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1. THE PROCEEDING

1.1 HYDRO ONE APPLICATION FOR AMENDMENTS TO THE TRANSMISSION SYSTEM CODE

On September 27, 2001 and October 17, 2001 Hydro One Networks Inc.(*Hydro One”) submitted
proposed amendments to the Transmission System Code (the “Code”). This submission was given
file number RP-1999-0057, which is the general file number for this Code.

1.2 HYDRO ONE REQUEST FOR APPROVAL OF ITS CONNECTION PROCESS

On January 30, 2002, Hydro One submitted, in accordance with section 4.1.5 of the Code, its
proposed Customer Connections Process. This filing was given file number RP-2002-0101 / EB-
2002-0242.

13 ONTARIO POWER GENERATION APPLICATION FOR AMENDMENT OF HYDRO ONE
LICENCE

On March 4, 2002, Ontario Power Generation Inc. (“OPG”) applied for an order of the Board to
amend Hydro One’s Transitional Transmission Licence number ET-1999-0332. This filing was
given number RP-2002-0110. On December 3, 2003, Hydro One’s Transitional Transmission
Licence was subsequently renewed and replaced with an end-state Transmission Licence number
ET-2003-0035.
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14 THE BOARD, ON ITS OWN MOTION

In addition to these applications, the Board had also received expressions of concern from various
stakeholders, regarding the interpretation and application of the Code. As a result, the Board was
of the view that it would be appropriate to review the entire Code, and as part of that process, deal
with the applications that had been filed.

15 NOTICE OF PROCEEDING

On June 14, 2002, the Board published its Notice of Proceeding, indicating its intent to review the
Code, and to consolidate that review with the applications that had been received. The Notice was
mailed directly to potential participants and it was posted on the Board’s website. The Board
assigned the consolidated Proceeding file no. RP-2002-0120.

The Notice of Proceeding invited interested persons to write to the Board, requesting intervenor
status and providing a description of issues, comments or proposed amendments they intended to
address in the Proceeding. Throughout this Proceeding, the Board received in excess of 130
submissions. A list of the parties and their associated acronyms, is set out in Appendix A to this
Decision.

The Board reviewed the submissions and determined that it would be best to divide the Proceeding
into two phases: Phase 1, which would address policy issues, and provide the principled framework
for detailed Code revisions, and Phase 2, which would present specific Code amendments based on
the principles developed in Phase 1 and deal with the implementation issues as well as issues arising
out of the applications filed by Hydro One and OPG.

This Decision is the culminating element in Phase 1. Attached, as Appendix C, is a brief synopsis
summarizing the more significant aspects of the Decision and the Board’s associated rationale.

In Phase 2, which will follow this Decision forthwith, the Board will produce a revised Code
incorporating the policy decisions reflected in this Decision. In accordance with the statutory
provisions governing this process, Parties will have an opportunity to make submissions on the draft
Code before it is adopted by the Board.
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In a separate joint application filed by OPG, Bruce Power, and Hydro One (Board File No. EB-
2002-0501), the Board is considering proposed amendments to the form of the connection agreement
which is Appendix 1 of the Code. These amendments include proposals to address specific
operational requirements for the safety of nuclear generating sites, and certain legacy issues related
to generating site requirements for both conventional and nuclear sites. Parties will have an
opportunity to make submissions regarding the proposed changes contained in the joint application.
Board findings related to this Proceeding will be incorporated into the revised Code, and will be
circulated to all parties for further comments before issuing the revised Code.

1.6 PROCEDURAL ORDERS

On August 30, 2002, the Board issued Procedural Order No. 1, requesting submissions on Phase 1
issues by September 30, 2002 and reply submissions by October 21, 2002.

On September 20, 2002, the Board issued Procedural Order No. 2, extending the filing dates for
submissions to October 31, 2002 and reply submissions to November 22, 2002, at the request of
parties.

On April 14, 2003, the Board issued Procedural Order No. 3. The Board provided a set of Principles
and a list of preliminary propositions for Phase 1 issues and requested submissions and reply
submissions on these propositions. This was done to achieve a more focused discussion of the
issues.

On July 30, 2003, the Board issued Procedural Order No. 4 establishing a Settlement Conference
to be held beginning September 9, 2003.

1.7 SETTLEMENT CONFERENCE

A Settlement Conference was held on September 9 - 16, 2003 to review issues, seek consensus
where possible, and develop workable alternatives for the Board’s consideration on the following
issues:

. Determination of the remaining value of an asset

. What constitutes “fully allocated costs”
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. Determination of and allocation of O&M costs

. Definition of Capacity Allocated to a Customer (CATC)
. Definition of Line Connection and Network assets

. Definition of Embedded Generation

. Proposals for true-up requirements

A copy of the facilitator’s report from this Settlement Conference is found in Appendix B to this
Decision.

The results of the Settlement Conference were of assistance to the Board in deciding on a number
of specific issues. How the results of the Settlement Conference were incorporated with respect to
specific issues is discussed in appropriate sections of the Decision.
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2. PRINCIPLES

It is the Board’s intention that the revised Code and the documents and procedures associated with
it, including Hydro One’s Customer Connection Process (CCP) and Connection and Cost Recovery
Agreement (CCRA), should create an environment where conditions governing the relationship
between transmitters and transmission customers, including generators, would be characterized by
enhanced fairness, transparency and effectiveness. In order to achieve this goal and to elicit useful
and focused input from the parties, the Board developed a series of Principles, which are detailed
below. It was expected that some Parties would express points of view contrary to the Principle
enunciated. In this way, the Board expected to receive a full spectrum of thought on the important

issues raised in the proceeding.

The Principles were initially issued in Procedural Order No. 3. Some Principles were modified

during the course of the Proceeding as indicated below.

1. There is clear understanding of the Code and related documents and procedures
with respect to the intent and objectives of the Ontario Energy Board Act, 1998 (the
“Act1,)'

2. The monopoly position of the transmitter does not unduly restrain competition in

areas where competition can occur.
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This principle guided the Board primarily in a number of findings under

Contestability.

Parties are able to effect efficiencies in their use of electricity without facing punitive
measures or disincentives where a transmitter may impose a minimum payment
obligation to cover present loads or Available Capacity on existing Connection

facilities.

This principle guided the Board in findings 5.1.1, 5.2.1, 5.4.1, 5.6.1 and 8.9.1.

New generation is not discouraged.

This principle guided the Board in findings 5.1.1 and 5.4.1.

Unnecessary transmission asset duplication is avoided.

The Board approach recognized that “Transformation Connection” is currently a
contestable area in Ontario, and thus should be managed in a different way than is
the case for the Line Connection and Network pools. Transformation Connection
assets can be duplicated, subject to the Board-approved approach to compensate for
bypass. This issue was canvassed in Board Proceeding RP-1999-0044. Duplication,
reinforcement or reconfiguration of Transmission Network assets and Line
Connection assets are subject to much more stringent control, and is permitted only

in certain circumstances. This principle guided the Board in findings 4.8.1 and 5.3.1.

Transmission assets are considered to be stranded assets only to the extent that their

value has not been captured in the revenue requirement established for the purpose
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of rate setting. Assets which have been fully depreciated are not considered to be
stranded by bypass, and assets which have been partially depreciated shall be
considered to be stranded only to the extent that their value has not been fully

depreciated.

This principle guided the Board in finding 4.8.1.

Economic evaluations should include appropriate costs and revenues that are
associated with transmission connection to the extent that these accommodate new

load. Economic evaluations should exclude sunk costs and historic revenues.

The scope of this principle was expanded from its initial version to include the
concept that the evaluation should be limited only to costs associated with new load.
This principle guided the Board in findings 8.1.1 and 8.8.1.

Load customers are held responsible for their load forecasts subject to a true-up

mechanism. There are two proposed exceptions to this principle:

. embedded generation units of LMW or less; and

. measures for energy conservation, energy efficiency, load management and
the use of renewable energy resources.

In these cases load customers experiencing shortfalls in projected load should

receive relief through periodic true-ups and load forecast adjustment.

The scope of this principle was narrowed somewhat from the initial version by
replacing “cleaner energy sources” with “renewable energy resources”. This

principle guided the Board in finding 8.9.1.
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A balance between maintaining the integrity of the transmission system and
providing transmission customers with opportunities for achieving conservation,
energy efficiency, load management and the use of renewable energy resources

should be maintained.

This principle originally referred to “cleaner” energy sources. However, “cleaner”
can be ambiguous and remains undefined. As a result, the Board has decided to
replace “cleaner” with “renewable” in this principle as well as in all other pertinent
sections of this decision. A full discussion of this change can be found in section

5.2.1 which includes a definition of “renewable energy sources”.

Economic evaluations associated with customer connections should be done for each
of the Transformation and Line Connection pools, but the two evaluations should be

netted against each other for the purpose of calculating any capital contribution.

The Board has concluded that this is a complex matter that requires further
examination from a contestability, accounting and rate perspective and, therefore,

will defer its decision in this regard. A full discussion can be found in section 8.4.1.

Transmission Connection assets are defined as stated in Hydro One’s evidence in
Proceeding RP-1999-0044. The Transformation Connection pool refers to high
voltage transformation facilities that step down voltages from transmission levels to
distribution levels to supply customers. The Line Connection pool refers to radial
transmission lines that are specifically dedicated to serving a single customer or

group of customers.

The Board accepts the prevailing view of the participants that this classification

issue, as well as the issues outlined in Hydro One’s Appendix B of the Settlement
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Agreement should be addressed prior to or at the next cost allocation and rate design
proceeding. Inthe interim, the Board finding in this matter can be found at section
6.12.1.

Transmitters may charge customers as well as the IMO for customer connection
studies in one of the following ways: (1) on a time and material basis; (2) on a fixed
charge basis; or (3) on a pass through basis (Note this is only for third party costs
which the transmitter would be allowed to pass through to the customer without any
mark up to the cost). For options (1) and (2), the charges should be based on the
incremental revenue requirement beyond what is presently included in the
transmitter’s approved revenue requirement and associated rates. Specific fees for
customer connection studies are, as a matter of law, rates, pursuant to section 78 of
the Act and may not be charged to anyone without approval of the Board. Upon
approval by the Board, the transmitter should publish information relating to its
charges for customer connection studies along with a description of the scope of

work covered by the studies.

The changes included in this revised principle, reflect comments received from

various parties. This principle guided the Board in finding 6.10.1.

The Board should develop a procedure for the creation of interpretive bulletins

respecting the Code which may serve to assist parties in resolving disputes.

This principle guided the Board’s finding in section 9.3.1.

The Board will not examine implications of locational marginal pricing (“LMP”*) in

this proceeding.
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3. THE ISSUES

3.1 ORGANIZATION OF THE DECISION

The Board has organized the issues raised in this Proceeding under the following headings:

. Available Capacity

. Transmission System Bypass

. Cost Responsibility

. Contestability
. Economic Evaluation
. Contractual Issues

For each issue, the Board has set out the preliminary propositions that were provided to the parties.

This is followed by the Board’s analysis and findings on each proposition.

11
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4. AVAILABLE CAPACITY

4.1 AVAILABLE CAPACITY - BOARD PROPOSITION NO. 4.1

The Code should define Available Capacity to be the unutilized supply capability on each system

element (i.e., transformer station or line section) comprising a transmitter's Connection facilities.

4.1.1 Analysis and Findings

Generally, there was no opposition amongst parties to this preliminary proposition, subject to some
reservations. APPrO (previously known as “IPPSO”), an organization representing the interests of
generators in Ontario, wanted confirmation that findings relating to Available Capacity would be
confined to Connection facilities. The Board confirms that all of the propositions and findings

contained in this Chapter on Available Capacity are confined to Connection facilities.

Hydro One was concerned that “system element” was defined at a level that would create
complexities which would result in implementation difficulties or ambiguities. The Board accepts
Hydro One’s view that “system element” should be defined at the transformer station and circuit

level rather than at the line section level.

13
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Therefore, for the purposes of the revised Code, the Board finds that Available Capacity shall be
defined to mean the unutilized supply capability on each system element (i.e., transformer station

or transmission line) comprising a transmitter's Connection facilities.

APPrO asked the Board to consider the appropriate approach respecting the allocation of Available
Capacity on Connection assets that had been funded, completely or in part, by a customer. APPrO
proposed that the Code should allow such a customer to: (a) recover part of its contribution when
Available Capacity on those Connection assets is allocated to a new customer; and, (b) have a right

of first refusal over Available Capacity before it is allocated to another transmission customer.

As a matter of fairness, the Board is of the view that where an existing load customer has provided
a capital contribution to a transmitter for a Connection asset, and the transmitter subsequently
allocates Available Capacity on that asset to a new load customer, the initial customer should be
compensated by the transmitter. The compensation should take into account the size of the new
load, the additional incremental revenue received from the new load customer, and the proportion
of the total cost of the Connection assets that the original and new capital contributions represent.

This is also addressed in section 6.3.1.

GLPL wanted assurance that the proposition would not prevent a transmitter from recovering its
capital costs and O&M costs for existing Connection facilities. ECMI, a consultant retained by a
group of distributors, submitted that the propositions do not recognize that revenue from Available
Capacity, as it is taken up by new load, constitutes windfall revenue for the transmitter. In the
Board’s view, both of these issues relate to the revenue requirement of the transmitter and are issues
that are properly addressed in a rates Proceeding. There are situations arising in the relationship
between a transmitter and its customers that may lead to apparent windfall revenues for transmitters.
This occurs where costs have been incorporated in the revenue requirement and then are also

recovered in whole or in part from a specific customer or customers. It is expected that the

14
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transmitter, whether in connection with future rate Proceedings or otherwise would develop an

approach to such circumstances which is fair and transparent.

CAC and VECC submitted that the identification of further technical issues and their resolution is

the type of matter that could be effectively dealt with on an ongoing basis by a consultation team.

The Board is of the view that the opportunity afforded to parties in this Proceeding, through the
filing of submissions and the Settlement Conference, provided an adequate forum for the
identification and resolution of technical issues, and that a consultation team is not necessary.

Available Capacity is defined in section 4.3.1.

4.2 AVAILABLE CAPACITY - BOARD PROPOSITION NO. 4.2

The Code should contain provisions to prevent a transmitter's assignment of Available Capacity to
a transmission load customer which intends to build and own a new connection facility for supply
of new load. The customer should not be inhibited and the transmitter should not be allowed to

charge new load for the sunk costs of existing Connection facilities.

4.2.1 Analysis and Findings

Hydro One was opposed to this proposition on the basis that it would permit customers with new
load to build parallel connection facilities when there was adequate Available Capacity on the
transmitter’s Connection facilities to serve that new load. Hydro One asserted that existing
Connection facilities were built based on the load forecast for existing customers. To the extent that
new load was part of the original forecast, allowing a customer to build its own connection facility
to serve new load before the existing Connection facilities are fully loaded would, in Hydro One’s
view, constitute bypass and the inefficient duplication of existing assets. CAC and VECC share

Hydro One’s concern that existing system capacity reflects forecasts, as well as existing

15
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requirements, and that customers should not be allowed to build parallel connection facilities when
Available Capacity already exists on the transmitter’s Connection facilities. CAC and VECC take

the position that customers should be held to their load forecasts.

GLPL is of the view that a transmitter should not be able to charge new load for the sunk costs of
existing Connection facilities, provided that the transmitter can recover the full cost of existing

Connection facilities from its customers.

Toronto Hydro disagrees with Hydro One that existing rates were approved on the basis of entitling
atransmitter to serve future load growth from existing Connection facilities. Toronto Hydro submits
that, while existing pool customers would benefit through lower rates, if rates were reset to reflect
load growth, it does not follow that existing costs would be “shifted' to existing customers if new
load were served from new customer owned connection facilities. The potential benefit to existing
customers is an ‘opportunity benefit', that is, their position is not prejudiced if new load is served
from new customer-owned connection facilities. A negative rate impactalone does not establish that

the pool has been unduly harmed.

The Board is of the view that a customer opting to build its own transformation connection facilities
to meet new load, where that new load has not been specifically accounted for in a contract that
included a load forecast underpinning a particular transmitter-owned Transformation Connection
asset, does not amount to duplication or bypass. The transmitter should not have an automatic right
to assign Available Capacity to service new load. Allowing a role for competition in the
transformation connection market will lead to more economic efficiency on the part of the
transmitter. In other parts of this Decision, the Board will establish the basis on which existing load
is to be distinguished from new load (section 4.3.1), as well as rules relating to contestability
(Chapter 7).

16
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The Board therefore finds that, for the purposes of the revised Code, transmitters will not
automatically be entitled to serve new load growth, where that new load has not been specifically
part of a forecast underpinning existing Transformation Connection facilities and included in a
contract freely entered into by the parties. As such, the revised Code shall contain provisions to
prevent a transmitter's assignment of Available Capacity to a transmission load customer intending
to build and own a new transformation connection facility for the supply of new load. Where a
customer opts to service such load through its own transformation connection facilities, this will not

constitute bypass.

Insection 4.8.1, the Board further prescribes the criteria for allowing bypass of Connection facilities

serving existing load and, where allowable, the basis for compensation.

4.3  AVAILABLE CAPACITY - BOARD PROPOSITION NO. 4.3

Each connection agreement with any new customer should specify the amount of capacity that has
been allocated to each delivery point for that customer. This will be referred to as the “Capacity

Assigned to Customer (CATC)”” approach.

For existing customers, the amount of CATC per delivery point should be deemed to be the greater

of either:
1. the highest monthly peak load over the past 5 years for the relevant delivery points;
or
2. the Available Capacity of the existing dedicated feeder positions associated with the

relevant delivery point.

Available Capacity is then determined by subtracting the total CATC for all customers from the total

capacity of Line and Transformation Connection facilities.

17
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4.3.1 Analysis and Findings

Hydro One agreed that a transmitter should be required to calculate and make information available
to customers respecting Available Capacity at Connection facilities. However, Hydro One did not
agree that Available Capacity should be assigned to specific customers using a CATC approach.
Hydro One submitted that this would allow customers to reserve Available Capacity and this may
be contrary to the Electricity Act, 1998 and Market Rules. The use of existing Connection facilities
should be maximized and the construction of redundant connection facilities avoided. Hydro One
was also concerned that this approach could lead to a customer being entitled to Available Capacity
that they are not currently using. This could result from gaming, such as in circumstances where
a customer has created an artificially inflated peak load to secure Available Capacity for an

unspecified and uncertain future load growth contingency.

OPG and Brighton were concerned that there is potential for confusion as to whether the CATC
approach relates only to Connection assets or to Network assets as well. In their view, allocation
of Network capability is plagued by complexities and unintended consequences, and runs counter
to other propositions proposed by the Board. They strongly recommended that the CATC approach

should unequivocally apply to Connection assets exclusively.

Imperial submitted that the CATC approach for existing customers should allow a customer the
opportunity to demonstrate that a different approach for allocating capacity may be fairer, more
accurate, or otherwise more appropriate. An example of when this might be appropriate is where
a customer has carried out structural changes to its consumption patterns that make the use of the

highest monthly peak over the past 5 years a misleading and inappropriate determinant.
The EDA suggested that for temporary load transfers, instead of using the highest monthly peak

load, the average of 3 consecutive month’s peak load (a rolling average demand), established within

5 years prior to a new connection, should be used. Inthe EDA’s view, the Code should define and

18
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prohibit gaming in artificial peaks. Toronto Hydro supported the EDA’s position. It also agreed
with Hydro One’s view that Available Capacity is dynamic in nature, particularly for Connection
facilities serving large end-use customers. Nevertheless, Toronto Hydro submitted that it would be
appropriate and beneficial for the Code to contain explicit rules governing the allocation of capacity

on a customer-specific basis.

ECMI submitted that the Code should take into account the ability of distributors, primarily Hydro
One Distribution, to move load between Connection facilities and claim capacity at multiple
Connection facilities with the same load, thereby reducing Available Capacity for others on a given
Connection facility. CATC allocation should be made on the basis of normal supply, recognizing
that load movement can be a response to a genuine emergency situation. Use of the highest monthly
peak load over the last 5 years may represent an emergency situation rather than a normal supply
situation. The Code should contain provisions allowing the OEB to review initial and subsequent
assignments of Available Capacity and make any necessary adjustments. In its view, the same load
should not be used to establish CATC for more than one Connection facility. If backup supply
capacity is to be earmarked as CATC, it should be designated as backup CATC, with different

attributes and financial considerations.

CAC and VECC asked the Board to clarify whether CATC would be a one-time calculation or an
annual calculation given that total loads for many transmission customers, for example, distributors,

are growing annually.

The CATC preliminary proposition was addressed at the Settlement Conference (See Issue No. 4
in Appendix B). At the conclusion of the Settlement Conference, ECMI, VECC, CAC, Hydro One,
the EDA and Toronto Hydro supported the proposition, with some minor revisions. No other party
opposed the revised proposition. However, many parties raised concerns about the possibility of
gaming. Many parties also raised concerns about the potential for gaming under Hydro One’s

current approach, which has not been approved by the Board.

19
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Hydro One's concerns that the CATC approach was contrary to the Market Rules and the Electricity
Act, 1998 appear to have been alleviated as a result of extensive discussions during the Settlement
Conference.

The Board accepts the Settlement Conference outcome with minor modifications. In the revised
Code, the transmitter will be required to complete an expansion study and determine a CATC
entitlement for each of the transmission customers connected to a Connection facility whenever the
total load on that Connection facility is approaching the maximum normal planned supply capacity

of the Connection facility.

The Board notes that the methodology to be used by transmitters in the determination of maximum
normal planned supply capacity will be considered in Phase 2 of the Proceeding. For a load
customer who has a contract, freely entered into between the transmitter and its customer to serve
the customer’s load, the CATC is the load level used in the customer load forecast included in the
economic evaluation of that contract. For existing customers, with no explicit contract with the
transmitter, the CATC will be calculated using the average of 3 consecutive months of highest peak
load in the most recent 5 years for the transformer station or feeder position(s) or Line Connection
facility, whichever is more appropriate. Each CATC determination will consist of a typical usage
pattern (e.g., 24-hour typical load shape) and will be made on a per delivery point basis. A customer
will always be assured of this baseline allocation of capacity. Each customer's baseline will be

determined using the 5 years prior to the connection facility expansion study.

The calculation of CATC shall not include anomalous situations such as temporary load transfers,
emergency situations or any transmission reconfigurations that may be required by the IMO. The
Board is of the view that capacity is not to be allocated for back-up purposes, in recognition of the
concern raised by ECMI. Allowing all load customers to reserve substantial amounts of Connection
capacity for contingency purposes would result in an economically inefficient use of the

transmission system, leaving much of the system unutilized for the majority of the time.

20
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Designating CATC with different attributes and special financial considerations would also

introduce unnecessary complexities. CATC shall only reflect normal operating conditions.

The Board finds that Available Capacity on a particular Connection asset will be determined by
subtracting the total CATC for all connected customers from the total maximum normal planned
supply capacity of the Connection facility, with due regard to diversity among loads. No time-limit
shall apply to a customer’s CATC. In addition, and in accordance with the concerns raised by a

number of parties, the Board confirms that the CATC approach does not apply to Network assets.

The CATC determinations for a particular Connection asset are to be made available to all parties

connected to that Connection asset, in a manner that is consistent with confidentiality requirements.

The Board is of the view that the use of 3 consecutive months as opposed to a single month peak for
the calculation of CATC will make it more difficult for a customer to manipulate its determination
of CATC. Such manipulation will be prohibited in the Code. Where parties are found to be
manipulating their determination of CATC, the Board may review and redetermine an appropriate

CATC for the customer and the Board may also impose penalties.

The CATC is associated with a Connection facility. As a result, where a transmission customer
enters into a financial transaction that results in a change of business ownership, the CATC
associated with the seller’s existing connection facilities will not be affected. The CATC will be
automatically transferred to the purchaser of the business upon completion of the transaction. Any
party purchasing a facility from an existing customer should investigate all aspects relating to the
connection agreement including, if applicable, the CATC entitlement on the applicable Connection

facilities.
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Where there is agreement between the transmitter and the transmission customer that the CATC
requires an adjustment, or a dispute arises between the transmitter and the customer regarding the

CATC determination, the parties should seek direction from the Board.

The Board is of the view that different measures for calculating CATC, as proposed by Imperial, are
not necessary, given the changes to the CATC approach that the Board has adopted herein.
Imperial’s primary concern was the use of the single highest monthly 5-year peak. As discussed
above, the Board has decided against the use of a single monthly peak in favour of the average of

three consecutive months.

The parties supporting the modified CATC definition at the Settlement Conference expressed a
strong desire that the CATC be defined only for the purpose of allocating existing capacity in
relation to an expansion of a Connection facility. The Board is of the view that the methodology
used in the CATC calculation should not be restricted in its use because it is also an appropriate

method to distinguish between new and existing load.

44  AVAILABLE CAPACITY - BOARD PROPOSITION NO. 4.4

The Code should establish the principle of first-come, first-served in the allocation of Available
Capacity, but with some modifications and qualification as discussed in Board propositions No. 4.5
and No. 4.6 below. An applicant must clearly document the future need that gives rise to the
request. Available Capacity should not be allocated on the basis of vague or unsubstantiated
statements about future needs.

4.4.1 Analysis and Findings

Generally, there was no opposition to this proposition. Hydro One supported the "first-come,

first-served" principle on the basis that it is consistent with Hydro One's current methodology, as
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well as the legislative requirement to provide non-discriminatory access. However, Hydro One
submitted that the CATC approach is not based on the "first-come, first-served" principle. Hydro
One interpreted the "first-come, first-served™ principle to mean that Available Capacity is given to
any incremental load that needs it and is not reserved for future use by existing customers. Hydro
One agreed with the need for a customer to clearly document its future needs. Responsibility for
the load forecast should reside with the customer, who is in the best position to determine its needs.
It was Hydro One's view that customer accountability for load growth projections will lead to better
decisions regarding need. If Available Capacity is allocated, but the load does not materialize, the

capacity should be made available to other customers on a "first-come, first-served" basis.

ECMI submitted that the first-come, first-served principle should be applied to Available Capacity
on a Connection facility, provided that existing customers connected to that Connection facility are
contacted. ECMI also suggested that nearby customers, currently connected to other Connection
facilities but who may be able to be supplied by that Connection facility, should be given an

opportunity to use such Available Capacity.

The Board does not see any inconsistency between the CATC approach it has adopted above and
the "first-come, first-served" principle to be applied to Available Capacity. The CATC approach
merely establishes the genuine load requirement existing at the subject Connection facility.
Available Capacity is not meant to be reserved, and nothing in this Decision should be construed
as having that effect. It is to be allocated on a "first-come, first-served™ basis to customers who can

demonstrate a need for it.

The Board accepts the point made by ECMI that existing customers connected to a Connection
facility should be notified of any request made for Available Capacity on that Connection facility,
since the allocation of Available Capacity has the potential to affect them. However, ECMI has not

demonstrated any practical method by which a transmitter could notify adjacent customers
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connected elsewhere who might be in an overlapping supply zone between two Connection

facilities.

Accordingly, the principle of "first-come, first-served" for the allocation of Available Capacity shall
be applied in the revised Code, subject to the CATC criteria set out in section 4.3.1. Available
Capacity will not be allocated to a customer until the customer can clearly establish and document
its future need. There will be a requirement for the transmitter to notify all existing customers
connected to the same Connection asset when there is a request for Available Capacity. The issue
of what should happen to allocated capacity if the load does not subsequently materialize is

addressed in section 4.6 below.

4.5 AVAILABLE CAPACITY - BOARD PROPOSITION NO. 4.5

The Code should contain provisions governing the allocation of Available Capacity among various
participants competing for the Available Capacity in Line or Transformation Connection facilities.
These provisions should reflect the goal of achieving allocations that are as economically optimal
as possible. An example of this occurs when distributors are competing for Available Capacity that

exists in a transformer station owned by a transmitter.

4.5.1 Analysis and Findings

Hydro One is in agreement that the Code should reflect the goal of achieving allocations that are as
economically optimal as possible. No other party opposed the proposition. The Board adopts the

proposition as stated above for the purposes of the revised Code. Further detail is provided in

sections 4.6 and 4.7 below.
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4.6 AVAILABLE CAPACITY - BOARD PROPOSITION NO. 4. 6

All allocations of Available Capacity should be time-limited and non-assignable. The Board
believes this would help to achieve an allocation of Available Capacity that is as economically
optimal as possible. It would also mean there would be no secondary market for Available

Capacity.

4.6.1 Analysis and Findings

The issue underlying this proposition is whether there should be the possibility of a secondary
market for Available Capacity. Hydro One agreed that all allocations of Available Capacity should
be both time-limited and non-assignable. AMPCO recommended that Available Capacity be
assignable when a load entity is sold. For example, an industrial plant purchaser would retain the
Available Capacity that had been allocated to the plant prior to the purchase. AMPCO was of the
view that this would not lead to a secondary market. ECMI was of the view that the meaning of

"time-limited" required clarification.

The Board is of the view that a one year time limit, from the date of the allocation, would be
appropriate for all allocations of Available Capacity. If the allocated capacity is not taken up within
a year, the transmitter would be free to reallocate it. If a customer who has been allocated capacity
subsequently sells the business associated with the load, the original one year period will continue
torun (i.e., not restart upon transfer), allowing the purchaser to take up that capacity to meet the load
requirements of the business. It will be a matter of due diligence on the part of the purchaser to
investigate the amount of time remaining associated with the allocated capacity, prior to purchasing
the business. Allocated capacity is otherwise not assignable, to avoid the development of a
secondary market. A customer may apply to the Board for an extension of the one year time limit
where circumstances warrant such application, for example, where a customer is constructing new

connection facilities that will require more than one year to put in service.
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4.7 AVAILABLE CAPACITY - BOARD PROPOSITION NO. 4.7

The process for managing Available Capacity should be transparent.

The Code should require the transmitter to maintain up-to-date and publicly available information
about the Available Capacity on its Connection facilities subject to reasonable customer

confidentiality concerns.

A request for an allocation of Available Capacity should trigger notification to all customers
connected to the affected facility and a period should be allowed for other connected parties to
submit a competing application for the Available Capacity. The Available Capacity will be divided

fairly among those applicants that have adequately demonstrated a need.

4.7.1 Analysis and Findings

Hydro One agrees that a process for managing Available Capacity should be clear to all market
participants. Hydro One raises a concern that were it to be required to provide information about
Available Capacity for future years it could be in violation of its licence conditions respecting
confidentiality. This would arise, it suggests, because future Available Capacity is based on load
forecasts, which is the kind of information it must protect. Hydro One asserts that, if future years'
Available Capacity is to be published, confidentiality considerations need to be factored in to
determine how information should be disclosed so that the transmitter is not violating its licence
conditions. Hydro One also submitted that the transmitter should only be required to make available

all relevant information on Available Capacity where there is a customer request.
The Board finds that the process for managing Available Capacity needs to be transparent. A

request for an allocation of Available Capacity triggers a requirement for the transmitter to notify

all customers connected to the affected Connection facility, as the Board has noted above in the
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proposition. A reasonable period shall be allowed for other connected parties to submit competing
applications for the Available Capacity. Subsequently, the Available Capacity will be divided fairly

among those applicants that have adequately demonstrated a need.

The Board agrees that a requirement to maintain publicly available information regarding the
Available Capacity for all connected customers at all times is unnecessary and would impose a
significant administrative burden on transmitters. Under the revised Code, the transmitter will only
be required to promptly provide information about the Available Capacity of a Connection facility
to all affected customers at the time of a proposed system expansion of the Connection facility or
upon a customer’s request for Available Capacity and any other such time that the Board determines

to be appropriate.

The Board agrees with Hydro One that such information should be provided taking into account
reasonable customer confidentiality concerns. Customer confidentiality concerns will likely be of
greatest concern where there is only a single customer connected to a Connection facility and
Available Capacity information needs to be made available to a potential new customer. In such
cases, information regarding Available Capacity shall be made available only with the consent of
both customers. Special consideration will need to be given to those situations where the
prospective customer is a competitor of the existing customer. Such situations can be brought to the
Board for direction. Where there is more than one existing customer connected to a Connection

facility, information shall be aggregated by the transmitter to avoid confidentiality concerns.

4.8  AVAILABLE CAPACITY - BOARD PROPOSITION NO. 4.8

Where a transmission customer can demonstrate that Available Capacity will not meet its needs for
supply of new load, that customer should have the right to arrange for its own connection facility

requirements. Where a transmission customer opts to build its own connection facilities, as opposed

to using Available Capacity, those new facilities should only be used for the new load (i.e., the
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customer should not be allowed to transfer existing load from the transmitters' facilities). A
customer may waive the right to construct its own connection facilities to serve new load as part of
a contractual negotiation. In order to be effective and enforceable, such a waiver must be in
writing, and should include a reference to the Section of the Code bestowing the right, and should

stipulate that the Customer has waived the right voluntarily, and without undue influence or duress.

Where contracts entered into prior to the adoption of this provision contain restrictions on the
customer’s right to build its own facilities to serve new load, such restrictions shall be

unenforceable.

4.8.1 Analysis and Findings

Hydro One agreed that customers should have the right to arrange for their own connection facility
requirements if Available Capacity will not meet their new load requirements. The determination
of whether Available Capacity is adequate should be: (1) based on both local and system wide
considerations; and (2) made jointly between the transmitter and customer, with disagreements
subject to a timely dispute resolution process. Hydro One further submitted that a customer’s new
load must not be incremental load already included in the initial load forecast that led to the
construction of the transmitter's Connection facility in the first place. If load in the initial load
forecast is transferred to a customer's own connection facilities, this would constitute bypass of the
transmitter's Connection facilities and would have an unacceptable negative impact on other

Connection pool customers.

APPrO submitted that it is unworkable and unrealistic from an economic point of view to expect that
a customer would split new load from old. Such a requirement would lead to uneconomic
duplication of connection facilities. In its view, this issue needs to be resolved in conjunction with

proposition 5.3 of the Transmission System Bypass section. Sithe supported APPrQO’s position.
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OPG submitted that the principle of economic efficiency contradicts the proposed principle. When
faced with the need to construct new connection facilities, a competitive firm will consider a full
range of options that could include replacing the existing connection facility and transferring all
existing load to the new connection facility. In part, economy of scale would suggest that a single,
large new connection facility may have significant advantages over an incremental addition to an
old outdated, and undersized one. Therefore, there should not be a specific prohibition against such
transfers. To the extent that a transfer results in a stranded investment, the customer should pay for
that cost based on a calculation to be detailed in the Code, which is based on the depreciated value
of the asset minus any savings in the transmitter's O&M costs. In OPG’s view, in such a calculation,
the stranded cost should also be reduced to the extent that the transmitter would not have recovered
the full asset value in the course of expected operations absent the action that caused the stranding.
Brighton and TransAlta supported OPG’s position. TransAlta submitted that as long as true and
material stranding is compensated for properly, then duplication of assets could serve as an
economically efficient competing alternative to a possibly inflexible transmitter-provided connection
option. Transmitters understandably would like to retain monopolistic control over connection asset
infrastructure. But, not only is there no "economic efficiency" penalty associated with competitive
provision of the service, but such competition also usually leads to system-wide gains in economic

efficiency.

With regard to OPG’s suggestion that the customer should be given a credit for any reduction in
O&M costs, CAC and VECC submitted that this would only be appropriate in situations where the
customer had already pre-paid its O&M costs, as the current propositions suggest would be the case
for generators (see Cost Responsibility proposition No. 4.6). Otherwise, the remaining transmission
customers are effectively being required to pay the O&M costs for connection facilities the utility

no longer owns, and to subsidize the operations of the individual customer concerned.

AMPCO submitted that the proposition should be extended to allow customers to construct their

own connection facilities for some existing loads, when modifications are required, provided the
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customer reimburses the transmitter for the depreciated book value of any transmission assets that

would be stranded. This position is very similar to that advanced by OPG and TransAlta.

Brantford Hydro submitted that the Board should recognize that some customers are overpaying
when existing Connection facilities are operated on an overloaded basis. Switching is the only
practical means by which a distributor can increase its peak, at a given delivery point, with a
corresponding reduction at another delivery point. The overload portion of existing load should be

transferable to new connection facilities without penalty.

The EDA argued that the Code should indicate that a customer's obligation to use a transmitter's
Connection facilities terminates once those Connection facilities reach the end of their useful life,
where the customer waived the right to construct its own connection facilities prior to the

construction of the transmitter's Connection facilities. Toronto Hydro endorsed the EDA’s position.

The method by which a transmitter might be compensated for assets that are stranded as a result of
acustomer building its own connection facilities was addressed at the Settlement Conference. Three
options were examined and supported by various parties (see Appendix B - the Facilitator's Report -
for a discussion of those options). Many parties advocated the use of Net Book Value (“NBV”) as
a basis for compensating transmitters in the event of Board approved bypass events. The
transmitters expressed the view that the use of NBV is acceptable if the remaining asset life were
adjusted by a methodology that focuses on dispersion analysis of transmission assets, commonly
known as “lowa State University Approach/Technique” or other appropriate annuity adjustments,
to reflect the changed life expectancy of the asset at the time the valuation is being undertaken. The
Board retained Navigant Consulting Inc. to prepare a report on this issue. The report was provided

to the parties and they had an opportunity to make further submissions.

The Board has decided that the amount of Available Capacity will not be a factor when a customer

makes its own transformation connection arrangements to serve its new load. However, a customer
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will be required to demonstrate that Available Capacity would not meet its needs with respect to
Line Connection facilities. In the case of Line Connection facilities, the Board is concerned that
Available Capacity be used first, otherwise it would likely result in parallel lines, requiring
additional right-of-way and construction impacts. Under such circumstances there is a clear risk of
uneconomic and unnecessary duplication. The revised Code will discourage unnecessary

duplication.

The Board recognizes that a transmission customer may waive the right to construct its own
connection facilities to serve new load as part of an agreement with the transmitter. To be effective
and enforceable, such a waiver must be in writing and stipulate that the customer has waived the

right voluntarily, without undue influence or duress.

In response to intervenor submissions, the Board reexamined the situation where a transmission
customer opts to build its own transformation connection facilities, instead of using Available
Capacity. These new customer transformation facilities may also be used to supply the customer's
existing load if the customer adequately compensates the transmitter for the loss of that existing
load. Having reviewed the Facilitator's Report from the Settlement Conference, the Navigant report
and the subsequent submissions of the parties, the Board has decided that the most appropriate
method is the NBV approach, including a credit for salvage and the addition of reasonable removal
costs, which will include reasonable costs for environmental remediation. The Board has chosen
this approach because it is objective and is consistent with the Board’s approach to determining rate
base for transmitters. In establishing the revenue requirement for transmitters in rate making
Proceedings, the Board factors in equipment assets on a NBV basis. This means that the
depreciated value of the equipment is captured in the rate-setting exercise. A number of parties were
concerned that the adoption of the lowa curves to adjust the calculation would impose costs which
were not genuinely justified. They also expressed the view that the use of the lowa curves introduced
unnecessary complexity. They argued that the transmitter should have close at hand the depreciated

values for equipment engaged in the compensation valuation. The Board agrees.

31



PHASE | PoLICY DECISION WITH REASONS

The Board acknowledges that equipment can, and often does have value and utility notwithstanding
that it may be fully or substantially depreciated. Depreciation is a tool to account for the aging of
equipment for accounting purposes, but it is not designed to precisely or specifically predict or
establish the equipment’s actual useful life. Insofar as the establishment of the appropriate
compensation for stranded assets is a financial and not an engineering exercise, the use of NBV is
most appropriate. It is important to note the fact that if equipment has been fully or substantially
depreciated it ought not to create an inclination to replace equipment that still is viable and has
residual useful life. Replacement of outdated equipment is an engineering exercise, and the prudent
operator will not replace on the basis of NBV, but only on the basis of an assessment that takes into
account appropriate asset management techniques to determine whether the equipment is at or near
the end of its useful life.

The Board is of the view that reducing the stranded cost and the compensation owed to the
transmitter, using the methodology proposed by OPG (i.e., to the extent that transmitter would not
have recovered the full asset value in the course of expected operations absent the action that caused
the stranding) would introduce an unnecessary complexity and also appears to be somewhat

subjective. There was no support for this approach by any parties at the Settlement Conference.

The Board has decided that the NBV approach to compensation will be used for any bypass

authorized by the revised Code.

The Board is of the view that with respect to the bypass of a transmitter's Transformation
Connection facilities resulting from the transfer of existing load from such facilities to a
transmission customer's transformation facilities, an issue arises where the transmission customer
is a distributor. Similar to an end-use consumer connected to the transmission system, a distributor
could compensate the transmitter to hold the transmission pool harmless. However, unlike an end
use customer, this compensation could come at the expense of the distributor’s captive retail

customers. The Board requested that this issue also be addressed at the Settlement Conference. The
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outcome at the Settlement Conference was a consensus on a defined formal process, outlined in the
Settlement Agreement (Appendix B, Issue No. 1), involving the distributor, transmitter and the
Board. Under this proposed process, the Board should appoint a facilitator, at the cost of the parties,
in circumstances where they are unable to resolve the issues. The facilitator would make
recommendations and, where a dispute remains, the Board will initiate a proceeding culminating in

a decision. Each party involved will be responsible for its own costs in the process.

The Board adopts this proposal, with some qualifications. First, the Board will not be subject to the
specific time constraints identified. Inaddition, there will always be a prudence review, regardless
of any agreement reached by the transmitter and distributor, which could result in some or all of the
distributor’s investment being disallowed in rates. The onus will be on the distributor to
demonstrate to the Board that a new transformation station was, in fact, necessary to the continued
prudent operations of the distributor, and that it was more cost-effective for the distributor to build

it than to utilize the transmitter's existing transformation facilities.

There is one circumstance which would permit the transmission customer to build its own new
connection facilities to serve existing load without compensating the transmitter. This circumstance
arises where the existing Connection facilities are overloaded. The Board is of the view that the
overloading of any Connection facilities reduces the economic efficiency of the transmission system
and should be avoided, where possible. In such cases, only the overload portion of existing load
shall be transferable to the new line or transformation connection facility without compensating the
transmitter. Overload shall be defined as anything above the maximum normal planned supply
capacity of the Connection facility.

The Board has decided that where contracts, entered into prior to the adoption of these provisions
in the revised Code, contain restrictions on the customer's right to build its own transformation or
line connection facilities to serve new load or the overloaded portion of existing load, such

restrictions shall be unenforceable by the transmitter.
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The Board does not share the view that requiring an existing customer to distinguish between new
and old load is unworkable or unrealistic as was suggested. The Board has decided that the same
methodology as outlined in section 4.3.1 above with respect to CATC shall be used to establish a
customer’s existing load level. For new customers, this CATC determination will be established by

their load forecast and, accordingly, such customers will be held to that load forecast.
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S. TRANSMISSION SYSTEM BYPASS

5.1 TRANSMISSION SYSTEM BYPASS- BOARD PROPOSITION NO. 5. 1

The Code should contain a definition of "Embedded Generation" which addresses such factors as

ownership, location and other relevant factors.

5.1.1 Analysis and Findings

The issue of what constitutes Embedded Generation was addressed by the Board in RP-1999-0044,
which was a Hydro One rates case. Whether generation is embedded in relation to a transmission
customer affects how, and how much the customer is to be charged by the transmitter for
transmission services. The issue was also addressed more recently in two subsequent proceedings,
RP-2002-0143 and RP-2002-0118. Those proceedings dealt with complaints brought by
transmission customers, each of whom asserted that Hydro One refused to recognize certain
generators as embedded and therefore was billing the customers in a manner not consistent with the
governing rate order. In each proceeding, the Board concluded that the generation in question was
embedded because it was connected on the customer side of the point of connection between Hydro

One and the transmission customer.
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This Decision, however, looks at the issue more broadly to determine under what circumstances
generation ought to be considered to be embedded, examining the various possible combinations of
old and new generation with old and new load. The Board is of the view that a comprehensive
definition of Embedded Generation will provide greater regulatory certainty, which should facilitate
investment in desirable new supply. The determination as to whether generation is embedded in a

variety of scenarios will affect how the transmitter charges its customer, as set out in RP-1999-0044.

The definition of Embedded Generation was one of the seven issues addressed at the Settlement
Conference. The settlement discussions resulted in the development of two options, each supported
by different parties. Appendix B (Facilitator's Report, Issue No. 4) provides a detailed description

of the two options. There were several similarities between the two options.

For both options, there was consensus that the generation is embedded if it is connected behind the
point of connection between the facilities of the transmitter and the transmission customer. This is
consistent with the Board's conclusion in RP-2002-0143 and RP-2002-0118. There was also
agreement that generation isembedded if the generator is connected directly to a distribution system.
This is consistent with RP-1999-0044.

There was consensus, for both options, that the ownership of the generation, the voltage level at
which the generator is connected, and the type of licence held by a customer are not relevant to the
question as to whether generation is Embedded or not. This, too, is consistent with the RP-2002-
0143 and RP-2002-0118 Decisions. There was also agreement that it was immaterial whether the

Embedded Generation capacity was greater than or less than the customer's load.
The parties concluded, for both options, that a Board review process should be available to resolve

disputes as to whether a specific generation facility should be treated as embedded where the

generation asset and the load are connected to the same Line Connection facility owned by a
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transmitter. Recourse to the review process would not be required if the generation was renewable
generation. In such circumstances, the renewable generation would be deemed to be embedded.

The parties also agreed that if new generation met the criteria for Embedded Generation, it did not
matter if that generation was connected to existing or new load. However, the options diverge in
their proposed treatment of new or reconfigured connections between existing load and existing
generation. Option 1 would make recourse to Board review available in all such circumstances
where the parties were unable to resolve their differences, while Option 2 would not provide for such
recourse where the situation involved new load connected to existing generation, which should be

considered to be embedded.

In Option 1, where generation qualified as Embedded in relation to a load, there would be an
automatic rate adjustment for the transmitter based on the removal of that load. CAC and VECC

did not support this aspect of Option 1.

Option 1 required generation and load to be located on a single property, while Option 2 did not.

Option 2 did not require a Board review process for generation with a capacity of less than 20 MW.

In the Settlement Conference, the IMO took the position that the emerging definition of Embedded
Generation in these proceedings, which is used for the purposes of establishing transmission rates
and the consideration of Code issues, appeared to be different than the definition used in connection
with the Market Rules. The IMO was of the view that it may be impractical to try to reach a
common definition of Embedded Generation for both rate making purposes and reliability and

connection purposes as addressed by the Market Rules.

There are four possible combinations of generation and load which the Board considered in
deciding the issue of what constitutes Embedded Generation for the purposes of the Code. These
are:

. new generation - new load

37



PHASE | PoLICY DECISION WITH REASONS

. new generation - existing load
. existing generation - new load, and,
. existing generation - existing load.

The Board's approach is driven in part by the objectives of the Act as expressed in Section 2 thereof.
In addition, the Board is mindful of the overall state of the electricity market in Ontario, and the
importance of accommodating, to the extentappropriate under its statutory mandate, the introduction

of new and expanded generation to meet existing and new demand.

The Board will address the first two combinations together, since they each involve new generation

and can be reasonably dealt with in the same manner.

The Board recognizes that the transmitter may lose some revenue from existing load when such load
is subsequently met by new Embedded Generation. It is reasonably predictable that the advent of
new generation, including new Embedded Generation, will result in overall improvement and
growth in the electricity market. Much of the loss of transmission revenue is likely to be reduced
or perhaps totally offset by load growth in the market as a whole. The Board also recognizes that
this may lead to some increase in the costs borne by transmission ratepayers, but this should be
offset by the expected reduction in overall energy cost resulting from entry of new generation. New
generation means there is more supply to meet peak demand which should reduce energy costs for
all consumers. Ontario is currently facing a tight supply situation and has had to rely on expensive
sources, including imports, from time to time to meet peak demand. Historically, Embedded
Generation has tended to be in the form of cogeneration, which is a more energy efficient and cost
effective form of generation than most merchant generation. Embedded Generation may also have
the effect of enhancing reliability and reducing inefficiencies associated with transmission

congestion.
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The Board is of the view that to the extent that all ratepayers will benefit from lower energy costs
and a more effective and efficient transmission system, it is appropriate for them to bear additional
transmission costs that may result from the rate treatment set out in RP-1999-0044 for Embedded

Generation.

The Board recognizes that the commercial realities of the market place are such that there will often
not be common ownership of load and generation. The Board considers it to be important that the
imagination and industry of the marketplace be permitted adequate scope to develop configurations
and arrangements that will serve the important societal goal of enhancing the efficiency and
effectiveness of the electricity supply system in Ontario. It would be an unnecessary barrier to new
generation to require common ownership as a criterion for qualification as Embedded Generation.
For similar reasons, it is not necessary to require that the load and the generation be located on the
same property. While Embedded Generation is often located on the same property as the load
customer, there is no reason that generation should not be considered embedded if it is located on
separate property, provided that it is connected on the transmission customer side of the connection

point/interface between the transmitter and that transmission customer.

Generation can be connected at transmission or distribution voltage. The choice is often driven by
economic or system efficiency factors which ought not to affect the question of whether the
generation is Embedded. That was the Board's view in the RP-2002-0143 and RP-2002-0118

Decisions and there is no reason to take a different approach for the purposes of the revised Code.

There are many commercial arrangements that can be entered into by new generators and new types
of arrangements will occur as the Ontario electricity market continues to evolve. The Board does
not believe that the form of commercial arrangement entered into by new generation should affect
whether that generation is considered to be embedded. To do so would be to run the risk of creating
barriers to new generation. This is consistent with the Board’s approach in RP-2002-0143 and RP-
2002-0118.
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The Board recognizes it is possible that Embedded Generation capacity may exceed the related load.
It would be inconsistent with the objective of ensuring a reliable supply of electricity for Ontario
to limit Embedded Generation capacity to the size of the load. Similarly, the number of generating

units ought not to be a factor in determining whether new generation is Embedded.

The Board therefore finds, for the purposes of the revised Code, any new generation that is
connected on the customer side of the connection between a transmission customer and the
transmitter will be considered embedded, and therefore not transmission system bypass, regardless
of:

. whether the customer load is new or existing;

. who owns the generation;

. where the generation is located;

. what voltage the generation is connected at;

. what commercial arrangements the generator enters into; and
. the size or the number of units of generation capacity.

For the purposes of the revised Code, the Board is of the view that the appropriate date to distinguish
between new and existing generation shall be the date that this Decision is published on the Board's
web site. This means that any generation facilities which go into online operation on or after the
date that this Decision is published will be considered to be new. This does not affect any Board
Decisions made in RP-1999-0044 and, as a result, October 31, 1998 will continue to be the date used

for the application of rates under the current rate order.

If new generation is Embedded in relation to a load customer, the transmitter will charge for

transmission services in accordance with the RP-1999-0044 Decision.

The revised Code will not provide for an automatic rate adjustment for the transmitter when load

is lost as a result of new Embedded Generation, as proposed in Option 1. The Board prefers not to
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address one narrow aspect of what constitutes just and reasonable rates in isolation. Transmission
rates are best addressed in a rates proceeding which looks at all rates issues together and establishes

just and reasonable rates.

The Board will address the last two combinations together since they both involve existing

generation.

Itis possible that by reconfiguring existing transmission system connections, existing generation can
become embedded in relation to an existing transmission customer. Similarly, new load can be
connected in such a way that existing generation can be Embedded in relation to that new load. The
Board is not prepared to consider either combination as Embedded Generation for the purposes of
RP-1999-0044.

Reconfiguration may result in narrow benefits for the generator or associated load customer but
there is no apparent benefit to ratepayers who will bear the cost of assets that are stranded as a result
of reconfiguration, primarily because no new generation has been added. Such reconfiguration
amounts to bypassing the transmitter, which will increase the cost to be borne by other ratepayers

unless the transmitter is compensated for the bypass.

In the revised Code, the Board will not consider any reconfigured existing generation to be
Embedded for the purposes of RP-1999-0044 and gross load billing will, therefore, apply for both

Network and Connection charges.

The Board emphasizes that for new Embedded Generation situations that are consistent with the
revised Code, the bypass of transmitter-owned existing Transformation and Line Connection
facilities serving existing load customers is allowable. If the bypass results in reduction of usage
of the connection facilities, as set out in RP-1999-0044, the transmitter will be billing the customer

on a gross load basis for the relevant Connection assets. However, if the existing customer(s)
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disconnects from the transmitter’s Connection assets to take service from a new and, in effect,
duplicative line and transformation connection owned by a party other than the transmitter, the
transmitter’s Line Connection and Transformation Connection assets, as the case may be, would be
stranded, but the transmitter would not be compensated through gross load billing as the Board
envisioned in RP-1999-0044. As a result, in such cases of bypass, the compensation for these
Connection facilities will be a responsibility of the customer(s), and would be based on the NBV

of the stranded assets.

As a result of these findings, a Board review process, as set out in the Facilitator’s Report, is not
necessary. It is also not necessary to consider the establishment of the Local Interrelated System

concept as discussed at the Settlement Conference.

5.2 TRANSMISSION SYSTEM BYPASS- BOARD PROPOSITION NO. 5. 2

The Code should reflect the principle with respect to the rate treatment of new Embedded
Generation (i.e., net billing for Network and gross billing for Connection) established in
RP-1999-0044.

5.2.1 Analysis and Findings

Hydro One agreed with and supported RP-1999-0044. Generators agreed that rate treatment should
be aligned with the principles established in RP-1999-0044. Large consumers submitted that net
load billing for both Connection and Network charges should be applied in a manner consistent with
the principles established in RP-1999-0044. The EDA generally supported the same proposition.
In addition, the EDA suggested that the revised Code should include a specific clause to the effect
that transmission load displaced by Embedded Generation of 1MW or less ought not to be
considered system bypass. CAC and VECC submitted that there is a potential conflict with

Proposition No.5.4, below, and that gross load billing could be viewed as a measure that discourages
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the development of Embedded Generation. In their view, Proposition No. 5.2 should take precedence

over Proposition No. 5.4.

In order to ensure consistent rate treatment, the Board is of the view that transmission customers
with new Embedded Generation, as defined in this Decision, will be subject to the rate treatment
established in RP-1999-0044. That is, net load billing for Network charges and gross load billing
for Connection charges, except for Embedded Generation of 1 MW per unit or less where net load
billing applies for both Network and Connection charges. The Board will increase the qualifying
limit for exemption from gross billing from 1 MW per unit to 2 MW per unit for renewable
generation installations. This increase reflects a societal interest in increasing the proportion of
renewable generation in the overall generation mix in the province, and the technical reality that the
output of some renewable source generation equipment has advanced from under 1 MW per unit to
just under 2 MW per unit. It is intended that renewable energy projects comprised of generation
units producing 2 MW or less per unit will be eligible for net billing charges on relevant connection
facilities. The Board notes that there was a request to increase this qualifying limit to 20 MW. The

Board rejects this proposal as being excessive.

There are references to ""cleaner" energy sources throughout these propositions. There was a general
consensus amongst the parties that this terminology was ambiguous, undefined and should be
replaced with "renewable” energy sources. The Board agrees. The parties involved in this process
also agreed to a definition of "renewable energy sources™ as set out in the Facilitator’s report.
However, the Board believes it would be prudent to use an existing definition of renewable energy,
as developed by the Ontario Government, to avoid having competing definitions in the Ontario
electricity market. The Government recently released its Request for Qualifications (RFQ) for 300
MW of new renewable capacity. That RFQ contained such a definition which states that: a
"Renewable Generating Facility" refers to a facility that generates electricity from the following
sources: wind, solar, Biomass, Bio-oil, Bio-gas, landfill gas, or water. As such, the Board has

decided to adopt this definition for the purposes of the revised Code.
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5.3 TRANSMISSION SYSTEM BYPASS- BOARD PROPOSITION NO. 5. 3

The Code should contain provisions establishing the right of load customers to construct their own
connection facilities (e.g., transformation stations) regardless of the existence of Available Capacity,
provided that the new facilities are designed to meet needs created by the development of new loads
that are not presently served by existing transmission Connection facilities. The construction of
such facilities should not be considered bypass. New load is defined as load which exceeds the

CATC and based on the greater of either:

1. the highest monthly peak load over the past 5 years for the relevant delivery points;
or
2. the Available Capacity of the existing feeder positions associated with the relevant

delivery point.

5.3.1 Analysis and Findings

This proposition is related to and follows from the propositions that were addressed in sections 4.2
in 4.3 above in the chapter dealing with Available Capacity. As the Board has indicated above, a
transmitter shall not have an automatic entitlement to serve new load on its own Connection

facilities.

The Board has decided that the revised Code shall contain provisions establishing the right of load
customers to construct their own transformation connection facilities, regardless of the existence of
Available Capacity, provided that the new facilities are needed to meet the new load. This right also
applies to overloads on existing Transformation and Line Connection facilities, but only to the
extent of the overload portion of the customer’s load. The construction of such facilities shall not
be considered bypass. In section 5.5.1, the Board addresses situations covering customers’ existing

load on transmitter-owned transformation connections.
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The Board clarified that for line connection facilities, a customer will have to demonstrate that it has
new load that cannot be met by the Available Capacity on the transmitter’s existing Line Connection
facilities, before it can construct its own line connection facilities, except where it involves
overloaded Connection facilities. Where Available Capacity is not adequate, that customer shall
have the right to meet its own line connection requirements and the construction of such facilities
shall not be considered bypass. The rationale for this approach to line connection facilities is to

ensure that there will not be unnecessary duplication of existing lines.

The rationale underpinning this approach is the Board’s interest in creating opportunities for
enhanced competition in the provision of construction and consulting services for connection
facilities. Competition should be applicable where the system as a whole cannot reasonably be said
to be compromised or unduly disadvantaged by such diversity. In the Board’s view, such
competition should result in an overall enhancement and optimization of the transmission system,

and the creation of appropriate new business opportunities for other sectors of the economy.

54 TRANSMISSION SYSTEM BYPASS- BOARD PROPOSITION NO. 5. 4

The Code should contain provisions which establish that the development of new Embedded
Generation should not be considered to be system bypass. Any measures that discourage such
development should be prohibited and where such measures are in existing agreements they should

be unenforceable.

5.4.1 Analysis and Findings

Hydro One generally agreed with the proposition. However, Hydro One also submitted that
prohibiting measures that discourage Embedded Generation could lead to the construction of

Embedded Generation that is justified solely on the strength of avoiding transmission charges (i.e.,

uneconomic bypass) and that this would be an inappropriate market signal which could discourage
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the development of more efficient forms of generation from a societal perspective. Hydro One
submitted that this could result in higher transmission rates for remaining customers and the

potential stranding of significant parts of the transmission system.

Generators were in agreement with the proposition. TransAlta objected to the inclusion of a "no
bypass" clause inits existing Connection and Cost Recovery Agreement (“CCRA”) with Hydro One,
which TransAlta signed under protest. OPG in a separate application dated March 4, 2002, made
requests including removal of a “no-bypass” section from Hydro One’s CCRA template agreement.
The generators stated that any existing contract that is inconsistent with the new Code should be

amended to come in line with the revised Code.

GEC, CIELA and OSEA submitted that load reduction should also be excluded from the definition
of bypass.

Large consumers agreed with the proposition, which is consistent with RP-1999-0044. AMPCO
further submits that transmitters should not be able to circumvent RP-1999-0044 through

additional contractual provisions.

Distributors were generally supportive. Generation supplying new load should not be considered
bypass, but the Code should state that existing load displaced by Embedded Generation greater
than LMW per unit is to be considered bypass. The Code should contain criteria for calculating
the gross load bill as a result of bypass. Bypass contributions should be reduced to the extent
that:

. displaced transmission Connection assets have reached the end of their useful life;

. displaced capacity is built back by new transmission customer load growth;

. displaced capacity is reallocated by the transmitter to supply another customer;
and
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. the Embedded Generation is down at the time of the billing peak in a particular

month.

CAC and VECC submitted that Proposition No. 5.2, above, should take precedence over
Proposition No. 5.4. CAC and VECC further submitted that the Board should clarify that the
reference to “system bypass” in the first sentence relates specifically to Network system bypass,
and that the second sentence does not preclude gross billing for Connections. CAC and VECC
also requested clarification that the second sentences in Propositions 5.4 and 5.6 do not preclude
measures designed to achieve a balance between transmission system integrity and encouraging

new generation or energy conservation or efficiency.

The Board notes that, generally, there was consensus that the revised Code should state that the
development of new Embedded Generation, consistent with section 5.2 of this Decision, is not
considered to be system bypass. To a large degree, this issue has already been addressed in
section 5.2 Transmitters should not do anything that would discourage the development of new
Embedded Generation. To the extent that provisions in existing agreements between a
transmitter and customer prevent or discourage the development of new Embedded Generation
or treat it as bypass, the revised Code will provide that such provisions are not to be enforced by
the transmitter. The Board reiterates that load customers with Embedded Generation are to be

billed in accordance with RP-1999-0044 as discussed above in section 5.2.1.

55 TRANSMISSION SYSTEM BYPASS- BOARD PROPOSITION NO. 5. 5

The Code should contain provisions that would require transmitters to replace Connection facilities
that have become fully depreciated at no charge to the customers served from that facility. The
Code should, however, allow customers to construct their own connection facilities to replace
transmitter's assets which have been fully depreciated and are, therefore, not considered to be

stranded. If the Connection facilities serve more than one customer, the same rule applies. If, in this
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situation, some of the customers choose to remain with the transmitter's Connection pool, the

transmitter will provide for appropriate new facilities at no charge to these customers.

5.5.1 Analysis and Findings

Transmitters disagreed with the proposition. Hydro One submitted that it ignores the fact that
facilities are built to accommodate future load and continue to be used and useful beyond their
accounting life, and that the transmitter will continue to operate and maintain the facility, and
include the costs in its cost of service. Value does not depreciate uniformly over time as
components age and it is inconsistent with the principles of depreciation accounting. Depreciation
rates are established on a pool basis to recover capital costs over the average life of assets; if some
assets are prematurely abandoned, then depreciation rates and, consequently, transmission rates
increase. In Hydro One’s view, it would be incompatible with the current uniform rate structure and
would also represent a move towards asset-specific pricing, increasing inequities among customers
connected to newer facilities and those connected to older facilities. Hydro One further submitted
that if bypass is allowed at the end of accounting life, then assets that fail prior to their accounting
life should be replaced by the customer served by those assets, at their own cost. Hydro One
proposed that the Code should permit bypass only at the end of an asset's physical life, as currently

provided.

GLPL interpreted the proposition to mean that a transmitter would not charge a customer who is
connecting to a fully depreciated Connection facility and that the transmitter must replace such
facilities at no charge to a customer. GLPL disagreed with this proposition because the asset may
still be serviceable. It argued that transmitters cannot be expected to replace Connection facilities
for free and that it is inefficient to allow a customer to build its own connection facility to replace

a transmitter's still useful, but fully depreciated, Connection facility.
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Generators were generally supportive of the proposition. APPrO submitted that the Code should
allow customers to buy down the remaining value of assets that are substantially depreciated in
appropriate circumstances. OPG supported protecting customers from new stranded costs brought
about by the transmitter's rebuilding of Connection facilities that have reached the end of their life,
but in its view, the language used was problematic. OPG further submitted that the transmitter
should not be required, or permitted to replace a facility solely because it is depreciated, as this is

unlikely to match the end of the facility's operating life.

Large consumers agreed with the proposition. AMPCO submitted that the replacement of facilities
by the transmitter at the transmitter’s cost or replacement by the customer at the customer’s cost
should be at the customer’s choice. The Code should include an allowance for cases where the
Connection facility is substantially depreciated, such that the customer would have the option of
reimbursing the transmitter for the remaining value of the assets. Imperial submitted that the Code
should allow customers to construct their own connection facilities to replace a transmitter's assets

which have been fully depreciated and are, therefore, not to be considered stranded.

The EDA was generally supportive of the proposition. The EDA further submitted that the
transmitter should disclose to what extent existing facilities have reached the end of useful life and
the revised Code should include a predefined methodology or standards for calculating the end of
useful life. ECMI noted that the proposition appears to permit bypass only where Connection assets
have been fully depreciated and to require the replacement of Connection facilities once they have
become fully depreciated, not recognizing that assets may be serviceable long after they are fully
depreciated. Reconstruction by the transmitter should only be required if the customer does not wish

to purchase or construct alternate transmission capacity.
CAC and VECC submitted that to ensure a proper comparison between the cost of continued

ownership by the transmitter and ownership by the customer, the transmitter must be allowed to

undertake an economic evaluation and charge for the new facilities. It is inappropriate that
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customers be allowed to buy down the remaining net book value in situations where the assets are

not fully depreciated.

ECAO submitted that customers should be permitted to replace depreciated assets with their own
assets as away to bring about greater competition and efficiency in connection activities. Customers
are more likely to choose to take responsibility for assets, and only replace them when appropriate,

rather than to duplicate assets.

Enbridge and Union Gas submitted that the Code should clarify that, while customers may not be
directly charged for the replacement of fully depreciated Connection facilities, the costs will be
included in the rate base and recovered from all customers. The Code should also indicate that
replacement is required when assets are no longer capable of providing safe and reliable service and

not automatically as soon as they are fully depreciated.

The Board agrees that Connection facilities should only be replaced by a transmitter if they have
reached the end of their useful life, even if they have been fully depreciated. The Board recognizes
that within a group of assets, different assets will have different actual lifespans, even though as a
group, they are depreciated at the same rate. Some assets will require replacement before they have
been fully depreciated, while others will still be useful even though fully depreciated. Such
replacement should be at no cost directly to any individual customer, recognizing that the
replacement assets will be included in rate base and subject to depreciation. The obligation to
replace Connection facilities that are at the end of their useful life includes an obligation to ensure
that Connection facilities are properly repaired and maintained on an ongoing basis, to ensure that

they perform at the required technical standards and level of reliability.
The Board has decided that where a transmitter's Connection assets have been fully depreciated, the

revised Code shall allow a customer to construct its own connection facilities, at the customer’s own

cost, to replace the transmitter’s Connection assets. This does not constitute bypass since the
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transmitter’s Connection assets have been fully paid for, and accounted for in the rate structure. If
the Connection assets serve more than one customer, the same rule applies. Inthissituation, if some
of the customers choose to remain connected to the transmitter’s facilities, the transmitter will
continue to have an obligation to replace the Connection facilities at the end of their useful life, at
no charge to those customers, taking into account that less capacity is required to serve those

remaining customers.

The Board finds that the determination of whether the Connection facilities have become fully
depreciated shall be based on the NBV of those facilities. Where the NBV of a particular
Connection facility, serving existing load, is greater than zero, a customer will not be permitted to
construct its own connection facilities to supply that existing load, unless it involves a
transformation facility, as this would constitute bypass. Where it does involve a transformation
facility, the transmitter shall be compensated as outlined above in section 4.8.1 in the Chapter

dealing with Available Capacity.

The underlying rationale for the Board’s view is its interest in providing reasonable opportunities
for new approaches to system change, so long as existing customers and the transmitters are not
unduly prejudiced. By allowing customers a new range of options and introducing increased
diversity in the development of new transmission connection assets within the system, the Board
expects to see overall optimization. The approach of using NBV is consistent with the rate
structures governing the transmission assets and incorporates them directly in the determination as

to whether bypass is in fact being effected.

It is important to clarify that the fact that a transmission asset may have been fully or substantially
depreciated is not of itself an adequate rationale for its replacement. Assets should only be replaced
at the end of their useful life according to the transmitter’s asset management program. These

programs normally include an engineering determination of when an asset is no longer reasonably
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capable of providing safe and reliable service. Premature replacement should be considered to be

imprudent.

5.6 TRANSMISSION SYSTEM BYPASS- BOARD PROPOSITION NO. 5. 6

The Code should contain provisions which establish that reductions in load attributable to measures
for energy conservation, energy efficiency, load management or use of cleaner energy sources
should not be considered system bypass. Measures discouraging such activities, such as a
transmitter imposing a minimum payment obligation to cover present loads, should be prohibited

and where such measures are in existing agreements they should be unenforceable.

5.6.1 Analysis and Findings

Hydro One generally agreed with this proposition, provided that there was no subsidization by the
transmission ratepayers. Hydro One noted its concern, referenced elsewhere in this Decision,
regarding "unenforceable terms". Specifically, it submitted that existing agreements should not be
changed or affected without the consent of both parties. Hydro One argued that any resulting
revenue shortfall to be absorbed by the transmission system pool should be recoverable by the

transmitter in rates.

Generators agreed that load reduction in any form should not be considered bypass. However,
generators were also of the view that "cleaner energy sources™ is an ambiguous term and that the
Code should not distinguish between generation fuel types on the basis of whether they are"cleaner

generation sources", especially without a definition of "cleaner energy source" in the Code.

Large consumers were in agreement with the proposition.
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The EDA was generally supportive of the proposition but suggested replacing "cleaner" with

"renewable™ or defining "cleaner"” in the Code.

CAC and VECC submitted that clarification of what is meant by the term “cleaner energy sources”
is required and that RP-1999-0044, with respect to cost allocation and rate design for transmission
rates, clearly established a 1 MW limit for net billing on Connection facilities associated with
Embedded Generation regardless of the source of the generation concerned. Inthe view of CAC and

VECC, the 1 MW limit should apply equally to all types of Embedded Generation.

Enbridge and Union Gas submitted that the Code should establish that Embedded Generation and
load reductions attributable to energy efficiency, energy conservation, load management or the use
of cleaner energy sources are not system bypass. However, a broad prohibition against minimum
annual charges should not be instituted, as these charges protect existing customers and shareholders
from stranded facility costs. The Code should not inadvertently prohibit the use of Lost Revenue
Adjustment Mechanism accounts, which are intended to protect the utility against losses in revenue
as a result of demand side management (“DSM”) initiatives. DSM initiatives provide a system
benefit and customers are required to pay for the forgone margin revenue that results from energy
conservation measures initiated by the utility. If minimum load payments are prohibited and
unenforceable, transmitters should not be prohibited from recovering legitimate costs as approved
by the Board.

The Board is of the view that reductions in load, attributable to energy conservation, energy
efficiency, and load management, should not be considered system bypass, under any circumstances.
The promotion of energy efficiency and conservation is one of the objectives of the Act and is
particularly important at a time when Ontario faces a tight supply of electricity. There appears to
be consensus that the Ontario electricity market requires increased demand response and

conservation measures, and many initiatives are underway to facilitate achievement of that goal.
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The Board is of the view that it is particularly important to ensure that the Code does not contain or

create any barriers or disincentives for energy efficiency and conservation initiatives.

As indicated under Principle No. 8 and Principle No. 9 in Chapter 2, the Board has decided to
replace “cleaner” energy sources with “renewable” energy sources. The definition of renewable
energy sources is included in section 5.2.1 and the Board’s decisions regarding the treatment of

renewables is included in section 8.9.1 of this Decision.

The Board has decided that practices or measures which discourage such initiatives, such as a
transmitter imposing a minimum payment obligation to cover present loads, shall be prohibited and,
where such measures are in existing agreements, they shall be unenforceable by the transmitter.
Where measures in existing agreements are determined to be unenforceable, such agreements shall
be read so as to be consistent with the revised Code. Any terms contained in such agreements which

are not in conformity with the Code, shall be unenforceable by either party to the contract.
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6. COST RESPONSIBILITY

6.1 COST RESPONSIBILITY- BOARD PROPOSITION NO. 6.1

The Code should establish the principle that Network costs incurred in establishing new or
enhanced connections for load customers should be borne by the Network pool. Similarly, Network
costs to connect new generation should be borne by the Network pool. The Code should allow for
exceptional situations for a party to seek a different allocation of specific Network costs from the

Board.

6.1.1 Analysis and Findings

Transmitters generally agreed with Board's preliminary proposition. Hydro One’s support was
conditional on Board review being available for exceptional situations such as when a new generator
causes an increase in transmission congestion, as a result of where it is connected to the transmission
system. GLPL suggested that this proposition should be broader in scope to include Network costs

incurred in establishing new or enhanced interconnections between transmitters.

Generators generally sought additional detail with respect to what constitutes “exceptional

circumstances”. They wanted a measure of certainty or predictability as to what cost allocation
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principles would apply in “exceptional circumstances”. They took the position that the transmitter
should not be the final arbiter of what constitutes exceptional circumstances and that there should
be a requirement on the transmitter to identify exceptional circumstances prior to project
development. They also submitted that exceptional circumstances should be considered in the
broader context of potential implementation of locational marginal energy pricing and related
transmission rights regimes in Ontario. Brighton stated that “Network” was not currently defined
in the Code and a definition would be helpful. Brighton proposed the following definition of
“Network” as set out in Appendix "B" to the Board's Procedural Order No. 1. Network means “ the
integrated part of the Ontario high voltage transmission system that is shared by all users, comprised
of the network stations and the interconnecting 500 kV, 230 kV and 115 kV lines.”

AMPCO supported the proposition, pending a thorough review of who should be responsible for

transmission planning and the cost of transmission additions.

ECMI disagreed with the proposition, and advocated Board supervision in all cases. Toronto Hydro
agreed with the proposition and opposed any attribution of Network costs to a new connection

customer.

CAC and VECC submitted that in circumstances where Network reinforcement or other forms of
investment are necessary solely as result of a new customer connection, then that customer should

be held accountable for some, if not all, of the costs.

The IMO proposed the establishment of a stakeholder task force to develop a set of guiding
principles to identify for inclusion in the revised Code those situations that would be an exception
to the general principle that the cost of improvements to the Network are borne by all transmission
ratepayers. This would include defining the respective roles of the various involved parties,
including the IMO and the Board, and developing rules governing financial contributions by new

customers for Network improvements.

56



PHASE | PoLICY DECISION WITH REASONS

In RP-1999-0044 and the existing Code, the Board established the principle that Network costs
incurred in establishing new or enhanced connections for load customers, or to connect new
generation, should be borne by all ratepayers since Network assets primarily benefit all Ontario
electricity consumers. Accordingly, the Board reconfirms that principle for the purposes of the

revised Code.

The Board recognizes, however, that there may be exceptional circumstances where it is more
appropriate to allocate some or all of such costs to a transmission customer. Parties may apply to
the Board to seek a different allocation of specific Network costs, based on the exceptional
circumstances of a particular new connection. The issue raised by such an application is primarily
one of rates and comes down to whether specific costs associated with Network improvements are
to be borne by transmission ratepayers in general, in accordance with the general rule, or, in
exceptional circumstances, by a particular customer. The Board would expect that such applications
would be brought primarily by transmitters or transmission ratepayers. It is a futile exercise to
attempt a precise definition of “exceptional circumstances”. Parties should be guided by the
principle that a specific customer should expect to be burdened with a specific allocation of Network
costs only in circumstances where the project in question serves the interest of that customer, and
results in material inconvenience or inefficiency to the Network as a whole. Creation of material
increased congestion may be considered to be a possible exceptional circumstance, giving rise to

a contribution from the customer causing the same.

With regard to the IMO’s proposed task force to develop guidelines for exceptional situations, the
Board believes that individual review on a case-by-case basis is more effective due to the expected

complexity of such situations.
For the purposes of the revised Code, “Network” will be defined as “the integrated part of the

Ontario over 50 kV high voltage transmission system that is shared by all users, comprised of the

Network stations and the transmission lines connecting these Network stations.”
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6.2 COST RESPONSIBILITY- BOARD PROPOSITION NO. 6.2

The Code should require any transmission load customer to notify the transmitter as soon as
practicable, of any material reduction in load that will result from the introduction of new or
increased Embedded Generation, energy conservation, energy efficiency, load management

measures, or use of cleaner energy sources.

6.2.1 Analysis and Findings

Hydro One generally agreed with this proposition, but pointed out that customers are generally not
in a position to determine if a reduction in their load is material in terms of its impact on the
transmission system, and therefore any proposed or planned reduction in load should be reported
to the transmitter. Hydro One also pointed out that worker safety and equipment protection could

be at risk if the transmitter is not contacted when a customer makes a change to its operations.

APPrO was concerned about the potential for duplication of reporting obligations to the transmitter

as well as the IMO.

The EDA advised that where there is difficulty in gathering the required detailed information, the
distributor may use variances in the associated delivery point load profiles to supplement specific

information received.

The IMO indicated that Chapter 4, section 7.1.2 of the Market Rules already requires a market
participant that "becomes aware of any material change to or inconsistency with any information or
data previously supplied to another market participant or to the IMO in accordance with a new or
modified connection that could affect the reliability of the IMO-controlled grid [to] promptly notify

the IMO and such other market participant in writing of that change or inconsistency.” The IMO
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further stated that the proposition to be reflected in the Code should be consistent with the

obligations imposed by the Market Rules.

The Board is of the view that it is important for a transmitter to have notice of load reductions
resulting from Embedded Generation, energy conservation, energy efficiency, load management
measures, or use of renewable energy sources as early as possible. These are all initiatives that
would require planning on the part of a customer and so it is not unduly onerous for a customer to
notify a transmitter in advance of implementation. Accordingly, the revised Code will require that
any Connection Agreement between a transmitter and a load customer shall include an obligation
that the customer notify the transmitter, as soon as practicable, of any reduction in load that will
result from the introduction of new or increased Embedded Generation or from energy conservation,

energy efficiency, load management programs, or use of renewable energy sources.

6.3 COST RESPONSIBILITY- BOARD PROPOSITION NO. 6.3

The Code should require that costs attributed to new or upgraded Connection facilities to meet the
needs of a load customer or generator be allocated to that load customer or generator. Where more
than one customer requests enhancements, all requesting customers should share the cost of the

enhancements, according to the following principles:

1. Generators share of the cost should be apportioned on the basis of the incremental

rated peak output of the generation equipment operated at the site.
2. Load customers’ share of the cost should be apportioned according to their

respective non-coincident incremental peak load requirement as reasonably

projected.
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3. As between load customers and generators, the costs attributable to a given
enhancement of connection assets should be apportioned according to whose

incremental coincident peak flow triggered the upgrade.

6.3.1 Analysis and Findings

Hydro One generally agreed with this proposition. Regarding the apportionment of costs among
load customers on the basis of their respective non-coincident incremental peak load requirement,
as reasonably projected, Hydro One proposed that the Board define “reasonably projected” to mean
the load forecast agreed upon by the customer and the transmitter. Hydro One was of the view that
the apportionment of costs between a load customer and a generator, based on whose incremental
coincident peak flow triggered the upgrade, might be difficult to implement. Hydro One was of the

view that further assessment is required to determine if this is the most appropriate approach.

AMPCO submitted that, where a customer has made a financial contribution toward the cost of
Connection facilities, the Code should provide that any subsequent customer connecting to those
facilities is required to reimburse the first customer for some part of the financial contribution made

by the first customer.

ECMI suggested that the requirement for generators to contribute to the costs of new Connection

facilities might be a deterrent to new generation.

The IMO submitted that the Code should clarify and preserve the responsibility of a sole beneficiary
of a new or modified Connection to pay the costs of that Connection. The Code should also include
a requirement that the transmitter provide a detailed facilities plan to establish that the system

modifications required to incorporate new or modified Connections that were not otherwise planned.
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RP-1999-0044 established the principle that customers who require the construction of new
Connection facilities to meet their needs should bear the cost of those facilities, to the extent that
the cost is not recovered in the Connection revenue. The Board is of the view that this principle is
an appropriate one to incorporate into the revised Code. However, customers should not be required
to bear the cost of facilities that were otherwise planned by the transmitter. In order to ensure that
this does not happen, a transmitter will be required to provide to a potential or existing transmission
customer, as part of the connection protocol, any pertinent existing transmission plans dealing with
system expansion that cover the portion of the transmission system under review. Such plans are
expected to be developed by transmitters to address growing demand, system sustainability, system
reliability and integrity. Such a transmission plan will be essential to determine whether a particular

connection project is truly triggered by the specific needs of a customer.

With regard to cost sharing among transmission customers, the Board is of the view that:

. Where more than one transmission customer requires or benefits from enhancements
to a particular Connection, all of those customers associated with that Connection
facility shall share the cost of the enhancements, based on how much of the
Connection facility capacity is required to meet the needs of each customer.

. For generators, this will be measured on the basis of the incremental rated peak
output of their generation equipment. There is no reason to consider this to be a
deterrent to new generation because this is a direct measure of one of the costs
incurred by new generation. Generators should be responsible for the costs
associated with Connection facilities they cause.

. For load customers, their share of the cost shall be based on their respective non-
coincident incremental peak load requirement as reasonably projected by the load
forecast agreed upon by the customer and the transmitter.

. For Connection facilities with a mix of load customers and generators, the costs of
an enhancement to Connection assets shall be apportioned according to the

incremental coincident peak flow that triggered the upgrade. Because of the power
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flow pattern of loads versus generators, in most cases the trigger would be attributed
to either the load or the generation. If there is more than one load customer or
generator causing the trigger, the sharing of Connection costs among them would
then follow the criteria established above for either load customers or generators, as

the case may be.

The Board agrees that it would be appropriate for the revised Code to provide for a customer who
made a financial contribution toward Connection facilities to be reimbursed by those customers who
are subsequently connected to those Connection facilities. The revised Code shall specify that if an
additional customer connects within five years from the in-service date of a new Connection facility
which was paid for by the first customer, then the transmitter shall require that the additional
customer make a financial contribution that will be used by the transmitter to reimburse the first
customer. The methodology to be followed is dealt with later in Chapter 8 of this Decision. This
should not occur often because the reinforcement of Connection facilities should generally be at a
capacity level sufficient to meet the capacity needs of that first customer, subject to equipment
standards and good utility practices. If atransmitter reinforces the Connection facility with a higher
capacity level in anticipation of future load growth, the transmitter will not be permitted to charge
the first customer for the cost associated with the capacity that exceeds that customer’s needs. This
would be an unfair burden to impose on a customer if the subsequent load growth did not occur. For
instance, such a requirement could inhibit the development of new generation, if a new generator
had to pay for more Connection capacity than it required subject to the criterion dealing with

specification of standard transmission element capacities and sizes.

The Board believes that transmitters may be able to recover costs associated with this overbuild
through enhanced revenue requirement, but generally may not charge these specific costs to
connecting customers. However, where the transmitter is aware of customers who will require
connection to a Connection facility within five years of the expected in-service date for that facility,

the transmitter should include the additional Connection capacity. The transmitter shall require a
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security deposit from each anticipated transmission customer in order to accommodate their capacity
needs. The security deposit shall be calculated using the Board approved economic evaluation
procedure. Should such a customer refuse to provide a security deposit to the transmitter to cover
its share of the Connection reinforcement cost, the transmitter is not obliged to include capacity for

their use in the Connection facility until a deposit is provided in full.

The revised Code shall specify that any customer who contributes to a reinforcement of Connection
facilities shall be entitled to be served at the capacity level (i.e., load forecast for consumers and
distributors or forecast flow capacity level, in the case of generators) included in the contractual

agreement and used in the economic evaluation specified in the Code.

6.4 CoOST RESPONSIBILITY- BOARD PROPOSITION NO. 6.4

The Code should contain provisions permitting a transmitter to finance customers' capital
contributions. Where a transmitter agrees to finance a capital contribution, the carrying charges
should be in accordance with the transmitter's approved cost of capital (i.e., Board approved capital

cost structure and associated cost components).

6.4.1 Analysis and Findings

Hydro One was concerned that it did not have the competencies, authority or ability to manage this
kind of financial risk. Hydro One was also concerned that this requirement would divert the
transmitter’s available cash flow away from needed transmission investments and could lead to
higher costs for transmission pool customers. Should the Board decide to implement this
proposition, Hydro One submitted that the transmitter should be permitted to vary financing charges

and the financing periods to reflect the risk of individual projects.
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GLPL agreed with the proposition, provided it can be interpreted to mean that such financing is

voluntary and that a transmitter may chose not to finance a customer’s capital contributions.

TransAlta supported this proposition, saying that the requirement to make certain financing options
available to customers would not be an undue burden on a regulated transmitter with guaranteed
revenue recovery, taking into account the asset-intensive nature of transmission systems, and the

existence of standard industry practices for financing such assets.

CAC and VECC supported the GLPL approach, which would permit a transmitter to finance a
customer's capital contributions without requiring them to do so. This would be appropriate because
it would allow transmitters to avoid situations where they consider the risk to be too great, given the
permitted rate of return. The corollary of this would be that any financing risk, including default,
should be borne by the transmitter's shareholders and not its ratepayers. It would also be reasonable
for the transmitter to recover in such financing arrangements any administration costs associated

with establishing the financing agreement.

ECAO opposed the proposition, for two reasons. Firstly, the pool funded option contains a number
of subsidies for Hydro One’s Connection work and should be eliminated. An example is that the
pool funded option subsidizes the cost of credit for customers who choose that option, because the
pool is not compensated for the credit risk accompanying the Connection Revenue. By contrast, if
a customer finances the costs of connection on its own, a lender would charge for financing costs,
including the cost of credit risk. Secondly, the transmitter would not only fund the pool funded
portion at its cost of capital, it would also fund the customer’s capital contribution at its cost of
capital. This mandatory financing proposition would tie up the transmitter’s capital which could be

used for other purposes, thereby creating an opportunity cost.

The IMO asserted that the Board must approach the issue so as to ensure that such financing does

not become a source of on-going disputes between transmitters and connection customers. The IMO
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also submitted that the Board should avoid transferring significant financial risks to transmission
ratepayers or diverting scarce resources that might otherwise be used to maintain and operate

existing transmission facilities efficiently, potentially putting reliability or safety at risk.

In RP-1999-0044, the Board was of the view that Ontario should move towards a competitive
transmission connections market. In light of this objective and the numerous concerns raised by the

parties, the Board is of the view that this proposition should not be reflected in the revised Code.

6.5 COST RESPONSIBILITY- BOARD PROPOSITION NO. 6.5

The Code should contain provisions for renewable energy projects which oblige the transmitter, if
requested, to finance the transmission customers' capital contribution over a period of not less than
five years. The carrying charges applied to the outstanding balance in these cases should be at a

rate no greater than the transmitter's approved cost of capital.

6.5.1 Analysis and Findings

Hydro One disagreed with this proposition. If the Board believes it is appropriate for utilities to
engage in these activities, it should permit transmitters to set interest charges and financing periods
that protect transmission pool customers and the transmitter. Hydro One was concerned that a
mandatory requirement would result in higher costs that might be borne by transmission pool
customers. Government policy appears to limit the transmitter's role to the ownership and operation
of transmission facilities. Hydro One was of the view that it is not permitted under statute to
implement this proposition. Hydro One stated that it has no authority under its general by-law to
loan money unless it is to secure the performance of an obligation. Both Hydro One and GLPL were
concerned about the potential effect on their credit ratings. GLPL was also concerned that a
mandatory financing obligation would tie up a transmitter’s capital which would prevent it being

used for transmission investment. The mandatory financing obligation could lead to subsidization
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of renewable energy projects, which would amount to discrimination against non-renewable energy

projects, contrary to section 26 of the Electricity Act.

GEC was of the view that the proposed five year financing obligation would be of some assistance
to renewable energy projects. However, GEC was concerned that in a situation involving renewable
generation, such as wind generation, where a new line will be needed but no single wind generation
project could justify it, the costs and risk will still preclude renewable generation development,
assuming the new line would be considered a Connection facility. Consideration needs to be given
to how the cost of Connection facilities can be shared by subsequent developers of renewable

generation, particularly where a required transmission line far exceeds the requirements of the

triggering party.

The EDA noted that this proposition appears to force the transmitter to bear the risk of certain

projects, contrary to the principle of avoidance of cross subsidization.

CAC and VECC submitted that this proposition is inappropriate as it does not provide any
mechanism for the transmitter to address concerns with respect to the risk of the renewable project

and the credit worthiness of the proponent.

ECAO indicated that there are administration costs associated with borrowing and loaning money,
and unless these costs are recoverable by transmitters, transmitters will be required to subsidize
renewable energy projects. A mandatory financing obligation would amount to discrimination
against non-renewable energy projects that may not be eligible for financing, contrary to section 26
of the Electricity Act, 1998.

As with the previous proposition, the IMO asserted that the Board must approach the issue so as to

ensure that such financing does not become a source of on-going disputes between transmitters and

connection customers. The IMO also submitted that the Board should avoid transferring significant
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financial risks to transmission ratepayers or diverting scarce resources that might otherwise be used
to maintain and operate existing transmission facilities efficiently, potentially putting reliability or

safety at risk.

In light of concerns raised by the parties, the Board is of the view that this proposition should not

be reflected in the revised Code.

6.6 CoST RESPONSIBILITY- BOARD PROPOSITION NO. 6.6

The Code should contain provisions to indicate that O&M costs are the responsibility of the owner
of the assets. A transmitter's O&M costs associated with the connection of a new or upgraded load
customer will be recovered through Connection pool rates. A transmitter's O&M costs associated
with the connection of a new or upgraded generator will be recovered as a capital contribution, at
the time of connection, equal to the present value of attributable O&M costs over the expected life

of the connection.

Clarification of Proposition in Appendix A of Procedural Order No.4 dated July 30, 2003

In the case of allocation of O&M costs, it has been proposed by some stakeholders that incremental
O&M costs associated with new Connection assets are the responsibility of the owner of the asset.
This proposition suggests that whoever owns the asset should be responsible for its operation and
maintenance. Second, the proposition provides that if a new or upgraded customer connection (load
customer or generator) requires the transmitter to reinforce existing or construct new Connection
assets, the transmitter would incur both incremental capital costs and incremental O&M costs.
Pursuant to this proposition, these incremental costs associated with connection are allocated to
the specific connecting customer. If the customer connection does not require the transmitter to
reinforce existing or build any new Connection incremental assets, then no incremental O&M costs

of the transmitter ought to be allocated. Third, it is suggested in the case of a load customer, the
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allocated costs should be incorporated into the economic evaluation (i.e. they are capitalized) to
determine the degree of revenue shortfall that the customer is responsible for. In the case of a
generator, there would be no offsetting revenue in the economic evaluation and the generator would
therefore be responsible for the Transmitter’s total incremental cost of Connection capital and
O&M.

6.6.1 Analysis and Findings

The Board finds that in the case of allocation of O&M costs, the reasonable attributable O&M costs
associated with new connection assets are the responsibility of the owner of the asset. If a new or
upgraded customer connection for a load customer requires the transmitter to reinforce existing or
construct new Connection assets, the transmitter would incur both attributable capital costs and
attributable O&M costs. The reasonable fully allocated costs of attributable assets associated with
Connection are allocated to the specific connecting customer. If the customer connection does not
require the transmitter to reinforce existing or build any new incremental Connection assets, then
no O&M costs of the transmitter ought to be allocated, since these costs are already built into rates.
In the case of a load customer triggering a Connection facility upgrade, the reasonable attributable
O&M allocated costs of the transmitter shall be incorporated into the economic evaluation to

determine the capital contribution for which the customer is to be responsible.

The parties to the Settlement Conference agreed that there should, at the present time, be no

allocation to generators of incremental O&M costs for new or modified connections.

The Board accepts the consensus of the participants in the Settlement Conference that, at the present
time, there shall be no allocation to generators of incremental O&M costs for new or modified
Connections, in view of the relatively small amounts involved. However, the Board will require

transmitters to keep track of the estimated annual aggregate costs associated with providing all new
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generator connections that involve incremental O&M services associated with transmitter-owned

new or modified Connections at no cost to the generators.

6.7 CoST RESPONSIBILITY- BOARD PROPOSITION NO. 6.7

The Code should contain provisions which establish that capital costs of monitoring and testing
equipment for new or enhanced connections should be borne by the owner of the equipment. The
costs associated with monitoring and testing activities should be borne by the party which owns the
equipment regardless of whether or not the transmitter is the requesting party for such testing. A
transmitter's monitoring and testing costs associated with the connection of a load customer will be
recovered through Connection pool rates. A transmitter's monitoring and testing costs associated
with the connection of a generator are recovered as a capital contribution, at the time of connection,
equal to the present value of attributable monitoring and testing costs over the expected life of the

connection.

6.7.1 Analysis and Findings

Hydro One proposed that for new generator connections, the capital and O&M costs for monitoring
and testing equipment incurred by the transmitter would be recovered from the generator on a

cost-recovery basis as incurred.

OPG and AMPCO submitted that a reasonableness standard is necessary to ensure that the
transmitter does not require more monitoring and testing equipment than necessary. There should
be explicit mechanisms in place for an expedited, independent review by the Board of any costs

considered excessive.

69



PHASE | PoLICY DECISION WITH REASONS

Brighton did not object in principle to the recovery by a transmitter of reasonably-incurred
monitoring and testing costs as long as it is clear that there is no potential for double recovery of

those costs.

ECMI submitted that there should be timely notice of any potential monitoring and testing
requirements so there is an opportunity to explore alternative or less costly monitoring and testing
options. Inall cases, any monitoring and testing requirements which results in costs for a customer

should be contestable.

In the Board’s view, monitoring and testing are important components of ensuring the reliability of
the transmission system. Monitoring and testing equipment may be required on the customer side
of the connection with the transmitter, for the protection of both the transmission system and the
customer. It is appropriate for the transmitter to require such equipment, subject to a standard of

reasonableness.

The Board notes that monitoring and testing equipment that transmitters own is classified with
respect to the asset it services. For example, monitoring and testing equipment at a transformer
station that is part of the Network pool is classified as a Network asset. Similarly, such equipment
at a transmitter-owned Connection transformer station is classified as part of the Transformation
Connection pool. The Board will follow the principle established in section 6.1 of this Decision as
applied to the monitoring and testing equipment and associated capital costs. If monitoring and
testing equipment is installed in Network stations to accommodate new or enhanced connections for

load customers or to connect new generation the associated costs should be borne by all ratepayers.

The Code will require that the reasonable capital costs of such monitoring and testing equipment for
new or enhanced connections that is owned by the connecting customer be borne by that customer.
In addition, the Board is of the view that a transmission customer connecting to the transmission

systemwill be responsible for the reasonable capital costs associated with the monitoring and testing
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equipment which the transmitter would specify and install at its Connection facilities to
accommodate that new connection. If the customer is a load customer, in the process of performing
an economic evaluation as outlined in Chapter 8 of this Decision, such a cost will be included with
the capital cost of the reinforcement to the Connection facilities incurred by the transmitter to
accommodate that customer. If the connecting customer is a generator, the generator will pay this

capital cost up front.

The reasonable costs associated with performing verification tests by the transmitter on monitoring
and testing equipment, associated with the operation of a transmission customer’s facilities, shall
be borne by that customer regardless of whether or not the transmitter is the requesting party for
such testing. If the customer chooses to do so, this obligation may be met on a current basis as and
when the testing costs arise, or may be subject to inclusion in the economic evaluation according

to agreement with the transmitter.

In the revised Code the Board will indicate that requirements for monitoring and testing equipment
and associated verification testing specified by the transmitter shall not exceed the requirements of
the transmitter with respect to the transmitter’s own equipment performing the same function.
Transmitters shall recover both their relevant capital costs for its monitoring and testing equipment

and costs associated with monitoring and testing activities from customers.

6.8 COST RESPONSIBILITY- BOARD PROPOSITION NO. 6.8

The Code should contain provisions establishing that the reconnection process should be based on

the following principles.
1. No reconnection fees related to system studies or any other activities, should be
imposed on transmission customers unless the transmitter has obtained Board

approval for them [Ref. Principle No. 12 in Chapter 2].
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2. Where the transmitter intends to perform system studies associated with a
reconnection it must demonstrate that conducting the studies is required in order to
preserve the integrity of the system, or to comply with requirements imposed by the
IMO. Only such studies as are necessary to accomplish these purposes should be

performed.

6.8.1 Analysis and Findings

Hydro One agreed with the proposition, but submitted that the appropriate treatment of
reconnections depends on the cause and duration of disconnection. Insome cases, reconnection may
need to be treated as a new connection to ensure that transmission capacity is still available to
accommodate the reconnecting customer. Prior to reconnection, the reconnecting party must fulfill
all requirements in the Market Rules and the Code. Hydro One also pointed out that the
reconnection costs addressed in this proposition have not historically been included in the
transmitter’s cost of service. Instead, they have been paid for by the reconnecting customer as an
up-front charge. If the Board decides that customers no longer have to pay these costs, then

allowance should be made for transmitters to recover these costs from all customers in rates.

ECMI advocated requiring timely notice to the reconnecting customer of the transmitter’s technical

and connection process requirements.

CAC and VECC agreed with Hydro One that the costs referred to in this proposition have not
traditionally been included in a transmitter’s cost of service and implementation of the proposition
would require an adjustment to the transmitter’s revenue requirement. CAC and VECC submitted

that it would be inappropriate to adjust the current transmission rates for this one item in isolation.

It is the Board’s view that a transmitter’s fees for system studies or for any activities related to the

reconnection of a transmission customer should not be imposed on that transmission customer unless
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the transmitter has obtained Board approval under section 78 of the Act. Where the transmitter
intends to perform system studies associated with a reconnection, it must demonstrate that the
studies are required to ensure the integrity of the system, or to comply with requirements imposed

by the IMO. Only those studies that are necessary to accomplish these purposes shall be performed.

The revised Code will also require that the transmitter notify a transmission customer within a
reasonable period of time following a written request by the customer indicating an intention to
reconnect, of the requirements for reconnection, the time line for the reconnection process, and the

cost of such an undertaking.

6.9 COST RESPONSIBILITY- BOARD PROPOSITION NO. 6.9

The Code should contain provisions establishing that switching costs and any associated overtime
costs should be paid by the requesting party.

6.9.1 Analysis and Findings

Hydro One stated that, historically, transmitters and distributors have not charged each other for
conducting switching operations. These operations were done for the benefit of all customers.
Hydro One submitted that the historical practice should continue.

APPrO, the EDA, Brantford, CAC and VECC were of the view that switching was part of the O&M
costs recovered in rates and they submitted that customers should only pay for switching costs

incurred on an overtime basis.

AMPCO submitted only reasonable costs should be recoverable, to ensure that transmitters properly

control their costs.
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Generally there was consensus that the revised Code should establish that switching operations
which take place outside the normal operating hours of the transmitter, and that arise due to a
customer request, should be paid for by the requesting party, including any associated reasonable
overtime costs. The Board accepts this consensus for the purposes of the Code. The ability to

recover such costs is subject to Board approval under section 78 of the Act.

6.10 CoST RESPONSIBILITY- BOARD PROPOSITION NO. 6.10

The Code should require that the transmitter undertake a Customer Impact Assessment (CIA) in
association with each new or upgraded customer connection to determine impacts on other

customers.

6.10.1 Analysis and Findings

Hydro One generally agreed with this proposition. However, Hydro One proposed that a CIA study
be conducted only if the new or upgraded customer connection is subject to the IMO’s Customer
Assessment and Approval (CAA) process. Connections that are not subject to the IMO’s process
are deemed not to have an impact on the transmission system or other customers. The IMO agreed
with Hydro One and further submitted that this is consistent with the IMO Market Manual 2.10
which identifies those connection proposals which require a formal study. APPrO submitted a CIA

may not always be necessary and the Code should provide for a waiver of the CIA requirement.

VECC submitted that the Code should require transmitters to undertake a CIA study of any new or
upgraded customer connection in order to determine the impacts on other customers. It should be
made clear that the costs of these studies are to be recovered from the customer requesting the new
connection or upgrade. The Code should also make clear that it is the responsibility of the customer

requesting the new connection or upgrade to address any impact on other customers.
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The Board acknowledges the submissions of Hydro One and the IMO. The revised Code will
require a transmitter to conduct a CIA study in all cases where the connection is subject to the
IMO’s CAA process. In cases where the IMO’s CAA study is not required but the transmitter
determines there is an impact on existing transmission customers, a CIA study shall also be
completed. Where a CIA study is not performed, the transmitter will be required to notify all
customers in the vicinity of the connection, advising them of the proposed connection work and the

fact that it has no negative impact and that no specific CIA study will be done.

The Board is of the view that the CIA report must provide for each customer two values of short
circuit levels; one value of short circuit level based on system conditions prior to the proposed
connection, and the second short circuit level for the system condition assuming the new connection
is in service. This is considered crucial as a customer conducts its assessment of the impacts of the
increased fault levels, and considers whether it should undertake mitigating measures to ensure

continued safe operation.

The Board is of the view that transmitters may charge customers, as well as the IMO, for customer
connection studies, including the CIA report, on either a cost pass through basis or by way of
specific fees. In either case, the charges shall be based on the incremental revenue requirement
beyond what is presently included in the transmitter’s approved revenue requirement and associated
rates. Standard fees for customer connection studies are, as a matter of law, rates pursuant to section
78 of the Act, and may not be charged to anyone without approval of the Board. Upon approval by
the Board, the transmitter shall publish information relating to its charges for customer connection

studies along with a description of the scope of work covered by the studies.

6.11 CoST RESPONSIBILITY- BOARD PROPOSITION NO. 6.11

Existing transmission customers are expected to ensure that their equipment is robust enough to

accommodate growth of the transmission system provided that such short circuit levels do not
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exceed the allowable ’Fault Levels” listed in Appendix 2 of the Code. The Code and the Connection
Agreement in Appendix 1 should contain provisions requiring that transmission customers be
responsible for upgrading their own equipment to the minimum baseline performance requirements
established by the CIA study.

6.11.1 Analysis and Findings

Hydro One agreed with this proposition.

The IMO submitted that the scope of the CIA should be expanded, requiring the transmitter to

establish baseline performance requirements for existing customer owned connection equipment.

The Board is of the view that the transmission system is dynamic in nature and that a transmission
customer must be expected to upgrade its own equipment, from time to time, to adjust to a changing
transmission system. The Board agrees with the IMO that the CIA process should be expanded to
establish baseline performance requirements for existing connection equipment owned by customers
that will be affected by increased short circuit levels that result from connecting a new customer or

upgrading a connection of an existing customer.

The Board expects that the CIA studies prepared by transmitters will provide information to all
affected customers regarding the fault levels before and after the new customer connection. The
Board is of the view that existing transmission customers should be required to upgrade their own
equipment, at their own cost, to handle increased short circuit levels which may result from
connecting a new customer, provided that these levels do not exceed the allowable fault levels
currently set out in Appendix 2 of the Code.

The Board, therefore, requires that the revised Code and the associated Connection Agreement shall

contain provisions requiring that all existing transmission customers be responsible for upgrading
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their own equipment to the minimum new baseline performance requirements that are established
by the CIA study prepared by the transmitter. In all cases, the transmitter is responsible for ensuring

that short circuit levels do not exceed the maximum fault levels set out in Appendix 2 of the Code.

6.12 COST RESPONSIBILITY- BOARD PROPOSITION NO. 6.12 (INITIALLY PRINCIPLE NO. 11)

Transmission Connection assets are defined as stated in Hydro One’s evidence in Proceeding RP-
1999-0044. The Transformation Connection pool refers to high voltage transformation facilities that
step down voltages from transmission levels to distribution levels to supply customers. The Line
Connection pool refers to radial transmission lines that are specifically dedicated to serving asingle

customer or group of customers.

6.12.1 Analysis and Findings

Atthe Settlement Conference, the participants reached agreement that this classification issue should

be addressed in more detail prior to or at the next cost allocation and rate design proceeding.

The Board recognizes there are substantial issues arising from the definition of Line Connection
assets and Network assets, and there is not any evidence as to the expected number of radial lines

that may in the future be subject to reinforcement and become “Local Loops”.

In light of this, the Board is of the opinion that this classification issue as well as the issues outlined
in Appendix B of the Facilitator’s Report ( which is included as Appendix B of this Decision),
should be addressed in a proceeding prior to or at the next cost allocation and rate design
proceeding. The resolution of such issues would help streamline the next transmission rate

proceeding.
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In the interim, the Board finds that the “Local Loops” are Network assets. The Board relies on its
interpretation of the definition for Line Connection assets which was submitted in the pre-filed
evidence of RP-1999-0044 and in the response to an Interrogatory by Hydro One/OHNC. Therefore,
if a reinforcement of a transmission line results in the reclassification of the transmission line from
Line Connection asset to Network asset, any financial implications imposed on or agreed to by
parties as a result of such reclassification of the “Local Loops” will require re-evaluation. At that

time, any amounts owing, including interest, shall be settled between the parties.

The Board notes that there was a recent case involving a leave to construct application by Hydro
One for reinforcement of the Ottawa City Centre (RP-2003-0038). The "Conditions of Approval”
attached to that Decision anticipated that the issue of classification of "Local Loops" would be
addressed in this Phase 1 Decision. As noted above, however, the Board is now of the opinion that
the classification issue should be addressed in a proceeding prior to or at the next cost allocation and
rate design proceeding. In light of this, the Board will not require Hydro One to revisit the
classification of "Local Loops" set out in the Decision of RP-2003-0038 as a result of this Phase 1

Decision, but rather will wait for the outcome of the proceeding discussed above.
The above interim finding does not alter the basis for a transmitter to charge for Line Connection

Service as outlined in the Transmission Rate Order (Schedules, Item D), issued April 30, 2002 and

applicable to all four licensed transmitters in Ontario.
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7. CONTESTABILITY

7.1 CONTESTABILITY- BOARD PROPOSITION NO. 7.1

The Code should allow transmission customers the choice of contracting with any qualified
contractor for the design and construction of connection facilities, whether or not the connection

facility is pool-funded, if the offer meets the following conditions.

1. The project requires a capital contribution from the load customer; and
2. The construction work would not involve work with existing Connection facilities.
3. The contractor doing the construction is qualified to do the proposed work.

7.1.1 Analysis and Findings

Hydro One disagreed with this proposition due to concerns regarding safety, security and reliability.
Very clear criteria governing design, construction, inspection, testing and commissioning would be
required. Hydro One also suggested that there would be challenges associated with existing labour
agreements. GLPL submitted that if a customer turned over an asset to the transmitter, the

transmitter should be able to recover all costs required to bring the asset up to required standards.
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The EDA was of the view that customers should have the right to complete the detailed design of
Connection pool assets in addition to the right to do the actual construction.

ECMI proposed that customers be able to choose to do all or part of the required Connection work.

ECAO questioned the rationale for allowing competition on pool funded assets only when a capital

contribution is required and only on assets that are not existing assets of the transmitter.

The Board is of the view that generators should design, construct, pay for and own all new dedicated
connection facilities required to connect to the transmitter’s transmission system. For required
reinforcement on existing dedicated or shared Connection facilities owned by the transmitter,
transmitters shall retain the right to make modifications to existing transmitter-owned Connection
facilities required to accommodate the generation connection and charge the generator as specified
in Chapter 8 of this Decision. This requirement is consistent with the current transmission rate

regime under which generators do not pay rates.

In the Board’s view, new Connection facilities work should be contestable. This approach is
consistent with the principle expressed throughout this Decision that the development of the
transmission system should be accomplished, wherever practical, through the interplay and
competition between qualified suppliers. A transmission load customer requiring new connection
facilities to connect to the transmitter’s transmission system will have two options; either design,
construct, pay for and own the new connection facilities or have the new connection facilities owned
by the transmitter. Under the latter option, the transmitter would carry out an economic evaluation
to determine what, if any, capital contribution will be required from the customer. The customer
may choose to accept the transmitter's cost of constructing the new Connection facilities or contract
with any qualified contractor for the construction of part or all of the Connection facilities, other
than work to be done on the transmitter’s existing Connection facilities. Regardless of which option
the customer chooses, a transmitter shall retain the right to work on its own existing facilities, in the

interests of operational safety.
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The Board accepts the submission of ECAO that new Connection facilities work should be
contestable regardless of whether a capital contribution is required from the transmission customer.
However, the design of any Connection facilities, that will be owned and operated by the transmitter,

should be carried out by the transmitter.

In section 7.3.1, the Board prescribes the process, responsibility and protocol for contestable work.

7.2 CONTESTABILITY- BOARD PROPOSITION NO. 7.2

The Code should contain provisions which require the transmitter to use the same fully allocated

costing methodology for all purposes, and to demonstrate the same.

7.2.1 Analysis and Findings

Hydro One expressed a need for an appropriate degree of flexibility to recognize specific
circumstances. When constructing facilities to be owned by a customer, for example, Hydro One
submitted that it is appropriate to add a margin to the calculated cost to determine the bidding price.
Hydro One interpreted fully allocated costing to mean design and construction overheads for a
Connection project plus a reasonable share of indirect overhead support costs. Capitalized
overheads associated with other aspects of the utility’s operation not affected by the Connection
project would not be included. This costing methodology reflects the incremental costing approach

as required by the economic evaluation methodology of the current Code.
Hydro One also expressed a concern about the effect Economic Evaluation proposition No. 4, which

provides for the netting out of the capital contribution requirements for Line and Transformation

Connection facilities, might have on contestability.
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ECAO submitted that assets to be owned by the transmitter should be costed using fully allocated

costs. To do otherwise would interfere with the connection market becoming competitive.

The issue of what constitutes fully allocated costs was one of the issues addressed in the Settlement
Conference. As Hydro One observed, this is an issue relating to both contestability and economic
evaluation. Hydro One indicated that for all capital assets it makes an allocation of a portion of the
indirect overhead support costs in the economic evaluation calculations before such assets are added
to rate base. This treatment applies to Connection assets that are priced on an incremental basis,

according to the economic evaluation methodology of the current Code.

There were two basic opinions expressed at the Settlement Conference, as reflected in section 2 of
the Facilitator’s Report. A number of participants suggested that there was a need for a hearing
dedicated to this specific issue. The second point of view held that the issue could be addressed in
a focused consultative process with the results then incorporated into the next cost allocation and
rate design hearing. However, there was agreement by all parties that there should be some form
of Board initiated process, prior to or at the next transmission cost allocation and rate design hearing,
to determine which costing methodology for the treatment of indirect overhead support costs should
be adopted. There was also agreement that pending the outcome of the proceeding, the costing

methodology currently utilized should remain in place.

The Board accepts the consensus of the parties that the costing methodology currently used by

individual transmitters should continue to apply, pending a more detailed review of this issue.

The Board is of the view that the principle of the costing of Connection facilities, for the purpose
of submission to a connecting load customer or a generator, should be on the same basis as the
eventual cost of that facility when it enters the transmitter’s rate base. Of particular concern is any
tendency for the transmitter to use varying methodologies in establishing the structure of its costs.

The determination of the relative weighting and constituent elements of the cost structure should
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be the subject of more detailed consideration. The process should result in a single consistent model

to be used in all circumstances. Such a costing approach must be based on allocating the appropriate

direct and indirect overheads to the Connection facilities, and will be determined in a proceeding

prior to or at the next cost allocation and rate design proceeding. In the meantime, the costing

methodology currently used should continue to apply, pending a more detailed review of the issue.

7.3 CONTESTABILITY- BOARD PROPOSITION NO. 7.3

In the event that a connecting customer chooses to obtain the services of an alternative contractor,

the Code should require the transmitter to:

1.
2.

Describe work that is contestable on the basis of conditions established in the Code;
Provide a separate estimate for contestable and non-contestable work that can be
audited if necessary to demonstrate no cross subsidy from non-contestable to
contestable work;

Provide a reasonable period of time for the customer to obtain competitive quotes
for contestable work;

Provide to the connecting party cost estimates and technical and engineering
specifications and data. The cost estimates should be detailed specifically to the
various components of the connection related work, which would allow the
connecting party the ability to review and assess the estimated costs for fairness and
accuracy; and

Require the customer who chooses to hire an alternative contractor to construct the
facilities to the specifications and standards of the transmitter and to assume full

responsibility for the construction of that aspect of the expansion project.
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7.3.1 Analysis and Findings

Hydro One agreed that a transmitter should provide cost estimates at a level of detail sufficient to
allow the customer to make a decision on whether to carry out contestable connection work.
However, the transmitter should not be required to provide more detailed costing or technical
specifications without being compensated for it. Hydro One also submitted that what constitutes
a reasonable period of time for a customer to obtain competitive quotes should be agreed on by the

transmitter and customer.

Brighton Power and OPG proposed that transmitters should be required to provide separate detailed
estimates of contestable and noncontestable work that can be audited if necessary to ensure that

there is no inappropriate cross subsidy between these two aspects of work.

AMPCO agreed that it would be equitable for transmitters to be reimbursed for some design

expenses if the customer’s contractor uses the transmitter’s designs.

IBEW-CCO submitted that the Board must be particularly vigilant in ensuring fair and effective

competition with respect to contestable connection work in Ontario

PWU agreed with the proposition but, urged the Board to appreciate the need for flexibility. For
example, some projects must proceed on an urgent basis. PWU observed that the transmission

system can vary greatly in scope and complexity, and requires high-level expertise and experience.

ECAO submitted that information sharing by transmitters remains strikingly deficient. ECAO
argued that all relevant information is necessary to determine which contractor should be hired.
Therefore, such information should be provided to the customer prior to the time when it must
decide which contractor it wishes to hire. The proposed rules should also require transmitters to

provide independent contractors, not linked to the transmitter, with all information available to the
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transmitter including Preliminary Assessment and System Impact Assessment studies done by the

IMO or the transmitter, any proposed projects that the transmitter is aware of, and historical

constraints and weaknesses in the transmission system.

The Board is of the view that a customer should be able to request a transmission connection

feasibility study, for which the transmitter may charge the customer in accordance with a Board

approved fee schedule. These studies are optional and they can also be performed by either the IMO

or an independent consultant.

The Board’s outline for the roles and responsibilities of a transmitter and the connecting customer

during the connection process is prescribed below:

. When a customer requests a connection in writing from a transmitter, the transmitter

shall provide once, at no cost to the customer:

a description of the work that is contestable and the work that is
noncontestable, as provided for in the revised Code ;

a description of the labour and material required for the contestable
work and the estimated capital cost of the connection broken down
by engineering, labour, material, equipment, administration and
direct and indirect overheads ;

a description of the labour and material required for the
noncontestable work and the estimated capital cost of the connection
broken down by engineering, labour, material, equipment,
administration and direct and indirect overheads;

the calculation, including all inputs, done to identify any capital
contribution that may be required, using the Board approved

economic evaluation methodology.
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If the transmitter is required to develop additional estimates and revised capital
contribution calculations because of changes to customer’s plans, the transmitter may
recover costs for this additional work from the customer.

The transmitter shall indicate whether the estimates are firm offers or whether they
are subject to revision to reflect actual costs. The requirement for separate estimates
for contestable and non-contestable work will ensure that they are each costed on the
same basis.

When a customer opts to design, construct, pay for, and own the new connection
facilities, transmitters shall provide (at no cost to the customer), information,
specifications and standards sufficient to allow the customer to design and construct
the new connection facilities that will meet the requirements of the transmitter. The
transmitter shall also provide a schedule of Board approved inspection, testing and
commissioning fees.

When a load customer chooses to have the transmitter own the new connection
facilities but wants to obtain competitive quotes for the contestable work, the
transmitter shall:

- if requested, provide, at cost, detailed design and technical
specifications and standards sufficient to allow the customer to obtain
alternate bids for the construction of the new connection facilities to
meet the requirements of the transmitter;

- allow the customer a reasonable period of time to obtain the
competitive quotes;

- provide a schedule of Board approved inspection, testing and
commissioning fees;

- inform the customer of the transfer price which the transmitter will
pay the customer when the facility is transferred to the transmitter.
This transfer price shall not exceed the transmitter’s reasonable cost

of doing the work;
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- require the customer who chooses to hire an alternative contractor to
construct the facilities to the design specifications and standards of
the transmitter and to assume full responsibility for the construction
of that aspect of the connection project, its timeliness and its
compliance with the transmitter’s standards.

Based on the transfer price (if facilities are transferred), the transmitter shall re-
evaluate the economic evaluation to determine whether a shortfall exists and the
amount of re-evaluated capital contribution, if any. Where there is a shortfall, the

transmitter shall collect that shortfall from the customer.
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8. ECONOMIC EVALUATION

8.1 EcoNOoMIC EVALUATION- BOARD PROPOSITION NO 8. 1

The Code should contain provisions for the methodology transmitters are to use to calculate a
capital contribution from customers. For load customers this methodology should be based on a
discounted cash flow analysis using attributable costs and forecast revenues for the proposed
connection. For generators the capital contribution should equal the total present value of
Connection including capital costs and the present value of attributable annual costs.

8.1.1 Analysis and Findings

Hydro One submitted that O&M costs should be recovered from generators on a cost recovery basis,
as those costs are incurred. It did not favor the capitalization approach.

OPG submitted that when a generator builds, owns and maintains its own connection facility, there
should be no capital or operating costs recovered by the transmitter.

The EDA submitted that the economic evaluation should include costs and revenues associated with
the transmission connection only to the extent that those costs and revenues are associated with
accommodating new load.

CAC and VECC submitted that the economic evaluation should include all costs, including overhead

costs, that will be reflected in the transmitter’s capital costs and ultimately in the transmitter’s
revenue requirement.
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The Board is of the view that the revised Code should establish the methodology that transmitters
are to use in economic evaluations to calculate capital contributions from transmission customers
for connection facilities. This will ensure a consistent approach by all transmitters.

The Board emphasizes that the underlying rationale for incorporating an economic evaluation into
the customer connection process is the need to protect transmitters and their existing ratepayers from
potentially subsidizing specific connecting customers. Due to the varying scope and complexity of
the transmission system at various locations and the wide variation of customer connection
requirements, there is generally little certainty that transmitters will fully recover their connection
related costs entirely through rates. The proposed economic evaluation provides the mechanism for
calculating any recovery shortfall and ensuring that all connection related costs are recovered either
through rates or by way of a capital contribution from the connecting customer:

. For load customers, the methodology shall be based on a discounted cash flow
calculation using fully allocated costs of attributable Connection assets and forecast
Connection revenues associated with the supply of new load for the proposed
connection. As indicated in section 7.2.1, the appropriate methodology for
determining fully allocated costs will be the subject of a separate Board initiated
review. See also section 8.5.1.

. For generators, the capital contribution shall equal the capital cost of attributable
Connection assets paid for by the transmitter. As the Board has already determined
above, costs associated with monitoring and testing will be recovered from
generators as they are incurred or through some other mutually agreed method.

The Board requires transmitters to retain copies of economic evaluation calculations and all
associated assumptions and inputs for as long as the customer is connected to the transmitter’s
system.

8.2 EcoNOMIC EVALUATION- BOARD PROPOSITION NO 8. 2

The Code should contain prescriptive rules for all inputs and assumptions (e.g., discount rate) to
the economic evaluation.
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8.2.1 Analysis and Findings

GEC argued that renewable energy projects are, and should be considered to be, low risk projects
in the economic evaluation.

AMPCO expressed concerns about the rules defining a shorter revenue horizon for some customers
classified as higher risk. Any such classification should be supportable on the basis of tangible
evidence.

The Board is of the view that prescriptive rules for the inputs and assumptions to be used in an
economic evaluation will provide the necessary clarity and predictability for both customers seeking
to connect to the transmission system and transmitters:

. The revenue horizon for economic evaluation will be based on risk factors as
follows:
- High risk, 5 years
- Medium high risk, 10 years
- Medium low risk, 15 years
- Low risk, 25 years
. The appropriate risk factor to be applied to a project will be based on the
recommendations in the Risk Assessment Methodology Options report by PHB
Hagler Bailly, March 30, 2000 as set out in the existing Code. The Board is of the
view that special classes of projects, such as renewable energy projects, should not
be singled out for special treatment in this regard, as was proposed by GEC. The
Board also notes that the application of risk factors applies only to establishing the
appropriate revenue horizon over which revenues will be considered in the economic
evaluation. Since generators do not pay rates and, therefore, have no associated
revenue, risk factor and revenue horizon are irrelevant to generation connections.
. The discount rate to be used in the economic evaluation is determined on the basis
of prospective capital mix (i.e., debt-to-equity ratio), the then current debt and
preference share cost rates, and the latest approved rate of return on common equity
of the transmitter.
. Discounting must reflect the true timing of expenditures. Up-front capital
expenditures will be discounted at the beginning of the project year. Future capital
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expenditures, throughout the study period, will be mid-year discounted as will annual
revenue and O&M expenditures.

. Attributable corporate, municipal and income tax amounts, adjusted by any
applicable capital cost allowance (tax shield) will also be included in the calculation.

8.3 EcoNOoMIC EVALUATION- BOARD PROPOSITION NO 8. 3

The methodology should exclude all Network revenues and all Network costs from the economic
evaluation of the new or enhanced load customer connections. In determining connection costs for
generators, Network costs should be excluded. There may be exceptional situations where it might
be appropriate for a party to seek approval from the Board for a different allocation of Network
costs.

8.3.1 Analysis and Findings

There was general support for this proposition. There was also broad agreement that the
circumstances under which Network costs might be included in an economic evaluation needed to
be clearly established. The IMO submitted that principles should be developed to discourage
unnecessary and uneconomic Network expansion. ECMI was concerned that the inclusion of
Network costs in an economic evaluation could be a deterrent to new generation.

The Board accepts the consensus of the parties on this issue. Network costs will normally be
excluded from any economic evaluation of the proposed connection. There may be exceptional
situations, where major Network system work having limited value to the Network system may be
required as result of the particular proposed connection. It would not be appropriate for ratepayers
to bear such costs, since they receive no benefit. For such situations, it will be open to a party to
seek approval from the Board to include some or all of these Network costs in the economic
evaluation. The process for doing this will be set out in the revised Code. In the event that the
Board determines that costs of Network expansion are to be allocated to the connecting customer,
then the economic evaluation will include both Network costs and Network revenues.
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8.4 ECONOMIC EVALUATION- BOARD PROPOSITION NO 8. 4

The Code should contain provisions that would require that transmitters carry out separate
economic evaluations for each of the Transformation and Line Connection pools, but the two
evaluations should be netted against each other for the purpose of calculating any capital
contribution.

8.4.1 Analysis and Findings

Hydro One opposed the proposition because it would result in cross subsidization between the
Transformation and Line Connection pools and would be contrary to the Board’s objective of
encouraging competition and the use of fully allocated costing.

The EDA was of the view that incremental costs and revenues associated with both Line Connection
and with Transformation should be included in the economic evaluation.

Toronto Hydro submitted that Line and Transformation Connection costs and revenues should be
combined for the purposes of economic evaluation.

CAC and VECC questioned how the costs and capital contributions should be treated for rate
making purposes if Transformation and Line Connection costs and revenues are netted together in
the economic evaluation.

The Board is of the view that transmitters should carry out separate economic evaluations for
Transformation pool assets and Line Connection pool assets.

If, for the purpose of calculating the amount of capital contribution required from the customer,
these separate evaluations are netted against each other, the result could be cross-subsidization
between the Transformation and Line Connection pools. The Board concludes that this is a complex
matter that requires further examination. As a result, this issue of netting the two financial
evaluations and the associated accounting and rate-making concerns will be addressed at a
proceeding prior to or at the next cost allocation and rate design proceeding.
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The Board finds that pending the outcome of the above mentioned proceeding, the amount of capital
contribution will be determined on the basis of individual and independent economic evaluations.

8.5 EcoNOMIC EVALUATION- BOARD PROPOSITION NO 8. 5

Capital costs for attributable new Connection facilities should be based on minimum design
standards of the transmitter to meet customer needs. Where the transmitter chooses to construct
to a higher capacity than what is required by the customer, the incremental costs to do so should
not be included in the economic evaluation. Similarly, for enhancement of existing Connection
facilities, attributable capital costs to be included in the economic evaluation should be limited to
(a) the costs associated with advancing the enhancement work and (b) the costs associated with
upgrading to the next highest standard rating to meet the needs of the customer. Capital costs used
in these economic evaluations should be fully allocated costs (i.e., include all associated overheads).

8.5.1 Analysis and Findings

Hydro One interpreted fully allocated costs as direct project design and construction overheads plus
a reasonable share of indirect support costs, not fully allocated capitalized overheads.

ECAO supported the proposition that transmitters should use fully allocated costing. ECAO also
submitted that transmitters should be required to file fully allocated costing studies prior to the next
phase of the proceeding. Otherwise, there would be no way to evaluate whether costs are properly
allocated.

CAC and VECC submitted that the evaluation should include all costs, including overhead costs,
that will be reflected in the transmitter’s capital costs and ultimately, its revenue requirement.

The Board is of the view that capital costs used in economic evaluations of pool funded projects and
for the provision of third party quotations for construction work will be based on fully allocated
costs as determined by a Board approved costing methodology. This methodology will be
determined through a proceeding prior to or at the next cost allocation and rate design proceeding.
Pending the outcome of the proceeding, the status quo costing methodology will remain in place.
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The Board is of the view that the capital costs for attributable new Connection facilities should be
based on the transmitter’s minimum design standards to be applied to meet customer needs. For
enhancement of existing Connection facilities, the relevant capital costs shall be limited to the costs
associated with advancing the enhancement work and upgrading to the next highest standard rating
to meet the needs of the customer. If the transmitter chooses to construct to a higher capacity than
what is required by the customer, over and above the next highest standard rating necessary to meet
the customer’s needs, the incremental costs to do so shall not be included in the economic
evaluation. These measures are to ensure that any capital contribution required from a customer will
be limited to that amount necessary to meet the customer’s needs.

The Board confirms the approach that where Connection facilities that have been funded by a
customer through a capital contribution are used to supply additional new customers within 5 years
of the in-service date of the Connection facilities, the new customers must pay their share of those
facilities and the initial contributing customer will receive a rebate. The transmitter shall determine
the amount of capital contribution to be paid by the new customer(s) and the rebate to the initial
customer based on the following:

. a re-evaluation of the capital contribution requirements using the load forecasts of
all customers; and
. an appropriate sharing of the revised capital contribution amount among the initial

and the new customers.
8.6 EcoNOMIC EVALUATION- BOARD PROPOSITION NO 8. 6
The Code should contain provisions establishing the methodology to be used for the determination
of attributable O&M costs. That methodology should require the transmitter to develop and apply
average O&M costs incurred for each category of system element, such as towers, conductor, cable,
breakers, transformers, etc., and to then apply these averages on a specific per-unit basis to the
economic evaluation of a given project.

8.6.1 Analysis and Findings

Hydro One disagreed with the requirement to determine average O&M costs for various system
elements. Hydro One submitted that its present methodology based on average cost per transmission
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facility is simpler to apply and would yield very similar results. GLPL also disagreed with this
proposition.

APPrO submitted that this proposition would result in different treatment for new and existing
generators. Past practice has only required connecting generators to pay the capital costs for
Connection facilities used to connect a generator, and not the associated O&M costs.

CAC and VECC pointed out that the use of average O&M costs may not be representative of actual
O&M costs.

This issue was addressed in the Settlement Conference. It was generally agreed by all parties that
incremental O&M costs from new or upgraded connections should be determined on an average
basis, recognizing that different transmitters will have different average O&M costs reflecting the
circumstances of the transmitter concerned. It was also agreed that, at the present time, there should
be no allocation of those O&M costs to generators.

The Board accepts the consensus reached by the parties.

8.7  ECONOMIC EVALUATION- BOARD PROPOSITION NO 8.7

The Code should require attributable incremental revenue to be calculated using incremental load
with no adjustment for Available Capacity. However, the incremental revenue should be adjusted
for the amount by which an existing Connection facility is overloaded to allow the amount of
revenue associated with the overload to be credited to the new or enhanced connection.

8.7.1 Analysis and Findings

The EDA and Toronto Hydro proposed that a credit should be applied against the project in
recognition of the revenue generated by overloading a Connection facility, from the date that the 10-

day Limited Time Rating (LTR) for that facility was first exceeded.

ECMI submitted that a more equitable measure of overload would be the amount by which the
revenue from the loaded facility is above the average utilization for that class of assets.
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To address the issue of overload, the Board is of the view that attributable revenue to be included
in economic evaluations for new or enhanced Connection facilities shall be based on the greater of:

. the amount by which the customer’s proposed load exceeds the customer’s existing
load; or
. the amount by which the customer’s proposed load exceeds the maximum normal

planned supply capacity of the existing Connection facilities used by the transmitter
to supply the customer.

As noted in section 4.2.1 of this Decision, there will be no obligation on a customer to utilize a
transmitter’s existing available transformation capacity to supply new forecasted load. As indicated
in section 4.8.1, customers may also supply existing load without penalty to the degree that this load
exceeds the maximum normal planned supply capacity of the transmitter’s Connection facility.

8.8 EcoNOMIC EVALUATION- BOARD PROPOSITION NO 8. 8

The Code should provide that in conducting an economic evaluation the transmitter should not
include sunk costs or historic revenues. Each project should be evaluated on the basis of
attributable projected costs and revenues.

8.8.1 Analysis and Findings

There was general agreement among the parties with this proposition, however, ECMI submitted
that in determining revenue credits in the economic evaluation, consideration should be given to
existing load above established base load, i.e., the average system loading level at the time of market
opening for various types of components such as transformer station.

The Board is of the view that the economic evaluation process is a current and forward looking
exercise and, therefore, for the purposes of the revised Code, economic evaluations will not include
sunk costs or historic revenues. The economic evaluation for each new or upgraded connection
project shall be based on projected costs and revenues for the supply of new load.
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8.9 EcoNOMIC EVALUATION- BOARD PROPOSITION NO 8. 9

The Code should prohibit minimum payment obligations. Instead, it should contain provisions
which permit the limited periodic reassessment or truing up of the initial load forecast with actual
load (subject to exceptions for embedded generation less than 1 MW, measures for energy
conservation, energy efficiency, load management and the use of cleaner energy sources as
discussed elsewhere in this paper). The proposed true-up process would be a two way true-up
where the transmitter would a) credit the customer for any over payment in capital contribution if
the customer’s load exceeds forecast or b) request additional capital contribution if the customer’s
load was less than forecast.

8.9.1 Analysis and Findings

Hydro One proposed that transmitters be allowed to choose to forego future true-ups beyond the first
true-up period, if they have received adequate protection of their investment.

AMPCO proposed that if a customer had been classified as high risk and therefore a short revenue
horizon was used to calculate the capital contribution to be paid by the customer, and that customer
was still connected and paying transmission charges at the end of that revenue horizon, there should
be provision for any excess capital contribution, resulting from the use of a short revenue horizon,
to be returned to the customer.

True-up methodology was discussed at the Settlement Conference. There were two basic proposals,
each of which proposed periodic two-way true-ups. The main difference was with respect to the
timing of the rebate by the transmitter if the true-up is in favour of the customer. Under the first
proposal, any rebate by the transmitter would be credited, with interest, to a notional account. Any
credit balance in that account would not be paid to the customer until the end of the last true-up
period. Under the second proposal, any rebate calculated in a true-up period would be paid right
away.

The Board is of the view that the first proposal provides an appropriate level of security for the
transmitter, without causing undue hardship for the customer.

The Board’s outline for a true-up approach is specified below:
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Transmitters shall carry out periodic reassessment or truing up of the initial load
forecast with actual load as follows:

- for high risk customers, a true-up calculation will be done at the end
of each year for five years;

- for medium risk customers, a true-up calculation will be done at the
end of the third, fifth and tenth years;

- for low risk customers, a true-up calculation will be done at the end
of the fifth and tenth years. If the calculation that is done at the end
of the tenth year shows that actual load has increased or decreased by
more than 20 percent of the original forecast load, an additional true-
up calculation will be carried out at the end of the fifteenth year.

If atrue-up calculation shows that a customer’s actual load is below the forecast load
and therefore has not generated the forecast revenue for the transmitter, the customer
will make a payment, including interest, to make up the shortfall in revenue. If a
customer’s actual load is higher than the forecast load and therefore has generated
more revenue than forecast, the amount of excess revenue will be posted as a credit
to the customer in a notional account. The balance that exists in this account when
the last true-up calculation is carried out will be paid out to the customer.

The true-up calculation will be done using the Board approved economic evaluation
methodology, on the basis of the actual load prior to the true-up point and a revised
load forecast for the remainder of the revenue horizon used for the original economic
evaluation. The load forecast will be adjusted downwards in order to provide relief
to customers who installed Embedded Generation of 1 MW or less per unit (2 MW
or less per unit for renewables), after the initial economic evaluation was carried out.
The load forecast will also be adjusted downwards to reflect the effect of energy
conservation, energy efficiency, load management or renewable energy activities that
were carried out after the initial economic evaluation.

The total rebate paid to a customer shall not exceed the customer’s original capital
contribution.
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. For customer connections for which there was no initial capital contribution
requirement by the customer, true-ups will be based on a lower load forecast
determined by lowering the initial load forecast to the point that the present value of
revenue equals the present value of costs. Note that, as stated above, the rebate paid
to a customer shall not exceed the original capital contribution and, therefore, in this
case, there would be no true-up payments from the transmitter to the customer.

. For customer connections where the load forecast is constrained to a lower value due
to the reallocation of Available Capacity by the transmitter, the true-up will be based
on the lower constrained forecast.

. For distributors, the load forecast used for true-ups will be further adjusted
downwards for any Embedded Generation exceeding 1 MW per unit installed during
the true-up period. This additional allowance is granted to distributors since
distributors do not have control over the actions of their specific customers that may
choose to install generation on the distribution system.

As a result of these requirements to carry out periodic true-up reassessments, the Board is of the

view that any additional minimum payment obligations for existing load or future load growth shall
not be permitted.
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9. CONTRACTUAL ISSUES

9.1 CONTRACTUAL ISSUES- BOARD PROPOSITION NO. 9.1

The Code should specify that the transmitter should continue with all construction
work according to the agreed to project schedule, and is not allowed to stop or delay

such work pending the outcome of any dispute resolution process.

9.1.1 Analysis and Findings

Hydro One opposed this proposition for two reasons. Firstly, assuming that the connection work
is performed by the transmitter on a time and materials basis, this proposition would require the
transmitter to continue the work when there is a risk that the customer might decide to withdraw its
connection request based on the outcome of the dispute resolution process. This would put
ratepayers at risk. Secondly, this proposition reduces the incentive for customers to resolve disputes
with a transmitter. Hydro One proposed an alternative approach that would require the customer
to fund all construction costs with periodic payments during construction and have these costs
refunded (apart from the capital contribution) to the customer after the facilities are in service and

the dispute has been resolved.

GLPL, APPrO and AMPCO agree with the proposition.
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The IMO recognized that both a connection proponent and a transmitter possess contractual rights.
The IMO submitted that the Code should contain a requirement that any disputes that may impact
construction schedules be resolved in a defined and timely manner so that in-service dates are not

placed in jeopardy.

The Board is of the view that the transmitter should continue with all construction work according
to the project schedule set out in the Connection and Cost Recovery Agreement (CCRA) between
the transmitter and the customer. The transmitter shall not stop or delay the work pending the
outcome of any dispute resolution process. To reduce the risk to the transmitter and its ratepayers,
it is appropriate that the transmitter be permitted to require a security deposit, in a reasonable
amount, where applicable, from the connecting customer to cover the construction costs for both
Connection and Network assets which are necessary to connect the customer’s plant and facilities

to the transmission system.

The Board is of the view that the transmitter should return security deposits plus accumulated

interest promptly to the customer upon completion of the customer’s own plant and facilities.

The Board recognizes, however, that because of the different cost responsibility, risk and contractual
arrangements associated with Network versus Connection related work, the security deposit
requirements may be somewhat different. For example, under an alternative bid option, there may
be a need for the transmitter to retain a portion of the security deposit, associated with Connection
assets, beyond the customer in-service date as a performance bond. The Board also notes that, even
though the customer does not normally have cost responsibility for the Network component of costs,
the customer must assume responsibility for any transmitter costs for constructed assets that become
unnecessary or stranded as a result of a customer decision to vary its plans. Inthe event of the Board
determining that some or all of the transmitter’s investment is stranded, that portion of the security

deposit shall not be returned to the customer.
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9.2 CONTRACTUAL ISSUES- BOARD PROPOSITION NO. 9. 2

The Code should contain a mechanism that includes a time-limited process for the resolution of

disputes regarding compliance with the Code that arise during contract negotiations.

9.2.1 Analysis and Findings

Hydro One agreed with this proposition.

APPrO submitted that this proposition is a key requirement for redressing the imbalance of
negotiating power arising from the transmitter’s monopoly position. APPrO suggests that the Board
may also want to consider a dispute resolution process that provides for “off-line” dispute resolution
(also with time limits), as opposed to simply a “time limited” dispute resolution. The applicant

should have the choice of process.

OPG supported this proposition in theory, but stated that there is insufficient detail associated with
the process to complete a full review or determine whether the needs of new generators will be met.
The critical issue will be the timing and clarity of the dispute resolution process.

AMPCO and the IMO also supported this proposition.

The Board accepts the general consensus that the revised Code should contain a mechanism that

includes a time-limited process for the resolution of disputes between customers and transmitters.

The details of the process will be set out in the draft Code in the second phase of this proceeding.

103



PHASE | PoLICY DECISION WITH REASONS

9.3 CONTRACTUAL ISSUES- BOARD PROPOSITION NO. 9. 3

The Code should contain a principle that any existing contracts which have provisions that are

inconsistent with the Code are unenforceable, to the extent of the inconsistency.

9.3.1 Analysis and Findings

Hydro One submitted that this proposition should generally apply only prospectively and should not
negate clauses in existing contracts that have already been agreed to by the negotiating parties.
Some customer contracts with Hydro One already contain clauses that will automatically adjust the
terms to ensure consistency with Code amendments. Otherwise, existing contracts should be left
as they are. Hydro One agreed that the terms of all future contracts must be consistent with the
requirements of the Code.

GLPL agreed with the proposition.

APPrO supported the proposition and objected to the suggestion by Hydro One that contract terms
entered into by transmission customers under duress should be enforceable. Brighton submitted that
the unenforceability of existing contractual provisions should be clearly stated as being without
prejudice to any claims that a connecting party may make in respect of actions previously taken
under the newly-unenforceable provisions. The Board should require parties to an existing contract
to realign their commercial arrangements, including the refund of costs already paid, in a manner

consistent with the amended Code.
Coral agreed with the proposition, provided that only the offending provisions of an existing

agreement, rather than the entire agreement, would be unenforceable. This was also supported by
CAC and VECC.
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OPG submitted that the Board should identify a means by which either party to a contract can seek
review of specific provisions to determine whether they are unenforceable, in accordance with this
proposition. This was supported by CAC and VECC. OPG also submitted that the Board should,
at a later stage in the proceeding, identify the provisions in existing contracts that it considers

inconsistent with the Code.

AMPCO submitted that the proposition should be adopted and should apply to all existing contracts

to correct the imbalance in negotiating power between Hydro One and its transmission customers.

Brampton supported the proposition, stressing that needed construction work should proceed on

schedule despite contractual disputes.

The Board is of the view that any provisions in a contract that are inconsistent with the revised Code
are unenforceable by the transmitter, to the extent of the inconsistency. The Board does not accept
Hydro One’s position that this requirement should only apply prospectively, that is, not to existing
agreements. When the Board has determined what the appropriate regulatory regime ought to be
for the purposes of the Code, the transmitter should comply with that regulatory regime even when
it has an existing agreement with a customer. This is necessary to ensure that a double standard is
not created based on an arbitrary distinction between customers who have existing agreements with
the transmitter and future customers. Identical customers shall not be treated differently by the
transmitter based on the date of the agreement they have with the transmitter. The regulatory

environment should be consistent for all transmitters and customers.

The Board further notes that a transmitter is required to comply with the Code as a condition of its
licence and it is always open to a customer to make a complaint to the Board where the transmitter
is not in compliance. Either party to a contract or agreement can seek review of specific provisions
of an agreement to determine whether or not they are unenforceable and ensure that all commercial

arrangements between the transmitter and customer are realigned with the amended Code.
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The Board considers that the development of interpretive bulletins would be a valuable tool for the
parties on-going use of the Code and, accordingly, the Board will develop a mechanism for the

creation and dissemination of interpretive bulletins.

The Board is also prepared to address those situations where customers signed agreements with the

transmitter, while objecting to terms that are inconsistent with the Code.

94 CONTRACTUAL ISSUES- BOARD PROPOSITION NO. 9. 4

The Code should contain provisions to balance the need for confidentiality of information about a
specific customer with the need to provide information about the transmission system for all
customers that may be seeking new or upgraded connections. Competition for Available Capacity

is one such example.

9.4.1 Analysis and Findings

Hydro One and GLPL agreed with this proposition.

AMPCO also supported the proposition. However, AMPCO submitted that it is not clear how to
balance the need for confidentiality with the need to provide information. This requires better
definition. If an industrial customer has informed the transmitter on a confidential basis that a plant
expansion is planned that will use the Available Capacity, what is the transmitter’s obligation to
inform other customers on the Connection and how is that balanced with the confidential nature of

the information provided?

ECMI stated that it is unclear what is meant by “Competition for Available Capacity is one such

example”.
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The Board is of the view that the revised Code shall contain provisions that balance the need for
confidentiality of information about a customer and the need to provide information about the
transmission system to all customers that may be seeking new or upgraded connections. Those
provisions will be set out in the draft Code to be developed in the next phase of this proceeding and

parties will have an opportunity to make further submissions.

DATED at Toronto June 8, 2004
Signed on behalf of the panel

Paul Sommerville
Presiding Member
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