEB 

The OEB’s Combined Decision1 established the scope of issues that the OEB considers 
in deciding section 86 applications and ruled that the relevant test is “no harm”. Under 
the no harm test, the OEB considers whether the proposed transaction would have an 
adverse effect relative to the status quo in relation to the OEB’s statutory objectives set 
out in section 1 of the Act. If the proposed transaction would have a positive or neutral 
effect on the attainment of the statutory objectives, then the OEB should grant the 
application. 

In reaching its decision in this case, the OEB was assisted by the participation of 
intervenors and OEB staff.   

                                            
1 RP-2005-0018/EB-2005-0234/EB-2005-0254/EB-2005-0257 
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The OEB has determined that the proposed share purchase transaction and the 
proposed transfer of Woodstock’s distribution system to Hydro One meet the no harm 
test.  

The OEB approves these transactions as well as the proposed rate reduction and the 
transfer of Woodstock’s electricity distribution licence and rate order to Hydro One.  

The OEB is not prepared to grant the request for the deferral of rate rebasing for 
Woodstock for up to ten years from the date of closing the share purchase transaction. 
The OEB finds that there is insufficient evidence to support a ten year deferral and 
instead approves a deferral of rate rebasing for Woodstock for a period of five years 
from the date of closing of the share purchase transaction. 

The OEB has placed certain conditions on its approval of these applications, which are 
set out in detail in this Decision. 
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2 THE APPLICATION 
 

Hydro One Inc., Hydro One and Woodstock filed related applications with the OEB on 
July 11, 2014 for the following: 

1. Hydro One Inc. applied for leave to purchase all of the issued and outstanding 
shares2 of Woodstock Hydro Holdings Inc. under section 86(2)(b) of the Act.  

2. Woodstock applied for inclusion of a rate rider in its 2014 OEB approved rate 
schedule to give effect to a 1% reduction relative to 2014 base electricity delivery 
rates (exclusive of rate riders) under section 78 of the Act. 

3. Woodstock applied for leave to dispose of its distribution system to Hydro One under 
section 86(1)(a) of the Act. 

4. Woodstock applied for leave to transfer its distribution licence and rate order to 
Hydro One under section 18 of the Act.  

The applications were amended on May 22, 2015 to add an additional request based on 
a new policy of the OEB released on March 26, 2015. 

Hydro One requested approval to defer the rate rebasing of Woodstock for up to ten 
years from the date of closing of the proposed transaction.  

As part of its proposal for deferral of rate rebasing, Hydro One has proposed an 
earnings sharing mechanism for years 6 to 10 after the date of closing. 

The OEB issued its Notice of Applications and Hearing on July 31, 2014, inviting 
intervention and comment. The OEB approved intervention requests by the School 
Energy Coalition (SEC), the Corporation of the Township of Zorra and the Concerned 
Citizens against the Sale of Woodstock Hydro (Concerned Citizens).  

The OEB provided for interrogatories and submissions on the application and held two 
days of oral hearing. At the end of the first day of hearing on January 15, 2015, the OEB 
adjourned the hearing to consider the relevance of documents provided on a 
confidential basis by Woodstock to the OEB hearing panel during the hearing. The OEB 
issued a decision on this issue on May 8, 2015. Hydro One and Woodstock filed a letter 
amending the application on May 12, 2015 and, at the request of the OEB, filed 
additional evidence on May 22, 2015. The OEB reconvened the oral hearing on May 27, 
2015. 
                                            
2 Hydro One Inc.states that for purposes of tax planning it will use a numbered company to own the 
purchased shares on an interim basis, but that Hydro One Inc. will then become the owner of the shares. 
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3 REGULATORY PRINCIPLES 

3.1 The No Harm Test  

The OEB’s decision in RP-2005-0018/EB-2005-0234/EB-2005-0254/EB-2005-0257 (the 
Combined Decision) established the scope of issues that the OEB considers in deciding 
section 86 applications and ruled that the relevant test is “no harm”. The Combined 
Decision has been considered in detail in recent OEB decisions3.  

The no harm test involves consideration of whether the proposed transaction would 
have an adverse effect in relation to the OEB's statutory objectives. If the proposed 
transaction would have a positive or neutral effect on the attainment of the statutory 
objectives, then the application should be granted. The statutory objectives to be 
considered are those set out in section 1 of the Ontario Energy Board Act:  

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

b) 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  

c) 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 

d) To facilitate the implementation of a smart grid in Ontario 
e) 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  

At the time the Combined Decision was issued, the Act contained only the first two of its 
current section 1 objectives.  

The issues raised by the parties in this proceeding relate to the first three objectives. 
However, the OEB must be guided by all five objectives in section 1, if they are relevant 
                                            
3 Hydro One Inc./Norfolk Power Distribution Inc. EB-2013-0196/EB-2013-0187/EB-2013-0198 
Cambridge and North Dumfries/Brant County Power Inc. EB-2014-0217/EB-2014-0223 
Hydro One Inc./Haldimand County Hydro Inc. EB-2014-0244  
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to the application before it. In this case, the OEB finds that there is no reasonable 
indication that harm could potentially be caused by the proposed transaction in relation 
to the last two objectives in section 1 and is therefore focusing its consideration of the 
no harm test in relation to the first three objectives. 

While each of these objectives is considered separately, the OEB does not agree with 
the submission made by SEC that each objective must be individually satisfied in order 
to pass the no harm test. The OEB considers whether the no harm test is satisfied 
based on an assessment of the cumulative effect of the transaction on the attainment of 
the objectives. 

3.2 OEB Policy on Rate-making Associated with Consolidation 

The OEB set out its policies on rate-making associated with consolidation in its report 
entitled "Rate-making Associated with Distributor Consolidation" issued July 23, 2007 
(the 2007 Report) and a further report which was issued on March 26, 2015 (the 2015 
Report). 

2007 Report 

The 2007 Report permitted distributors that apply to the OEB for approval of a 
consolidation transaction to defer the rate rebasing of the consolidated entity for up to 
five years from the date of closing of the transaction to allow a time period in which 
efficiency gains due to the consolidation could offset transaction costs.  

The 2007 Report stated that the issue of rate harmonization of the utilities comprising 
the consolidated entity is better examined at the time of rebasing of rates of the 
consolidated entity. While the application to approve the transaction would not address 
the setting of new rates for the consolidated entity, parties are required to indicate in 
their application whether they intend to undertake a rate harmonization process after the 
proposed transaction is completed and if they do, to provide a description of the plan. 

The 2007 Report also stated that it is not appropriate for a distributor to be permitted to 
recover an acquisition premium or net consolidation losses in whole or in part through 
rates while retaining the realized benefits of the transaction over the deferral period. 

2015 Report 

In response to concerns that the existing OEB policy on rate setting for consolidation 
may be adversely impacting further consolidation in the electricity distribution sector, the 
OEB issued a revised policy in March of 2015. In the 2015 Report, the OEB extended 
the potential rate rebasing deferral period, stating that consolidating distributors may 
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apply to defer rebasing for a period of up to 10 years after the closing of the transaction. 
The OEB set out its expectations for the deferral period as follows: 

a) For the extended period (i.e. the period between year 5 and year 10), 
the OEB requires the consolidating entity to implement an earnings 
sharing mechanism (ESM) of 50:50 sharing with customers where the 
return on equity (ROE) for the consolidated distributor is greater than 
300 basis points above the allowed ROE for the consolidated distributor. 
 

b)  A distributor who is on a Price Cap IR or Annual IR may apply for an 
Incremental Capital Module (ICM) that includes normal and expected 
capital investments during a deferred rebasing period.   

 
c)  The following incentive rate plans will apply during any deferred rebasing 

period after a distributor's original incentive regulation (IR) plan is 
complete: 

 A distributor on Price Cap IR will continue to have its rates I.
based on the Price Cap adjustment mechanism during the 
remainder of the deferral period. 

 A distributor on the Annual IR will continue to have rates based II.
on the Annual IR index, until it selects a different option. 

 A distributor on Custom IR will move to having rates based on III.
the Price Cap IR adjustment mechanism, during the remainder 
of the deferral period.  
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4 APPLICATION OF THE PRINCIPLES TO THE APPLICATION  
 

4.1 The No Harm Test 
 

Price, Cost Effectiveness and Economic Efficiency 

Hydro One submitted that the proposed transaction protects Woodstock customers 
through: (a) a commitment to freeze base electricity distribution delivery rates for a 
period of five years from closing of this transaction, and (b) a 1% reduction on base 
distribution delivery rates for that period. In Hydro One's view, these measures provide 
Woodstock customers with protection against rate increases that could have occurred 
over that same time period if the transaction had not proceeded.   

In its application and response to Board Staff Interrogatory No. 1, Hydro One has 
provided a description of where it expects to achieve cost savings and operational 
efficiencies through the proposed transaction and an outline of expected capital 
expenditure savings. 

Hydro One's evidence is that operational efficiencies from the elimination of duplication 
and economies of scale in various aspects of utility operations result in operating and 
capital savings, both immediate and over time, which will provide long-term benefits to 
ratepayers relative to the status quo.    

Hydro One identified geographic contiguity benefits resulting from being situated 
immediately adjacent to Woodstock’s service area. These include rationalization of local 
space needs through the elimination or re-purposing of duplicate facilities such as 
service centres, more efficient scheduling of operational and maintenance work and 
dispatch of crews, and more efficient utilization of work equipment. Hydro One 
submitted that this leads to lower capital replacement needs over time, and more 
rational and efficient planning and development of the distribution system. 

Hydro One submitted that efficiency gains are also expected from the elimination of 
redundant administrative and processing functions. These include reductions in back-
office and senior management staff, corporate governance costs, the number of 
regulatory filings, information technology costs, and the use of external consultants and 
contractors. Hydro One also argued that savings due to economies of scale can be 
expected due to the larger customer base resulting from consolidation. This would apply 
to functions such as billing, customer care, human resources and financial systems.  
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Hydro One provided a year over year comparative cost structure analysis for the 
proposed transaction, reflecting overall expected operations, maintenance and 
administrative (OM&A) savings based on comparing Woodstock, remaining as a stand-
alone distribution utility, to having the Woodstock operations integrated into Hydro 
One’s existing operations. Hydro One presented three scenarios with respect to 
efficiency savings:  a medium cost scenario representing the base case and high and 
low cost scenarios illustrating a plus/minus 20% variation on Hydro One's forecast. 
Using the medium cost scenario, Hydro One projected net annual cost savings from the 
transaction of approximately $3.0 million in OM&A costs and approximately $1.0 million 
in capital expenditure costs. Hydro One submitted that ongoing OM&A savings will 
result in downward pressure on the Woodstock ratepayer’s cost structure.  

Hydro One confirmed in its testimony4 that the forecasted OM&A costs do not include 
overhead costs whereas the Woodstock status quo scenario does. Hydro One’s 
evidence is that costs for Woodstock as a stand-alone utility take into account 
depreciation and interest costs whereas costs of this nature will form part of the broader 
Hydro One asset portfolio as Woodstock operations become integrated with Hydro 
One’s existing operations. Hydro One did state, however, that the costs used to 
underpin future rate designs will include the full allocation of common costs, including 
corporate overheads. 

OEB staff submitted that the evidence provided by Hydro One supported the claim that 
the proposed transaction can reasonably be expected to result in cost savings and 
operational efficiencies, but that the forecasted savings can be expected to be lower 
than projected as the forecast of the Hydro One costs does not include all the OM&A 
costs that will be allocated to Woodstock.  

OEB staff submitted that if the OEB approves the transaction, the OEB should require 
Hydro One to file a report with the first rate application for the Woodstock existing 
customers that includes all costs associated with serving the Woodstock service area, 
delineating the savings achieved as a result of the proposed transaction and how those 
savings will be allocated. Hydro One submitted that it plans to report to the OEB on the 
achieved savings resulting from the acquisition both on an annual and on a cumulative 
basis, in the same format as Table 2 in Hydro One's documentary evidence5. Hydro 
One submitted that all actual incremental OM&A and capital expenditure costs arising 
as a result of the transaction would be included in this report.   

                                            
4 OEB Oral Hearing Transcript, Volume 2, May 27, 2015, pgs 53-56 
5 Table 2 projects the incremental costs required to serve Woodstock's service territory, so as not to 
double count cost expenditures already required to serve Hydro One's legacy customers. 
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Hydro One submitted that it is reasonable to believe that its costs to serve Woodstock’s 
customers would be less than Woodstock’s costs of serving its customers based on a 
comparison of its OM&A forecast to serve customers in its high density residential rate 
class (UR) ($181 per customer per year) to Woodstock’s forecast OM&A cost ($277 per 
customer per year).   

SEC submitted that it was not clear from the evidence whether Hydro One intends to 
ensure lower costs for Woodstock customers after the rate freeze, or whether the cost 
savings from the acquisition will be spread across Hydro One’s entire system, resulting 
in lower rates for existing Hydro One customers but higher rates for Woodstock 
customers. SEC urged the OEB to clarify its expectations with respect to future rates in 
consolidation situations, particularly whether the cost and rate component of the no 
harm test applies specifically to the directly impacted customers or all customers of the 
consolidated utility.  

Concerned Citizens argued that the savings for Woodstock customers are minimal and 
that the lower cost structure will be to the benefit of Hydro One's existing customers 
rather than the current customers of Woodstock.  

Hydro One submitted that future rates will reflect the cost to serve the Woodstock 
customers as impacted by the productivity gains resulting from consolidation. 

 

OEB Findings 

The OEB is satisfied that the evidence provided by Hydro One meets the no harm test 
as it relates to the price of electricity service. The OEB has set out in past decisions that 
it bases its decision on the cost drivers associated with the proposed transaction. While 
the OEB takes note of the one percent reduction in rates for a five year period, it is not 
determinative. The OEB considers the cost drivers from the proposed transaction in 
order to assess whether there will be harm. 

The OEB accepts Hydro One's evidence concerning the cost drivers that are likely to 
result in savings being achieved. While, as submitted by OEB staff, the projected 
savings may be lower than shown in Hydro One's forecasts, and while it is not clear 
which of Hydro One's cost projection scenarios will turn out to be most accurate, the 
OEB finds that the no harm test is met.  

Future rates for the current customers of Woodstock will be determined in a future rates 
proceeding. Hydro One’s evidence is that rates will be determined based on the costs to 
service Woodstock customers. The OEB wants to ensure that Hydro One is able to 
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provide the Board with full information on the costs and savings associated with 
providing service to Woodstock customers. Therefore, the OEB will require Hydro One 
to report on the following at such time as Hydro One applies for future rates for the 
existing customers of Woodstock: 

a) All costs (including overhead corporate costs) associated with serving the 
Woodstock service area, recorded and reported both on an annual and 
cumulative basis from the time of the closing of the share purchase transaction 

b) Actual savings achieved (being the difference between the total costs in a) and 
the costs of Woodstock as a stand-alone utility) 

c)  An indication of how those savings have or will be allocated 

Hydro One has argued that requiring this type of reporting reduces efficiencies.  
However, the OEB's ability to discharge its duty to protect the public interest by 
understanding the costs of serving Woodstock customers overrides this concern.  The 
OEB finds that this reporting is necessary to properly inform the OEB’s future decisions 
on rates for the Woodstock service area. 

 

Reliability and Quality of Electricity Service 

Hydro One’s evidence indicates that it is committed to the retention of Woodstock’s 
existing operations personnel and will retain local knowledge and skills to allow it to 
maintain or improve reliability and service quality. Hydro One plans to construct a new 
operating centre to consolidate operations between Hydro One’s Beachville Operating 
Centre and Woodstock’s Operating Centre on Graham Street in Woodstock. Hydro One 
submits that this will provide a larger operating presence with reduced distance to 
travel; and bring additional resources within the City of Woodstock to support Hydro 
One’s ability to deliver reliable service.   

Based on the OEB’s 2013 Electricity Distributor Scorecard (Scorecard), SEC and 
Concerned Citizens questioned Hydro One's reliability performance, which the 
Scorecard indicates is significantly lower than that of Woodstock. Hydro One's evidence 
was that these statistics reflect reliability across Hydro One’s entire service area, which 
is not representative of the reliability level that can be expected in the Woodstock 
service area.  

Hydro One provided a comparison of reliability statistics from 2011-2013 for Hydro One 
customers in the vicinity of Woodstock to Woodstock's reliability statistics. Hydro One 
argued that this comparison indicated that these Hydro One customers experienced a 
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level of service in terms of duration and frequency of interruptions comparable to 
Woodstock customers. SEC and Concerned Citizens disagreed and argued that Hydro 
One has constructed an arbitrary measure based on data from only one feeder, which is 
insufficient. SEC argued that Hydro One could have provided more compelling evidence 
by providing its reliability statistics for other communities similar to Woodstock that are 
served by Hydro One. 

SEC and Concerned Citizens expressed concern about the maintenance of reliability 
and service quality once operations are integrated as no specific data will be available 
for Woodstock. They also expressed concern with respect to Hydro One’s billing 
practices and customer service operations that were being investigated by the Ontario 
Ombudsman and how this would affect Woodstock customers. 

SEC presented a comparison of the Scorecard customer service statistics of Hydro One 
and Woodstock, stating that Woodstock came out ahead on every reported statistic. 
SEC argued that this meant customer service levels will fall for Woodstock customers 
following the acquisition by Hydro One. Hydro One responded that 2013 represents an 
anomaly for Hydro One owing to problems it experienced with the implementation of a 
new billing and customer information system.   

OEB staff submitted that, based on the evidence provided, Hydro One can reasonably 
be expected to maintain the service quality and reliability standards currently provided 
by Woodstock. 

 

OEB Findings 

The OEB finds that there is no reason to believe that reliability will decline as a result of 
the merging of the operations.  

The OEB notes that comparative data and analysis has been provided by Hydro One 
showing similar reliability however that data has been challenged by intervenors as not 
being representative. A key difference between the two customer groups is that 
Woodstock serves a mix of 15,000 residential and industrial customers whereas Hydro 
One serves approximately 700 customers in the Woodstock area.  

However, in making its finding, the OEB considered the benefits of Woodstock 
operations, including Woodstock service personnel, being consolidated in an operating 
centre in Woodstock.  
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Regarding customer service, the OEB accepts Hydro One's evidence that those 
customer service issues arose from a new billing system and have now largely been 
resolved. Hydro One is required to maintain service quality and service levels in 
accordance with various codes, rules and other regulatory requirements. It is the OEB's 
compliance group that deals with Hydro One and service standards. The OEB expects 
Hydro One to report to the OEB the information set out in Schedule 6.9 of the Share 
Purchase Agreement6as part of its application for new rates for the existing Woodstock 
customers 

In imposing this requirement, the OEB wishes to ensure that reliability and customer 
service performance are maintained and subject to continuous improvement. Discrete 
reporting of the statistics set out in Schedule 6.9 will allow the OEB to track these 
measures. Given that the Share Purchase Agreement contemplates the collection of 
this data, compliance with this condition should not prove onerous for Hydro One.   

 

Financial Viability 

The purchase price to be paid by Hydro One is $46.2 million. This price includes a 
premium of approximately $20.2 million above the $26 million net book value of 
Woodstock’s assets. 

Hydro One gave evidence that the premium paid will not be recovered through rates 
and will not impact any future revenue requirement. Hydro One submitted that the 
proposed transaction will not have a material impact on Hydro One’s financial position 
as the total purchase price is approximately 1% of the value of Hydro One’s net fixed 
assets. OEB staff agreed with Hydro One’s assertions based on the evidence 
presented; no submissions were made by other parties.  

OEB Findings 

The OEB has indicated in the Combined Decision that it will not make a finding with 
respect to the appropriateness of the purchase price paid for the assets that are 
proposed to be transferred in the consolidation transaction. That is outside the scope of 
the OEB's review. However, the OEB does consider whether the amount of the 
purchase price would affect rates or financial viability of the acquiring entity. The OEB 
accepts Hydro One’s evidence that the premium paid above net book will not have a 

                                            
6 Hydro One Inc./Woodstock Hydro Services Inc. Application EB-2014-0213-Exhibit A, Tab 3, Schedule 1, 
Attachment 6 
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significant impact on Hydro One's financial viability. The OEB also notes Hydro One's 
confirmation that the premium paid will not be recovered through rates.  

 

Conservation and Demand Management (CDM) 

SEC and Concerned Citizens submitted that Hydro One has not demonstrated that it 
has a plan to continue the strong CDM performance of Woodstock and raised concern 
that CDM performance is therefore likely to deteriorate. 

Hydro One has committed to continuing to offer CDM. Its evidence is that it will adopt 
the best of the Woodstock CDM programs in addition to continuing to offer Hydro One 
programs.  

 

OEB Findings 

The submissions of SEC and Concerned Citizens indicate a very active level of interest 
and engagement of the community in the Woodstock service area with respect to CDM. 
Hydro One has committed to continuing to offer CDM but its evidence indicates that it 
has not done any concrete planning with respect to CDM for the Woodstock service 
area. 

As indicated in the 2015-2020 CDM Guidelines (issued on December 19, 2014), it is 
now the IESO rather than the OEB that has the mandate to review CDM results from 
individual distributors. However, as indicated above, in determining whether the no 
harm test has been met, the OEB needs to consider the objective in s 1(3) of the OEB 
Act: 

 To promote electricity conservation and demand management in a manner 
consistent with the policies of the Government of Ontario. 

Accordingly, the OEB will require Hydro One to report one year following the closing of 
the transaction on which existing Woodstock CDM programs it has eliminated or added 
to and the reasons why.   
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4.2 Rate-making Associated with Consolidation 
 

As indicated earlier, the OEB set out its policies on rate-making associated with 
consolidation in two reports, the 2007 Report and the 2015 Report. On May 22, 2015, 
Hydro One amended the rate relief sought through the application so as to seek the 
benefit of the additional elements in the OEB’s policy as set out in the 2015 Report.  

 

Deferral of Rate Rebasing 

The 2007 Report permitted the deferral of rate-rebasing for up to five years from the 
closing of a transaction during which time efficiency gains due to consolidation were 
expected to offset transaction costs. However, the 2015 Report indicated that the OEB 
would be open to extending the rate rebasing deferral period for up to 10 years after the 
closing of the transaction This potential extension is intended to encourage 
consolidation by providing additional time for distributors to recover transaction costs, if 
appropriate given the circumstances of their individual transactions.  

Hydro One has proposed to defer rate rebasing for distribution rates in the Woodstock 
service area for up to ten years from the closing date of the proposed transaction. 

OEB staff argued that consideration of Hydro One’s proposal for the deferral of rate 
rebasing for Woodstock rates is a complex issue. It involves not only this application, 
but also Hydro One's current cost of service rates term, which ends in 2017, and the 
OEB's approval of a 5 year deferral for Haldimand and Norfolk. OEB staff submitted that 
given these circumstances it is more appropriate that the length of the deferral period be 
examined in Hydro One's next rate application rather than in this proceeding.  

Woodstock argued that OEB staff's suggestion creates a significant amount of 
commercial uncertainty.  

SEC submitted that the deferred rebasing period approved should be for a fixed term of 
ten years from closing of the transaction, unless Hydro One can demonstrate at the time 
of an earlier application that there has been a material change in circumstances that 
justifies an earlier rebasing so that the Woodstock ratepayers would have the benefit of 
rate certainty for 10 years. 

Hydro One submitted that the 2015 Report states that there is no requirement for the 
consolidated entity to wait until the deferred rebasing period is completed to apply to the 
OEB for rebasing. 
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OEB Findings 

The OEB is not prepared to grant the request by Hydro One to defer rate rebasing for 
distribution rates in the Woodstock service area for up to ten years from the closing date 
of the proposed consolidation transaction.  

The OEB denies the request for two reasons. First, the evidence to support the request 
is insufficient. The transaction was negotiated on the basis of a five year deferral period. 
The original application as filed was on the basis of five years. No evidence was filed to 
demonstrate that the business case changed and therefore more time was necessary to 
recover the transaction costs. Testimony at the hearing confirmed that the business 
case has not changed. Second, the OEB is not satisfied that Hydro One has presented 
an earning sharing mechanism (ESM) that would protect the interests of ratepayers if 
the maximum deferral period was allowed as set out in the 2015 Report. The OEB will 
consider each of these elements in turn. 

The purpose of the 2015 Report, in allowing for a potential 10 year deferral period, is to 
incent parties to enter into consolidation transactions in situations where a five year 
deferral period would be unlikely to provide sufficient time to recover transaction costs 
through productivity gains. The 2015 Report acknowledges that "distributors stated that 
it may take anywhere from six to ten years to reach a break-even point, where the 
cumulative savings exceed the cumulative acquisition and integration costs"7 Therefore 
when an applicant applies to be granted a longer deferral period, the applicant must 
demonstrate that a longer deferral period is necessary. 

The OEB finds that in this application the evidence did not support a conclusion that this 
was an issue for Hydro One particularly as the application had been filed under the 
2007 OEB policy and was amended following the close of the first part of the hearing. 
Hydro One filed very little evidence in support of the amended application seeking a 
longer deferral period and no evidence that unless the extended deferral period was 
granted there would be a barrier to consolidation. Evidence that was supplied was 
general in nature. The submission was made that additional time would allow 
transaction costs to be recovered over a longer period of time. The expectation of the 
OEB is that the applicant will provide the OEB with specific evidence as to why the 
deferral is necessary in the specific transaction. General statements do not help the 
OEB assess whether a need for an extended period is warranted.  

                                            
7 “Rate-making Associated with Distributor Consolidation" issued March 26, 2015 (the 2015 Report), p. 5 
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The OEB in seeking more specific evidence as to how circumstances might have 
changed to warrant a further period of five years to recoup transaction costs, asked 
Hydro One how the business case for the proposed transaction had changed. Hydro 
One confirmed at the oral hearing that the business case for the consolidation, which 
was based on a five year deferral period, has not changed since the request for a five 
year deferral period was made. With little or no evidence to support the further five year 
deferral period, the OEB finds that the need for a 10 year deferral period has not been 
demonstrated.   

Woodstock asked the OEB to confirm that the extended deferral period applies to all 
electricity distributors that have either already undergone a consolidation transaction or 
who may enter into a sale, merger or amalgamation transaction in the future. The OEB 
finds that while the relief outlined in the 2015 Report is available, applicants must justify 
a 10 year deferral period.  

 

Earnings Sharing Mechanism (ESM) 

As set out previously, the 2015 Report requires consolidating distributors who request a 
deferred rebasing period of greater than five years to implement an ESM. Hydro One 
has committed to implement an ESM of 50:50 sharing with customers where Hydro 
One’s return on equity (ROE) is greater than 300 basis points above the allowed ROE 
for Hydro One. 

SEC argued that under this proposal, as Hydro One has never earned more than 300 
basis points over the OEB-approved ROE, and is unlikely ever to do so, the purpose of 
the OEB’s policy - to ensure that ratepayers benefit from the efficiencies generated - 
would be thwarted in the case of all Hydro One transactions. 

SEC argued that while the wording of the 2015 Report does suggest that all customers 
of the consolidated entity should share in the earnings sharing, in SEC’s view, this is not 
consistent, in this case, with the intention of the policy. SEC submitted that the Board 
should make clear in its decision that it is the earnings relative to the Woodstock service 
territory, calculated on a stand-alone basis, that should be subject to earnings sharing.  

The OEB further notes that the proposed ESM was not supported by the intervenor 
group representing ratepayers. When asked by the OEB why the ESM was being 
applied to all Hydro One customers and not just the Woodstock customers, Hydro One 
replied that the ESM is spread across all of its customers, because it can only calculate 
an ROE for the consolidated entity. 
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OEB staff submitted that following the 18 month period provided for the completion of 
the consolidation transaction, an ROE can only be calculated for the consolidated entity 
as Woodstock will cease to exist as a stand-alone entity.   

 

OEB Findings 

The OEB considers that the proposed ESM does not meet the intent of the policy 
outlined in the 2015 Report.  The 2015 Report specifically states that the OEB believes 
that the requirement to include an ESM will address ratepayer concerns that 
accumulated savings achieved over a potential 10 year period could result in a windfall 
for shareholders. An ESM which equally divides potential savings between ratepayers 
and the utility was meant to alleviate this concern.   

The OEB is concerned that the ESM as proposed by Hydro One would not ensure that 
potential savings would be seen by existing customers within the Woodstock service 
territory. While Hydro One’s interpretation of the OEB's policy may be technically 
compliant with some of the 2015 Report, the OEB is concerned that in this situation, the 
proposal put forward by Hydro One would not meet the intent of the 2015 Report.  
Hydro One testified that it had never achieved returns that would trigger the ESM. An 
ESM that has virtually no chance of being actualized does not in the OEB's view, 
constitute a satisfactory ESM. There must be a workable ESM in place that will achieve 
the purpose of protecting ratepayer interests. 

 

Requests for Incremental Capital Module (ICM) 

The OEB previously approved Woodstock’s request for the extension of its ICM rate 
rider relating to the Commerce Way Transformer Station until rates are rebased in 2020 
or until such other date as may be approved by the OEB, and to true-up the balance at 
the time of rebasing.  

SEC raised a concern that the extension of this rate rider until the next rebasing of rates 
for Woodstock would result in an over-collection, if the OEB approved Hydro One’ s 
proposal to defer rebasing of Woodstock up to ten years.  

In response to SEC's concern, Hydro One submitted that upon closing, it would review 
the ICM rate rider, assess the balance on the account and determine the required 
timeframe of the rider. Hydro One would then make a separate application to the OEB 
to adjust the ICM rate rider, if necessary. 
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It is clear from the evidence that if a 10 year deferral were granted, and the ICM rate 
rider was extended to years 6 through 10, there would be a significant over collection. 
This would be a significant issue for the OEB to consider if a 10 year deferral period 
were approved at this time.  

The OEB is not rejecting the request for an extended deferred rebasing period on the 
basis of the ICM. However, the OEB notes that ICM extension for years 6-10 as 
proposed by Hydro One in its amended application did not meet the intent of the 2015 
Report. Neither the 2015 Report nor the OEB policy on ICMs supports proposals that 
lead to significant over-recovery.   

 

Rate Setting and Rate Harmonization 

Hydro One has committed to freeze Woodstock’s base electricity distribution delivery 
rates for a period of five years from closing of the MAAD transaction8, and also to apply 
a rate rider which results in a 1% reduction on base distribution delivery rates for that 
period. At the commencement of year 6, Hydro One has proposed that Woodstock’s 
base distribution delivery rates be set according to the OEB's Price Cap Index formula, 
applied to the Woodstock 2014 base delivery rates (i.e. the rates prior to making the 1% 
reduction). 

OEB staff submitted that the Price Cap Index formula should be applied to the base 
delivery rates, after deducting the 1%, arguing that to do otherwise would increase rates 
in 2020 beyond the rate of inflation. SEC agreed with OEB staff. 

Concerning Hydro One's rates, SEC argued that according to the 2015 Report Hydro 
One, once it finishes its current Custom IR plan in 2018, will go on Price Cap IR for 
years 4-10. Hydro One argued that the intent of the policy is to provide distributors with 
the flexibility to manage their own unique circumstances and that Hydro One should not 
be forced to pursue Price Cap IR for years 4 to 10 due to an MAAD application. 

Concerning harmonization of the rates of the elements of the consolidated entity, Hydro 
One stated that it has not decided whether Woodstock customers will be integrated into 
an existing Hydro One rate class or put into a newly-created rate class for Woodstock 
customers. Hydro One submitted that whichever approach is adopted rates will reflect 
the actual cost to serve Woodstock customers, including the anticipated productivity 
gains resulting from consolidation. 

                                            
8 Merger, Acquisition, Amalgamation, Divestiture (MAAD) 
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OEB Findings 

The OEB approves Hydro One's proposal to freeze Woodstock’s base electricity 
distribution delivery rates for a period of five years from closing of this transaction, and 
the application of a rate rider which results in a 1% reduction on base distribution 
delivery rates for that period.   

The OEB has not approved the deferral period beyond five years and therefore need 
not consider the treatment of the 1% rate reduction in years 6-10. However, the OEB 
notes that Hydro One's proposal would have raised a significant issue if the OEB had 
approved a deferral period of up to ten years. The OEB notes, among other things, that 
terms of the transaction, including the 1% reduction in rates for five years, were 
negotiated between the parties with the expectation that rates would be rebased after 
five years.  

The OEB also does not need to consider the issue of what rate plan Hydro One would 
follow under the 2015 Report, given that it has not approved an extended deferral 
period. However, the OEB notes that the parties have raised significant issues in this 
regard. 
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5 OTHER REQUESTED APPROVALS  
 

As part of these applications, Hydro One requested OEB approval to: 

• Continue to track costs to the deferral and variance accounts currently approved by 
the OEB for Woodstock and to seek disposition of their balances at a future date  

• Utilize USGAAP for Woodstock financial reporting. 

OEB staff supported the granting of these requested approvals if the OEB approves the 
consolidation transaction. OEB staff indicated that similar requests were granted in prior 
proceedings9.  

 

OEB Findings 

The OEB grants approval to continue to track costs to the deferral and variance 
accounts currently approved by the OEB for Woodstock and to seek disposition of their 
balances at a future date The OEB accepts Hydro One’s argument for the utilization of 
US GAAP for financial reporting and grants this request.   

 

                                            
9 Hydro One Inc./Norfolk Power Distribution Inc. EB-2013-0196/EB-2013-0187/EB-2013-0198 
  Hydro One Inc./Haldimand County Hydro Inc. EB-2014-0244 
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6 CONCLUSION AND DECISION 
 

The OEB concludes that the consolidation proposed in the applications satisfies the no 
harm test, subject to the conditions set out below. The OEB approves the applications 
subject to the following conditions: 

• That Woodstock transfer its distribution assets to Hydro One within 18 months of the 
date of this decision  
 

• That Hydro One reports on the following, until Hydro One applies for new rates for 
existing Woodstock customers:  

a) All costs (including overhead corporate costs ) associated with serving 
the Woodstock service area, recorded and reported both on an annual 
and cumulative basis from the time of  the closing of the share purchase 
transaction  

b) Actual savings achieved (being the difference between the total costs in 
a) and the costs of Woodstock as a stand-alone utility) 

c) Indication of how those savings have or will be allocated 

• That Hydro One reports to the OEB on the statistics as set out in Schedule 6.9 of the 
Share Purchase Agreement as part of its next rate application. 
 

• That Hydro One reports to the OEB specific details regarding the CDM programs 
that it offers in the Woodstock service area post transaction. The reporting shall be 
in the form of a letter to the OEB filed one year after the close of the transaction 
setting out the programs that were offered in the previous year and include a list of 
CDM programs that were discontinued and the reasons for the discontinuance. 
 

Woodstock is granted inclusion of a rate rider in its 2014 OEB approved rate schedule 
to give effect to a 1% reduction relative to 2014 base electricity delivery rates (exclusive 
of rate riders) under section 78 of the Act. 

The OEB’s approval of Woodstock’s proposal for a 1% reduction relative to 2014 base 
electricity delivery rates results in changes to Woodstock’s approved Tariff of Rates and 
Charges (EB-2013-0182). The OEB requires Woodstock to file a draft Rate Order, 
reflecting the OEB’s findings in this proceeding, as outlined below. The draft Rate Order 
shall include a proposed effective and implementation date. 
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7 ORDER  
 

THE OEB ORDERS THAT: 

1) Hydro One Inc. is granted leave to acquire all of the issued and outstanding 
shares of Woodstock Hydro Holdings Inc. 
 

2) The applicants shall promptly notify the OEB of the completion of the transaction 
referred to in paragraph 1 above. 
 

3) Woodstock is granted leave to transfer its distribution system to Hydro One. 
 

4) The applicants shall promptly notify the OEB of the completion of the transaction 
referred to in paragraph 3 above. 
 

5) Once the notice referred to in paragraph 4 is provided to the OEB, the OEB will 
transfer Woodstock’s electricity distribution licence ED-2003-0011 and 
Woodstock’s Rate Order to Hydro One. 
 

6) The leave granted in paragraphs 1 and 3 above shall expire 18 months from the 
date of this Decision and Order.   
 

7) Hydro One is granted approval to use US GAAP for regulatory accounting 
purposes, in relation to Woodstock, following the closing of the transaction 
referred to in paragraph 1 above. 
 

8) Woodstock is granted inclusion of a rate rider in its 2014 OEB approved rate 
schedule to give effect to a 1% reduction relative to 2014 base electricity delivery 
rates (exclusive of rate riders) under section 78 of the Act. 
 

9) Hydro One is granted approval to continue to track costs to the deferral and 
variance accounts currently approved by the OEB for Woodstock and to seek 
disposition of their balances at a future date. 
 

10)  Hydro One shall report on the following: 

a) All costs (including overhead corporate costs) associated with serving 
the Woodstock service area, recorded and reported both on an annual 
and cumulative basis from the time of  the closing of the share 
purchase transaction 



Ontario Energy Board EB-2014-0213 
Hydro One Inc., Hydro One Networks Inc., Woodstock Hydro Services Inc. 

 

 
Decision and Order 23 
September 11, 2015 

b) Actual savings achieved (being the difference between the total costs 
in a) and the costs of Woodstock as a stand-alone utility) 

c) Indication of how those savings have or will be allocated 

11) Hydro One shall report to the OEB on the metrics as set out in the Schedule 6.9 
of the Share Purchase Agreement as part of its next rate application. 
 

12) Hydro One shall report to the OEB specific details regarding the CDM programs 
that it offers in the Woodstock service area post transaction. The reporting shall 
be in the form of a letter one year after the close of the transaction setting out 
the programs that were offered in the previous year and include a list of CDM 
programs that were discontinued and the reasons for the discontinuance 
 

13) Woodstock shall file with the OEB, and shall also forward to intervenors, a draft 
Rate Order that includes a proposed Tariff of Rates and Charges reflecting the 
OEB’s findings in this Decision and Order by September 21, 2015. 
 

14) Intervenors and OEB staff shall file any comments on the draft Rate Order with 
the OEB and forward to the applicants by September 28, 2015. 
 

15) The applicants shall file with the OEB and forward to intervenors responses to 
any comments on the draft Rate Order by October 5, 2015. 

 
16) Eligible intervenors shall file with the OEB and forward to the applicants their 

respective cost claims no later than 7 days from the date of issuance of the final 
Rate Order. 
 

17) The applicants shall file with the OEB and forward to the intervenors any 
objections to the claimed costs of the intervenors within 17 days from the date 
of issuance of the final Rate Order. 
 

18) Intervenors shall file with the OEB and forward to the applicants any responses 
to any objections for cost claims within 24 days from the date of issuance of the 
final Rate Order. 

 
19) The applicants shall pay the OEB’s costs of, and incidental to, this proceeding 

immediately upon receipt of the OEB’s invoice. 
 

All filings to the OEB must quote file number EB-2014-0213 and be made electronically 
through the OEB’s web portal at www.pes.ontarioenergyboard.ca/eservice/ in 
searchable/unrestricted PDF format. Two paper copies must also be filed at the OEB’s 

http://www.pes.ontarioenergyboard.ca/eservice/
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address provided below. Filings must clearly state the sender’s name, postal address 
and telephone number, fax number and e-mail address. Parties must use the document 
naming conventions and document submission standards outlined in the RESS 
Document Guideline found at www.ontarioenergyboard.ca/OEB/Industry. If the web 
portal is not available parties may email their documents to the address below. Those 
who do not have internet access are required to submit all filings on a CD in PDF 
format, along with two paper copies. Those who do not have computer access are 
required to file 7 paper copies. 

All communications should be directed to the attention of the Board Secretary at the 
address below, and be received no later than 4:45 p.m. on the required date.   

 

ADDRESS 

Ontario Energy Board 
P.O. Box 2319 
2300 Yonge Street, 27th Floor 
Toronto ON M4P 1E4 
Attention: Board Secretary 
E-mail: boardsec@ontarioenergyboard.ca 
Tel: 1-888-632-6273 (Toll free) 
Fax: 416-440-7656 
 

DATED at Toronto September 11, 2015 
 
ONTARIO ENERGY BOARD 
 
Original Signed By 
 
Kirsten Walli  
Board Secretary 

http://www.ontarioenergyboard.ca/OEB/Industry
mailto:boardsec@ontarioenergyboard.ca
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Chapter 2 Filing Requirements for Revenue Requirement 
Applications 

 

2.0 Introduction 
 
The filing requirements contained in this chapter outline the minimum information 
necessary for a transmission revenue requirement application.  Applicants should 
review Chapter 1 of this document, which provides an overview of the OEB’s 
expectations on certain generic matters, such as the completeness and accuracy of an 
application, the exploration of non-material items, and confidential filings. 
 
On October 18, 2012, the OEB released its Report of the Board, Renewed Regulatory 
Framework for Electricity Distributors: A Performance-Based Approach (the RRFE 
Report). While the RRFE Report related specifically to electricity distributors, the OEB 
stated that “[i]n due course, the OEB will provide further guidance regarding how the 
policies in this Report may be applied to transmitters.”  The changes to the filing 
requirements in this document provide the initial steps toward the integration of core 
RRFE concepts into the rate application process for transmitters. 
 
In the RRFE Report the OEB provided electricity distributors with three rate-setting 
methods: 4th Generation Incentive Rate-setting (now called Price Cap IR), Custom 
Incentive Rate-setting and Annual Incentive Rate-setting Index. As a move toward 
greater adoption of an incentive- and performance-based rate setting framework for 
transmitters, the OEB has created two new transmission revenue plan options: 
 

• A custom incentive-rate setting plan, which will consist of a transmitter-specific 
revenue trend for the plan term, which shall be not less than five years (Custom 
IR) 

• An incentive-based revenue index plan of five years, comprising an initial 
application to establish a revenue requirement based on a single test year cost 
of service application, followed by incentive-based and indexed adjustments to 
revenue requirement for the balance of the term.  Analogous to a Price Cap for 
distributors, this “Revenue Cap index” approach includes expectations for the 
development of an index, as well as productivity and stretch commitments. The 
OEB invites transmitters to propose and substantiate the appropriate method 
and commitments for these elements. 
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Category Revenue Cap index Custom IR 
 
Going-in rates 

 
Determined in single forward test-
year cost of service review  
 

 
Determined in multi-year 
application review 

Form 
 

Index: Revenue Cap option Custom Index  

Coverage 
 

Comprehensive Comprehensive 

Annual adjustment 
– inflation 
 

To be proposed; any deviation from 
OEB inputs to be justified 

Transmitter-specific revenue 
requirement trend for the plan 
term to be determined by the 
OEB, informed by: (1) the 
transmitter’s forecasts (revenue 
and costs, inflation, 
productivity); (2) the OEB’s 
inflation analysis; and (3) 
internal and external 
benchmarking to assess the 
reasonableness of the 
transmitter’s forecasts  
 

Annual adjustment 
– productivity 
 

Productivity and stretch factor 
expected 

Benchmarking Both internal (against own cost 
performance over time to 
demonstrate continuous 
improvement) and external (against 
other transmitters), including 
rationale for selected comparators 

Sharing of benefits 
 
 

Stretch and/or productivity factor to 
be proposed 

Case-by-case  

Term 5 years (rebasing plus 4 years) 
 

Minimum term of 5 years 

Capital module Option for capital factor proposals 
 

N/A 

Unforeseen events 
 

Z-factor available Z-factor available 

Deferral and 
Variance Accounts 

Status quo Status quo + case-by-case 

Performance 
Reporting and 
Monitoring 

Draft scorecard, RRR filings & case-
by-case 

Draft scorecard, RRR filings & 
case-by-case 

 
As indicated in the introduction, transmitters have the option, for their first application 
after these filing requirements are issued, to apply to have revenue requirement set for 
one or two years through a cost of service application. 
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