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Hydro One Inc. (Hydro One) filed an application on October 11, 2016, under section
86(2)(b) of the Ontario Energy Board Act, 1998, S.0. 1998, c. 15, (Schedule B) (Act),
requesting approval to purchase all of the shares of Orillia Power Distribution
Corporation (Orillia Power). As part of the share purchase, Orillia Power and Hydro One
Networks Inc. (HONI) requested the OEB’s approval for related transactions/ proposals:

e Inclusion of a rate rider in Orillia Powers 2016 OEB approved rate
schedule, under section 78 of the Act, to give effect to a 1% reduction in
the 2016 base electricity delivery rates for residential and general service

classes until 2022

« Transfer of Orillia Power’s rate order to HONI, under section 18 of the Act
e Transfer of Orillia Power’s distribution system to HONI, under section 86(1)(a)

of the Act

e Cancellation of Orillia Power’s electricity distribution licence, under section 77(5)
of the Act, after the transfer of the distribution system to HONI is completed

« Amendment of HONI’s electricity distribution licence, under section 74 of the
Act, at the same time as Orillia Power’s licence is cancelled, authorizing HONI
to serve Orillia Power’s customers
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A Notice of Hearing was issued on November 7, 2016. In Procedural Order No.1, the
OEB approved the intervention requests of School Energy Coalition (SEC), the
Vulnerable Energy Consumers Coalition (VECC), the Consumers Council of Canada
(CCC), and Mr. Frank Kehoe. The OEB also determined that these intervenors are
eligible to apply for an award of costs in this proceeding under the OEB’s Practice
Direction on Cost Awards. In accordance with Procedural Order No. 2, these parties
filed interrogatories which were responded to by the applicants.

In Procedural Order No. 5, the OEB made provision for the filing of submissions and
reply submissions on the application. Submissions were filed by the parties on April
21, 2017 and reply submissions were filed by the applicants on May 5, 2017.

Having reviewed these submissions, the OEB has determined that the hearing of
this application will be adjourned until the OEB renders its decision on Hydro One’s
distribution rate application.! In making this decision, the OEB notes, in particular,
the following submissions.

OEB staff observed that the rates proposed for previously acquired utilities (Norfolk,
Haldimand, and Woodstock) in Hydro One’s distribution rate application suggest
large distribution rate increases for some customers of these acquired utilities once
the deferred rebasing period elapses.

SEC argued that approval for the proposed transaction should be denied stating that
the no harm test will not be met in this case. SEC submitted that Hydro One has
shown no credible evidence that it will be able to generate any savings by acquiring
Orillia Power and that there will be cost increases. SEC argued that there were no
cost savings for Norfolk, Haldimand and Woodstock, noting the rates proposed for
customers of these former utilities in Hydro One’s distribution rate application.

CCC submitted that Hydro One has provided no evidence in this proceeding to
support the argument that the transaction meets the no harm test. CCC referenced
Hydro One’s distribution rate application, stating that Hydro One has proposed a
new rate class for Norfolk, Haldimand and Woodstock that has the rates of the
customers in those areas rising significantly.

! OEB File No. EB-2017-0049
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VECC submitted that it accepts that the application meets the no harm test with
respect to price although the benefits to Orillia Power customers are not as
significant as claimed. VECC argued that the no harm test with respect to price can
only be satisfied if the rates eventually charged to former Orillia Power customers
are reflective of Hydro One’s cost to serve them and submitted that the OEB should
set out this expectation as it has done with other consolidation applications by Hydro
One.

Hydro One responded to VECC'’s submissions stating that it is Hydro One’s intention
to apply rates to Orillia Power’s customers that reflect the cost of serving those
customers at that time. In response to SEC’s assertions, Hydro One stated that it
has provided evidence that the proposed transaction results in the lowering of cost
structures to operate the existing Orillia Power service territory. In its reply
submissions, Hydro One provided a cost structure analysis reflecting that the cost
structures of Norfolk, Haldimand and Woodstock are lower than they would have
been absent the consolidation transactions. Hydro One argued that the evidence
provided in its distribution rate application shows that costs have declined consistent
with the projections made in the consolidation application for each of the three
acquired distributors.

Hydro One submitted that SEC has confused lower cost structures, which it states
are used to test the validity of a merger or acquisition application, with allocated
costs used for rate setting.

Hydro One also submitted that the matter of how those costs are then allocated to
rate classes is outside a merger or acquisition application and that it has based its
rate application on a cost allocation model consistent with the OEB’s principles and
it will defend that allocation in that hearing.

Orillia Power argued that the evidence filed in this case supports a finding that
efficiencies will be gained and lower costs will be realised as a result of the
proposed acquisition and that any reference to Hydro One’s rate application is
irrelevant to the issues before the OEB in this application. Orillia Power submitted
that this acquisition is an illustration of the types of ratepayer benefits envisioned by
the Ontario Distribution Sector Review Panel in its report on the benefits of
distributor company consolidations.
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The OEB considers certain evidence recently filed in Hydro One’s distribution rate
application to be relevant to this proceeding.

The OEB granted its approval for Hydro One’s acquisitions of Norfolk, Haldimand
and Woodstock in recognition of evidence that Hydro One could serve the acquired
entities at a lower cost. In granting those approvals the OEB established a clear
expectation that the future rates for the customers of those acquired service areas
would be reflective of the lower costs.?

Intervenors in this hearing have raised concerns with Hydro One’s rate proposals
and revenue requirements for those acquired service areas contained in its
distribution rate application. Hydro One has responded that the evidence in its
application for distribution rates indicates that it has served the acquired service
areas at a lower cost as it had projected in its acquisition applications. Hydro One
submitted that its rate making proposals are based on a cost allocation model
consistent with the OEB’s principles and it will defend its allocation proposals in that
hearing.

Hydro One’s cost allocation proposals result in significant rate increases for certain
customers within the acquired utility customer grouping.® It is not apparent to the
OEB that Hydro One’s cost allocation proposal responds positively to the
expectation that the future rates for the customers of those acquired service areas
would be reflective of the lower costs.

The OEB has determined that Hydro One should defend its cost allocation proposal
in its distribution rate application prior to the OEB determining if the Orillia
acquisition is likely to cause harm to any of its current customers. The OEB’s
determinations in the Hydro One rate case will be determinative of how customers
impacted by acquisitions are to be treated.

In its submission, Orillia Power refers to the Report of the Ontario Distribution Sector
Review Panel and how this acquisition is illustrative of the benefits of consolidation.

% Hydro One/Norfolk Decision — EB-2013-0196/EB-2013-0187/EB-2013-0198, p. 19 — “...., it is the Board’s expectation that when HONI makes its
application for rate rebasing, it will propose customer classes for NPDI customers that reflect the costs of serving those customers.”; Hydro
One/Haldimand Decision — EB-2014-0244, p. 4 — “The OEB has accepted the evidence that the cost to serve Haldimand on a go forward basis
will be lower. The OEB expects that the lower service costs will lead to relatively lower rates.”; Hydro One/Woodstock Decision — EB-2014-
0213, p.9 — “The OEB accepts Hydro One’s evidence concerning the cost drivers that are likely to result in savings being achieved. Hydro One’s
evidence is that rates will be determined based on the costs to service Woodstock customers.”

* Hydro One application — EB-2017-0049 — Exh.H1/T1/Sch.2
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The OEB recognises the economies of scale that consolidation can provide. This
recognition is embedded in its stated policies on mergers, acquisitions,
amalgamations and divestitures.* The application of the OEB’s no harm test ensures
that consolidations occur with due consideration to the directly impacted customers.
This is particularly important in cases involving Hydro One given its spectrum of
density related cost structures.

Therefore, this hearing is adjourned until a decision in Hydro One’s distribution rate
application has been rendered.

The OEB is making provision for the consideration of intervenor costs for the period
up to and including final submissions for this phase of the proceeding.

The OEB considers it is necessary to make provision for the following matters related to
this proceeding.
THE ONTARIO ENERGY BOARD ORDERS THAT:

1. The application by Hydro One Inc. for approval to purchase Orillia Power
Distribution Corporation will be held in abeyance until further notice.

2. Intervenors eligible for cost awards shall file with the OEB and forward to Hydro
One Inc. their respective cost claims for the period up to and including the filing of
final submissions for this phase of the proceeding by August 10, 2017.

3. Hydro One Inc. shall file with the OEB and forward to intervenors any objections to
the claimed costs by August 21, 2017.

4. Intervenors shall file with the OEB and forward to Hydro One Inc. any responses to
any objections for costs claimed by August 28, 2017.

5. Hydro One Inc. shall pay the OEB’s costs incidental to this proceeding upon receipt
of the OEB’s invoice.

* OEB Handbook to Electricity Distributor and Transmitter Consolidations issued January 19, 2016
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All filings to the OEB must quote the file number, EB-2016-0276, be made in searchable/
unrestricted PDF format electronically through the OEB’s web portal at
https://www.pes.ontarioenergyboard.ca/eservice/. Two paper copies must also be filed at
the OEB’s 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 https://www.oeb.ca/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.

With respect to distribution lists for all electronic correspondence and materials related
to this proceeding, parties must include the Case Manager, Judith Fernandes at
judith.fernandes@oeb.ca.

ADDRESS

Ontario Energy Board

P.O. Box 2319

2300 Yonge Street, 27th Floor
Toronto ON M4P 1E4
Attention: Board Secretary

E-mail: boardsec@oeb.ca
Tel: 1-888-632-6273 (Toll free)
Fax: 416-440-7656

DATED at Toronto, July 27, 2017
ONTARIO ENERGY BOARD
Original signed by

Kirsten Walli
Board Secretary
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