

mailto:gnettieton@mccarthy.ca








































Exhibit 1



~NG O D WN

O oo

10
11
12
13

14

15

16

17

18
19
20
21

22

23
24
25
26
27
28

Q.1

Q.2

Filed: October 21, 2016
EB-2016-0160
Page 1 of 6

IN THE MATTER OF a cost of service application made by Hydro
One Networks Inc. Transmission with the Ontario Energy Board
(OEB) on May 31, 2016 under section 78 of the Ontario Energy
Board Act, 1998, 8.0. 1998, ¢. 15, (Schedule B), seeking approval
for changes to its transmission revenue requirement and to the
Ontario Uniform Transmission Rates, to be effective January 1,

2017 and January 1, 2018.

AND IN THE MATTER OF the Notice of Motion filed with the
Board on September 29, 2016 by School Energy Coalition.

AND IN THE MATTER OF Hydro One Networks Inc. Submissions
in response to the Notice of Motion filed by the School Energy
Coalition, in accordance with Rule 8.03 of the Onfario Energy
Board Rules of Practice and Procedure.

HYDRO ONE NETWORKS INC.

AFFIDAVIT OF MIKE PENSTONE

INTRODUCTION
Please state your name and position.

My name is Mike Penstone. My position at Hydro One Networks Inc. (*Hydro One”) is
Vice President Planning. In this capacity, | have overall responsibility for the
transmission system planning function, including the development of Hydre OCne's
Transmission System Plan.

Please summarize your involvement in this proceeding.

| assisted with the preparation of the sections of Hydro One's 2017-2018 Transmission
Rates Application which concern the fransmission planning and investment planning
process. This included the preparation and review of various Interrogatory Responses.
| appeared at both the Presentation Day event held on September 8, 2016, as well as at
the Technical Conference held on September 23 and 24, 2016. | will also be appearing

as one of Hydro One's witnesses during the oral portion of this proceeding.
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Have you reviewed the Motion made by Schools Energy Coalition dated
September 28, 2016 (“SEC Motion”}?

Yes.
What is the purpose of this evidence?

| wish to provide additional information and clarification concerning the items described
in parts (a) and (d) located on page 1 of the SEC Motion, namely: (i) North American
Transmission Forum ("NATF") information; and (i} Hydro One's business cases and

economic evaluation process.
NATF INFORMATION
Please provide background information concerning NATF.

NATF is a non-profit organization focused on improving the performance of transmission
utilities across North America. NATF does this by identifying and sharing good practices
and by facilitating the exchange of information amongst member transmission owners
and operators. lts effectiveness depends upon the candid exchange of information.

Conseqguently, NATF members are bound by confidentiality obligations.

NATF was originally an adjunct part of the North American Reliability Corporation
(“NERC")} following the August 2003 blackout, which left millions of residents in the U.S.
and Canada without electricity. The 2003 blackout prompted both regulators and
transmission operators to discover ways to improve the reliability of North American
transmission systems and avoid widespread outages. Attached and marked as Exhibit
“2” to Hydro One's Reply Submissions is a lefter from NATF which provides further
information about the organization. Additional background information regarding NATF
may be found at its website: www._naif.net (see also
http://iwww.natf. net/docs/natf/documents/organization-and-programs. pdf).

When did Hydro One become a member of NATF?

Since i was first formed in 20086,
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Please explain how Hydro One’s membership in NATF provides benefit to Hydro

One’s operations.

There are several benefits, NATF develops an annual report on the reliability
performance of its members based on outage data that is submitted in confidence. This
report is owned by NATF, and is used by Hydro One to examine and understand the
various reasons for its performance relative to other North American utilities. NATF
members are available to offer advice on equipment or operational concerns and review
various aspects of utilities' operations. This information directly contributes to the
identification, development and implementation of practices that support the reliable
operation of the North American grid and Hydro one's goal to continuously improve its
operations.

Do you believe it is reasonable for NATF to require all information exchanged and
produced by NATF be kept confidential and not disclosed?

This step is not only reasonable, it is essential to ensure that the highest guality of
information is gathered within the NATF organization through promoting frank

discussions of operational experiences, challenges and solutions.

NATF explicitly recognizes confidentiality as one of its "guiding principles”, because its
confidential programs and venues promote “open, candid intra-membership dialogue”,
NATF's guiding principles are described in its Organization and Programs document,
which further describes that NATF originally adopted the model used by the Institute of
Nuclear Power Operations (INPQO). The INPO decided to conduct its performance
review activities on a confidential basis after finding that the threat of public disclosure
and scrutiny did not provide candid responses (NATF Organization and Programs
Document (September 2016, at 4-5 <https://www.natf.net/docs/natf/documents/

organization-and-programs.pdf>).

As discussed in Exhibit “2”, the peer review and processes, by their very nature,
involve the opinions and perspectives provided by employees of other members of the
transmission industry. Reviewers are well recognized experts in their fields, and these
reviewers have an underlying objective to share best in class practices and ways for
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other member organizations to improve their operational performance. Maintaining
confidentiality of these views and perspectives promotes candid, pragmatic, and direct
exchanges which provide learnings intended fo promote safety, security and reliability

objectives.

Conversely, the threat that NATF information could become public creates a chilling
effect on both the willingness of individuals to participate in these processes as well as
the quality of the underlying information that is shared. The fear that peer reviewers
could be required to attend and testify before public utility commissions and boards, for
example, would reasonably dissuade involvement. For example, if such an outcome
was a real possibility (i.e. that | would have to testify before boards in foreign
jurisdictions about opinions, information and feedback |, or other Hydro One employees,
provided to another NATF member), it would cause me to not pariicipate in NATF.
NATF peer information differs significanily from the role performed, and the information
provided, by third party consulting experts. In my experience, those types of individuals
recognize and accept the expectation to provide testimony and justification with respect
to the reports they create and which are filed and relied upon by administrative tribunals.

Is Hydro One relying on the NATF information to support the reiief sought in its
Application?

No. Even if Hydro One wanted to take this step, it could not do so because of the
confidentiality restrictions that are placed upon NATF Information. It is important to
remember Hydro One’s reference to the NATF Information only came about because of
a response provided to SEC Interrogatory #036 (Ex. |-6-36). The question asked in this
interrogatory requested all benchmarking studies to which Hydro One has confributed,
not those relied on for the purposes of its current application before the Board.

If Hydro One was ordered to produce the NATF Information, what consequences

would ensue?

As noted in Exhibit “2”, Hydro One’s membership in NATF would effectively terminate.
Hydro One could not fulfill NATF's underlying need to have its information at all times
kept confidential and not subject to any disclosure.
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How would this outcome affect Hydro One?

Significant impacts come to mind. First, NATF is a cost effective way by which Hydro
One receives advice regarding its operational skills and practices. Individuals involved
in NATF are our professional peers involved directly in our industry. Their involvement
provides important insights and contributes to Hydro One's ongoing objective to
continuously improve its operations. NATF is a unique organization which facilitates this
peer exchange of information. | am not aware of any similar organization in our industry
in North America that is capable of providing these perspectives.

Second, Hydro One’s removal from NATF would damage Hydro One's reputation with
other transmitters that operate across North America. Our removal and absence from
NATF, at minimum, would cast doubt as to why this step has occurred and why Hydro
One's regulatory scheme does not permit it to act in a manner similar to its peers in
other jurisdictions that are regulated in a similar manner. This outcome would be seen
fo be at cross purposes with the overarching public policy objective that industry is
striving for, namely, continuous improvement in operational performance and reliability

across North America’s transmission grid.

Why did Hydro One contact NATF subsequent to SEC’s Motion being filed on
September 287

Hydro One is under a contractual obligation fo maintain and protect all information
received from NATF on a confidential basis. f successful, the SEC Motion would
interfere with this obligation. Given this obligation, Hydro One advised NATF of the SEC
Motion, and the more recent Board ruling regarding the production of other
benchmarking studies. NATF advised that production of any NATF information provided
to its members is entirely inconsistent with its mandate and function. NATF also
confirmed the importance of ensuring confidentiality over the requested information. The
concern, again, is the potential for disclosure and the potential need for this information
to be addressed by the individuals involved in the reporis through some type cof special
confidential hearing process. Hydro One requested NATF fo provide a letter setting out
the reasons for these concerns, which is provided in Exhibit “27.
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1L CONCLUSION
2 Q.13 Does this conclude your affidavit testimony?
3 A Yes it does.

I make this Affidavit in support of Hydro One’s submissions in response to the SEC
Motion and for the purposes of providing additional materials for the hearing of this
matter.

SWORN BEFORE ME at the City of
Toronto, in the Province of Ontario, this
215t day of October, 20186.
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Mike Penstone ~

“A Commis ‘-’éfrfyréking Affidavits
in and fordhe Province of Ontario
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October 20, 2016
VIA E-MAIL

Scott McLachlan

Director — Planning Analytics
TCT13 D5

Hydro One Networks Inc.
scott.mclachlan@HydroOne.com

Re: Confidentiality of NATF Materials

Dear Scott,

We were recently informed that an intervener in one of Hydro One’s
Transmission Rate Filings before the Ontario Energy Board isrequesting that Hydro One
disclose confidential materials ofthe North American Transmission Forum, Inc. (“NATF”),
including NATF peer review reports and transmission reliability reports. The requested
NATF materials are highly confidential and, for the reasons discussed below, it is
imperative that Hydro One does not breach its contractual commitment to maintain the
confidentiality of information received as part of Hydro One’s participation in NATF.

History of NATF

NATF is a non-profit organization focused on improving performance in the
transmission industry, with its membership consisting of transmission owners and
operators. NATF was created in the wake of the increased oversight of the transmission
industry that followed the August 2003 blackout, which left millions of residents in the
U.S. and Canada without electricity. The 2003 blackout was, inmany ways, a tipping point
in the transmission industry that caused both regulators and transmission operators to
look for ways to improve transmission systems in the hopes of avoiding another major
incident.

On the regulatory side, the U.S. Congress passed the Energy Policy Act of 2005
(the “Act”), mandating the development of reliability standards for the transmission
industry. The Act provided the U.S. Federal Regulatory Energy Commission (“FERC”) with
responsibility for establishing reliability standards, as well as the authority to certify an
entity as the “electric reliability organization” or “ERO” that, in turn, would enforce the
new mandatory standards. The following year, FERC certified the North American Electric
Reliability Corporation (“NERC”) as the ERO in the United States, and Canadian regulatory
authorities likewise recognized NERC as the entity with authority to regulate and enforce
transmission reliability standards in Canada.

At the same time as these regulatory changes, the transmission industry itself
took proactive steps to improve reliability, security, and safety. As a result of discussions
taking place shortly after the 2003 blackout, a number of transmission companies sought
to establish an organization similarto the one that nuclear power operators created to
improve the nuclear industry after the 1979 incident at Three-mile Island. In the wake of
that incident, the nuclear power industry recognized that it needed to foster a sense of
commitment, unity, and candor amongst industry members in order to improve the
industry as a whole. The nuclear power industry ultimately developed a model
organization built on candid and confidential peer reviews, self-audits, and member
exchange of information. The concept was to push the industry past standards set by
regulators and motivate each other to excellence with rigorous reviews that went beyond

North American Transmission Forum, Inc.
www.natf.net
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government requirements. The companies participated with the promise of
confidentiality. The INPO model worked: the U.S. nuclear plant safety record has been
exemplary since INPO’s creation.

Seeking to follow in the footsteps of the nuclear power industry, transmission
companies petitioned NERC in 2006 to create NATF’s predecessor, the Transmission
Owners and Operators Forum. This Forum was to exist within NERC and had an express
purpose of improving the reliability and security of the bulk power system by facilitating
the pursuit of operational excellence through a forum where transmission owners and
operators could, among other things, identify and exchange confidential information on
best practices. Just as with INPO, members would participate and engage in peer reviews
and self-audits with the promise of confidentiality. After being created as part of NERC,
NATF became an independent non-profit organization in January 2010.

NATF Today

Since 2010, the NATF has remained an independent non-profit organization. The
independence and confidentiality commitment made by the companies participating in
NATF is critical to its success. NATF’'s members consist of a broad range of transmission
companies, including both investor-owned and state or government operated
organizations. NATF’'s members currently represent approximately 80% of the
transmission circuit miles at 100 kV and above in the U.S. and Canada.

NATF seeks to pursue reliability, safety, and security excellence by fostering
constructive confidential peer challenge and efficiently sharing timely, detailed, and
relevant information, including lessons learned and superior practices. To this end, NATF
is organized around the following six integrated programs: (1) Peer reviews that include
reports with recommendations for improving member performance; (2) Assistance with
developing action plans for specific member needs or requests; (3) Practice initiatives
from teams of subject-matter experts who hold monthly web meetings and annual
workshops, as well as write best practices and principles of excellence; (4) Reliability
initiatives to target specific issues affecting transmission systems; (5) Knowledge
management, which includes various program tools developed by the NATF to help
facilitate the exchange and management of operating experience and reliability data; and
(6) membership-wide training.

The Necessity of Confidentiality

Confidentiality is an absolute necessity to the success of an organization like
NATF. The commitment that NATF members make to each other to keep all of the
information confidential is the only way to ensure that there are candid exchanges of
information and a willingness of member companies to provide details about their
operations. Indeed, NATF is built on the principle that the open and candid exchange of
information among its members is the key to improving reliability, security, and safety of
transmission systems in the U.S. and Canada. The success of NATF, therefore, depends on
the willingness of its members to be candid and to exchange confidential information.
NATF, after all, is a voluntary organization. It can succeed only to the extent that its
members are willing to participate.

To date, NATF has been able to effectively continue its mission of improving the
transmission industry because of its assurance to participating members that the
information they provide to NATF will be kept confidential. The member agreement that
NATF enters into with each participant includes promises from both NATF and its
members not to disclose any confidential information to third parties. These promises are
critical because the information that participants receive as part of their membership in
NATF is not limited to their own confidential data. The reports, including those sought to

North American Transmission Forum, Inc.
www.natf.net
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be disclosed in Hydro One’s current proceeding, are developed based on information
provided to the NATF in confidence by all of its members.

No regulatory agency or authority has compelled the production of NATF
confidential materials. NATF has considered, and rejected, turning over confidential
records or redacted records to regulators, as both cases set an unacceptable precedent.
Moreover, any such agreements are contrary to the conditions required by members to
participate in NATF.

If Hydro One were to disclose the confidential NATF information in its
possession, such disclosure would have widespread effects on Hydro One, the NATF, and
potentially the transmission industry as a whole. If the confidential NATF reports were
released, Hydro One effectively would be violating its agreement with NATF and would
be subject to exclusion from future participation in NATF. Forcing NATF to remove Hydro
One from its membership would mean that Hydro One would lose the benefits that come
with this membership, including critical assessments from independent experts and
insight on best practices from Hydro One’s peers. It also would diminish the information
available to NATF and, thus, the overall effectiveness of critical NATF programs to all
NATF members.

If Hydro One remained in NATF after disclosing confidential information, other
members would be reluctant to continue sharing confidential information for fear that it
could be disclosed again when provided to Hydro One. This also could lead to NATF
members determining that they can no longer remain in NATF, causing further member
withdrawals.

In short, NATF was created for the purpose of improving performance in the
transmission industry, and it can only achieve this purpose if its members are willing to
exchange confidential information regarding the operation oftheir transmission systems.
If NATF orits members do not maintain the confidence of information shared through this
voluntary member organization, NATF cannot survive and the industry as a whole will
suffer.

Sincerely,
VR P

T.]. Galloway
President & CEO

cc: M. Penstone (H1),
M. Magruder, Brandon Keels (King & Spalding)

North American Transmission Forum, Inc.
www.natf.net
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Bridge

. Test Years TX Allocation
Description Year
2016 2017 2018 2017 2018
Corporate Management 145 16.0 15.7 7.2 7.1
Labour 12.4 12.8 12.5 5.8 57
Non-Labour 2.2 3.2 3.2 1.5 15
Finance 42.1 41.0 38.6 21.9 194
Labour 26.2 24.4 24.4 14.0 14.1
Non-Labour 4.3 7.0 6.9 3.7 35
Inergi 11.6 114 11.6 6.0 6.1
Procurement adjustments Finance -1.8 -4.2 -1.8 -4.2
People and Culture 16.2 14.8 14.2 7.6 7.3
Labour 11.7 12.0 12.2 6.2 6.3
Non-Labour 4.5 2.9 2.0 1.5 1.0
Corporate Relations 17.5 17.3 19.4 8.7 9.9
Labour 9.8 10.1 10.2 5.1 5.2
Non-Labour 1.7 7.2 9.2 3.6 4.7
General Counsel and Secretariat 10.3 10.4 10.5 55 5.6
Labour 6.0 6.1 6.3 3.3 3.3
Non-Labour 4.3 4.3 4.3 2.3 2.3
Regulatory Affairs 26.4 25.4 26.0 9.6 9.8
Labour 8.9 8.3 8.4 3.7 3.7
Non-Labour 1.7 1.9 1.6 0.9 0.7
OEB/NEB Cost 15.8 15.2 15.9 51 5.4
Security Management 5.1 4.7 4.8 2.2 2.3
Labour 4.8 4.4 4.5 2.1 2.1
Non-Labour 0.4 0.4 0.4 0.2 0.2
Internal Audit 6.2 6.3 6.4 3.3 3.4
Labour 5.1 5.2 5.3 2.7 2.8
Non-Labour 1.0 1.1 1.1 0.6 0.6
Real Estate and Facilities* 60.1 59.6 60.7 32.2 32.7
Labour 7.7 1.7 1.7 6.3 6.3
Non-Labour 2.4 2.4 2.4 1.3 1.3
Facil & Real Estate Work Program 50.0 49.5 50.5 24.6 25.1
Total CCF&S Costs 198.4 195.5 196.3 98.3 97.5
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