Ontario Energy

Board

P.O. Box 2319

26th. Floor

2300 Yonge Street
Toronto ON M4P 1E4
Telephone: 416- 481-1967
Facsimile: 416- 440-7656
Toll free: 1-888-632-6273

June 8, 2005

Paul Conboy
Director of
Regulatory and
Government Affairs
Power Stream Inc.
2800 Rutherford Road
Vaughan, Ontario
LHK 2N9

.. Y__ 1 1
IRC. XYOIK I\

Commission de I’Energie

de I’Ontario

C.P. 2319

26e étage

2300, rue Yonge

Toronto ON M4P 1E4

Téléphone; 416- 481-1967
Télécopieur: 416- 440-7656
Numéro sans frais: 1-888-632-6273

John Sanderson

President & CEO

Aurora Hydro Connections
Inc.

215 Industrial Parkway South
Aurora, Ontario

L4G 3H3

Ontrio

Gaye-Donna Young
Chief Operating
Officer

Newmarket Hydro
Ltd.

590 Steven Court
L3Y 672

One of the Ontario Energy Board’s objectives in relation to electricity is to protect the
interests of consumers with respect to prices and the adequacy, reliability and quality of
electricity service. This is reflected in s. 13.2 of your distribution licences which provides
that the Board may order the expansion or reinforcement of distribution systems “In
order to ensure and maintain system integrity or reliable and adequate capacity and

supply of electricity.”

By letter dated February 18, 2005 the Board directed Hydro One to provide a report on
the need for transmission reinforcements in Ontario. Hydro One responded to the Board
by way of a letter dated April 15, 2005 and several accompanying documents. Included
with Hydro One’s response was a report titled “Hydro One’s Report on the Status of
Critical Transmission Reinforcements for the Period 2005-2008” (the “Report”). Copies
of the correspondence between the Board and Hydro One and Hydro One’s report are

enclosed.

Hydro One’s letter and Report address, among other matters, the situation in York

Region. The letter states the following with respect to addressing the York Region supply
situation at the distribution level:
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A much more viable solution, one that lies within the control of the affected communities
and local utilities, is the use of distribution facilities. This is an option that the utilities
have not wanted to pursue, however it could satisfy the area needs for up to 10 years.
Hydro One stands ready to offer its assistance to the OPA to help in this regard

Hydro One, as Ontario’s largest and most experienced distribution company, has

developed a distribution plan that is worth consideration. This plan is outlined in the
attached report.

The Board is considering distribution responses to the York Region situation. By this letter, the
Board directs you under section 14 of each of your distribution licences to comment on the
distribution option outlined in Hydro One’s report by no later than June 30, 2005. These
comments should at a minimum address the technical feasibility of the option, the estimated cost
and in service time and the length of time for which the option would be likely to address the
needs of York Region. You may also address other possible distribution options.

Your response to the Board must also be copied to Hydro One, the Ontario Power Authority and
each other.

Yours truly,

J /
%
Sl

Peter H. O’Dell
Assistant Board Secretary

cc: Mary Anne Aldred
Hydro One Networks Inc

Jan Carr
Ontario Power Authority

J:\BoardSec\Alpha 05\Electricity General\York Region Supply Letter- June 8 2005.doc
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June 15, 2005

Mr. J. Toneguzzo, P. Eng.
Director, Distribution Regulation
Hydro One Networks

483 Bay Street, North Tower
Toronto, ON M5G 2P5

Re: York Region Supply

Dear Mr. Toneguzzo:

The attached letter dated June 8, 2005 was sent to Power Stream, Aurora Hydro, and
Newmarket Hydro. It directed each of the utilities to comment on the distribution option
as outlined in “Hydro One’s Report on the Status of Critical Transmission

reinforcements for the Period 2005-2008” and report back to the Board by June 30,
2005.

By this letter, the Board directs you under section 14 of your distribution licence to

comment on the distribution option outlined in Hydro One’s report by no later than June
30, 2005. These comments should at a minimum address the technical feasibility of the
option, the estimated cost and in service time and the length of time for which the option

would be likely to address the needs of York Region. You may also address other
possible distribution options.

Your response to the Board must also be copied to the Ontario Power Authority and
each other.

Yours truly,

Peter H. O’Dell
Assistant Board Secretary

cc Paula Conboy, Power Stream
John Sanderson, Aurora Hydro
Gaye-Donna Young, Newmarket Hydro
Mary Anne Aldred, Hydro One
Jan Carr, OPA

Attach.
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Dear Mr. Carr:

Re: York Region Supply

This.letter is written pursuant to s. 21 of the Ontario Energy Board Act, 1998, which
authorizes the OEB to direct parties to file evidence to assist the Board in its
determination of an issue and s. 25.27 of the Electricity Act, which requires the OPA to
provide the Board with such information as the Board may require from time to time.

The issue that the Board is considering is whether and how it may be necessary for the
Board to exercise its regulatory authority to address the growing demand for electricity
in York Region. The options that the Board will consider in making this determination

~ are directing or authorizing one or more of the following options:

1. The Transmission Option: Rebuilding the existing above ground transmission
facilities between Parkway TS in Markham and Armitage TS in Newmarket.

' All of these options are described in considerable detail in the reports provided to the Board (with a copy to the
OPA) on April 15, 2005 and June 29, 2005. These documents are described in greater detail below.
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The Buttonville Option: Building a 230/44 KV transformer station (TS) at the
site of Buttonville TS in the Town of Markham and constructing 44 KV feeders to
the Aurora/Newmarket/Stoufville area.

The Holland Junction Option: Building a 230/44kV TS on the Claireville TS to
Brown Hill TS right of way at the Holland Marsh Junction.

The Supply/Demand Reduction Option: A contract between the OPA and a
generator or a consumer for new supply, capacity or demand reduction, the costs
of which will be recovered from OPA customers if approved by the Board.

The evidence that the Board directs the OPA to provide is as follows:

1.

N

An opinion on the need for new supply in York Region with specific reference to a
timeline that sets out an estimate of when demand growth in York Region will

cause supply reliability to be adversely impacted and the consequences of such
impacts.

r3 o ’

An opinion on which of the above four options (or, in the aiternative to options 1-
3, a refined or different transmission and/or distribution option that is acceptable
to the implementing transmitter or distributor) is the optimal way to serve this new
demand by reference to price and the reliability and quality of electricity service.
The opinion should compare the alternatives as proposed by Hydro One and the
York Region LDCs and provide reasons why the OPA considers that its proposed

option is preferable to the alternatives.

Upon considering the OPA’s evidence, the Board may determine that one or more of

the options are necessary. If so, there will be a subsequent regulatory process to direct

or authorize the preferred option. The Board requests the OPA to provide this evidence
by September 30, 2005.

The context for this direction is set out below.
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York Region Demand Growth
The IESO Outlooks and the Joint Response

Meeting demand growth in York Region has been identified as a cause for concern by
the IESO in its 10-Year Outlooks. In the 2003 710-Year Outlook, the IESO stated that
the high rate of load growth in the municipalities ofmltlgwmarket, Aurora, Markham,
Richmond Hill, and Vaughan requires that “necesséry transmission reinforcements be

[ORSSNh

placed in-service as soon as possible beginning no later than April 2005.”2 In its 2004
10-Year Outlook, the IESO confirmed that “the ability of the existing transmission
facilities to supply the rapidly growing load in the Newmarket and Aurora areas” was still
an issue of immediate concern.® More recently, the IESO’s 2005 10-Year Outlook
stated that “The rapid increases in the load within the Newmarket — Aurora area that

have been experienced are taxing the capability of the existing double-circuit line
between Claireville TS and Armitage TS.”*

The 2004 10-Year Outlook noted that, in 2003, the York Region LDCs (Newmarket,
Aurora, Markham, Richmond Hill, and Vaughan and Hydro One Networks — Distribution)
and Hydro One Networks — Transmission, jointly prepared a report entitled the *York
_Region Supply Study: Adequacy of Transmission Facilities and Transmission Supply
Plan, 2003-2013” (the “Joint York Region Study”). The participants in the Joint York
Region Study unanimously concluded that the failure to take steps to increase supply “is
not acceptable.” According to the Joint York Region Study, failing to act “will aggravate
the existing overload situation. Equipment loading will continue to increase and supply
reliability will be adversely impacted in case of a contingency.”®

> IEMO 10-Year Outlook: An Assessment of the Adequacy of Generation and Transmission Facilities to Meet
Future Electricity Needs in Ontario from January 2004 to December 2013, p. iii.

3 IEMO 10-Year Outlook: An Assessment of the Adequacy of Generation and Transmission Facilities to Meet
Future Electricity Needs in Ontario from January 2005 to December 2014, p. 25.

*IESO 10-Year Outlook: An Assessment of the Adequacy of Generation and Transmission Facilities to Meet Future
Electricity Needs in Ontario from January 2006 to December 2015, p. 25.

* York Region Supply Study: Adequacy of Transmission Facilities and Transmission Supply Plan, 2003-2013, p.
22.
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To address this, all of the York Region LDCs and Hydro One jointly recommended a
transmission solution, namely, to rebuild the existing transmission facilities between
Parkway TS in Markham and Armitage TS in Newmarket (the “Transmission Proposal”).

The detailed components of the Transmission Proposal are set out in the Joint York
Region Study.®

On October 21, 2004, Hydro One provided the Minister of the Environment with a Draft
Environmental Study Report for the Transmission Proposal (the “Draft EA Report”). The
Draft EA Report was prepared in accordance with the Class Environmental Assessment
for Minor Transmission Facilities approved under the Environmental Assessment Act.
Upon receiving this Report, the options for the Minister of the Environment were to (i)
grant the authority to proceed with the Transmission Proposal with or without conditions,
such as further study on specified areas; or (ii) require Hydro One to proceed to a full
environmental assessment. Hydro One requested the Minister of the Environment to
proceed with option (i); other parties requested the Minister of the Environment to
proceed with option (ii). The decision of which option to order proceed with is entirely at
the discretion of the Minister of the Environment in accordance with the Environmental
Assessment Act.

On March 8, 2005, prior to the Minister exercising her discretion under the
Environmental Assessment Act to either approve the Transmission Proposal (with or
without conditions) or order a full Environmental Assessment, Hydro One withdrew its
Draft Environmental Study Report. As a result, the environmental review issues

respecting the Transmission Project have not yet been reviewed by the Ministry of
Environment.

Given the uncertainty of Hydro One’s voluntary pursuit of the Transmission Option, and
given the need to address the supply issue identified by the IESO in the forecasts
described earlier, the Board determined that it should move forward to ensure that

concerns respecting adequacy, reliability and quality of service in York Region are

% A copy of this document is included in the package described at footnote 12.
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adequately addressed. The Board’s powers and obligations with respect to the price,

adequacy, reliability and quality of electricity service are set out in several statutory
provisions.

The Board’s Responsibility and Authority: Transmission and Distribution

The Board'’s statutory objectives include protecting “the interests of consumers with
respect to prices and the adequacy, reliability and quality of electricity service.”’
Similarly, its statutory grant of power with respect to transmission and distribution
licences includes the authority to impose licence conditions requiring a transmitter or
distributor “to expand or reinforce its transmission or distribution system in accordance
with the market rules in such a manner as the IMO or the Board may determine.”®

In accordance with these provisions, the Ilcences that the Board issued to Hydro One
and the York Region LDCs all include provisions that the Board may require them to

‘expand or reinforce” their transmission and distribution systems “in order to ensure and

maintain system integrity or reliable and adequate capacity and supply of electricity.”®
Any such expansion or reinforcement must be carried out in accordance with the Act,
and the regulations, including the requirement that expansions of transmission lines
longer than two kilometres may only be carried out if the Board grants leave to
construct.’® In determining whether leave should be granted, the Act provides that “the
Board shall only consider the interests of consumers with respect to prices and the

reliability and quality of electricity service.”"’

The Board therefore has the responsibility and the power to require that expansions

and reinforcements are made to protect consumer interests in price, reliability and
supply of electricity.

7 Ontario Energy Board Act, s. 1(1).1

¥ Ontario Energy Board Act, ss. 70 (2)(j)

° See: Hydro One Transmission Licence, s. 12.2 ; and distribution licences, s. 13.2
' Ontario Energy Board Act, ss. 92 (1)

" Ontario Energy Board Act, ss. 96(1)
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Accordingly, on February 18, 2005, the Board directed Hydro One to advice of its plans
to address transmission reinforcement requirements in, among other places, York
Region. On April 15, 2005, Hydro One responded with a report that identified two
potential options: the Transmission Proposal (described above); and an option that
involved the use of distribution facilities of the York Region LDCs.

Board Staff met with Hydro One and the York Region LDCs with respect to these
proposals and, by letter dated June 8, 2005, the Board directed the York Region LDCs

and Hydro One Distribution to identify the optimal distribution solution to the York
_Region Supply Issue. These LDCs provided a joint response on June 29, 2005. This

response provided an assessment of two potential distribution options: “The Buttonville
Option” and the “Holland Junction TS Option”. The Buttonville Option involves building
a 230/44 KV transformer station at the site of Buttonville TS in the Town of Markham
and constructing 44 KV feeders to the Aurora/ Newmarket/ Stoufville area. The Holland
Junction Option involves building a 230/44kV TS on the Claireville TS to Brown Hill TS

right of way at the Holland Marsh Junction.'?
As a result, there are currently three potential options to address the issue of security

and reliability of supply in York Region: Transmission Option, the Buttonville Option and

the Holland Junction Option. These options contain a combination of transmission and
distribution.

The Board has the power to order that anyone of these options be implemented (subject
to any necessary regulatory approvals, including environmental approvals)'® if it
determines that doing so is in the interests of consumers with respect to prices and the
reliability and quality of electricity service.

' Copies of the Hydro One and the York Region LDCs’ responses, which contain detailed descriptions of all of
these options, have been provided to the OPA by the authors, and additional copies are available at the Board.

" The Board does not have the legal authority to review environmental issues in considering the approval of
projects. The environmental issues are entirely within the authority of the Ministry of Environment under the
Environmental Assessment Act. Section 12.2(2) of that Act provides that “No person shall issue a document
evidencing that an authorization required at law to proceed with the undertaking has been given until the proponent
receives approval under this Act to proceed with the undertaking.” As a result, any approval granted by the Board
does not authorize leave to construct until all necessary environmental approvals have been obtained.
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The Board’s Responsibility and Authority: Generation and Demand Reduction

The Board recognizes that its statutory mandate in this regard is limited to ordering that
solutions to the York Region supply issues be met by distribution and transmission. It

does not have the authority to order solutions to the York Region supply issue be met
by either generation or demand reduction.

However, the Board believes that the alternatives of generation and demand reduction
should also be considered as part of the solution to the York Region supply issue so
that the Board may determine and approve an optimal solution in terms of price and

reliability and quality of electricity service. The OPA is uniquely positioned to provide
the Board assistance in this regard.

First, one of the OPA’s statutory objects is “to engage in activities in support of the goal
of ensuring adequate, reliable and secure electricity supply and resources in Ontario.”**

Second, in support of this and other objects, the OPA has the statutory power to enter
into contracts relating to the “adequacy and reliability of electricity supply”, the

“procurement of electricity supply and capacity” and the “procurement of reductions in
electricity demand and the management of electricity demand”."®

As a consequence, the OPA has both the mandate to support adequacy, reliability and

security of supply and the ability to enter into contracts to support new supply or
demand reduction.

—7 The Board therefore requests the OPA to provide its opinion on the need for new supply

in York Region gﬁpyg\ on the relative merits of the Transmission Option, the Buttonville
Option and the Holland Junction Option (or a refined or different transmission and/or

o, R R A AT VA

distribution option that is endorsed by Hydro One and/or the York Region LDCs) in light

" Electricity Act, s. 25.2(1).
3 Electricity Act, s. 25.2(5).
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of the interests of customers in price, reliability and quality of electricity services.
Further, the Board would benefit from the OPA’s views on whether the goals would be
better served by additional supply, capacity or demand reduction. If the OPA is of the
opinion that supply, capacity or demand reduction are preferable solutions, the Board is
prepared to entertain an application by the OPA to recover the costs of a contract to
provide those solutions. In other words, the OPA may apply for approval of its
expenditures in relation to purchasing supply, capacity or demand management if it is of
the opinion that this is preferable to any of the options currently considered by the
Board. The Board will consider that application by reference to its statutory objectives.

In proceeding in this manner, the Board recognizes that, in the longer term, the Board’s

role in reviewing the OPA’s system planning and procurement will be different than it is
today.

Specifically, under Part 11.2 of the Electricity Act, the Minister of Energy will provide the

OPA with directives on the goals to be achieved during a

arinod coverad hv an
V uring erioa vere

d by an
integrated power system plan (the “IPSP”). The OPA will develop an IPSP that is
designed to achieve the Government’s goals relating to, among other things, the
adequacy and reliability of electricity supply and demand management.'® The Board
will review the IPSP to ensure that it complies with the Minister’s directions and is

economically prudent and cost effective.

The OPA will also develop “Procurement Processes” for “managing electricity supply,
capacity and demand in accordance with its approved integrated power system plan.”"’
The proposed Procurement Processes will also be reviewed by the Board.

After the Board has approved Procurement Processes, the OPA may enter into
“Procurement Contracts” in accordance with the approved Procurement Process.

Procurement Contracts are contracts for the procurement of electricity capacity, supply

' Electricity Act, s. 25.30(1), (2).
7 Electricity Act, s. 25.31(1).
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and demand management.'® Costs relating to Procurement Contracts entered into in
accordance with the Board approved Procurement Process will be recovered by
electricity customers without further review by the Board; these costs are effectively
sheltered from regulatory review. This makes the recovery of these costs different than
other OPA expenditures because OPA expenditures other than those incurred from
Procurement Contracts require approval of the Board.'® As a result, in the future, after
the IPSP and Procurement Processes are considered and approved by the Board, the
OPA will have the independent authority to recover the costs of Procurement Contracts
without OEB approval. Unless and until the OPA enters into Procurement Contracts in
accordance with a Board-approved Procurement Process, the recovery of ali OPA
expenditures — including those related to contracts for supply, capacity and demand
management outside of the Procurement Contract process — require Board approval.

As a result, if the OPA is of the opinion that contracts for electricity supply, capacity or
demand reduction are preferable to the transmission and distribution options that have
been presented to the Board, then it may a

pply to the Board for approval to recover the

costs of its expenditures for these contracts.

Summary and Conclusion

In light of all of the above, the Board seeks the OPA’s assistance in addressing the
most preferable way to address the York Region supply situation by providing the Board

with evidence for the Board to consider. The evidence that the Board directs the OPA
to provide is as follows:

'8 Electricity Act, s. 25.32(1)
¥ Electricity Act, s. 25.21
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An opinion on the need for new supply in York Region with specific reference to
a timeline that sets out an estimate of when demand growth in York Region will
cause supply reliability to be adversely impacted and the consequences of such
impacts.

An opinion on which of the above four options (or, in the alternative to options 1-
3, a refined or different transmission and/or distribution option that is acceptable
to the implementing transmitter or distributor) is the optimal way to serve this new
demand by reference to price and the reliability and quality of electricity service.
The opinion should compare the alternatives as proposed by Hydro One and the

ork Region LDCs and provide reasons why the OPA considers that its proposed

option is preferable to the alternatives.

Upon considering the OPA’s evidence, the Board may determine that one or more of

the options are necessary. If so, there will be a subsequent regulatory process to direct

or authorize the preferred option. The Board requests the OPA to provide this evidence
hv QPn’rpmhpr 30, 2005

LTSI I0T 2V, LU0V,

Thank you for your assistance in this matter.

Yours truly,

Original Signed by

John Zych
Board Secretary

CC:

Paula Conboy, PowerStream

Mary Anne Aldred, Hydro One

Joe Toneguzzo, Hydro One

John Sanderson, Aurora Hydro
Gaye-Donna Young, Newmarket Hydro
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Dear Mr. Zych:

Review of Hydro One’s Transmission System Adequacy in Ontario

On February 18, 2005, you wrote to Hydro One, pursuant to s. 13 of our Transmission licence,
requesting a report on transmission system adequacy in Ontario. As requested, the attached
report focuses on critical transmission reinforcements, those that are required for local area
‘supply reliability, during the period 2005-2008. In addition to the reinforcements required by
2008, the report highlights other areas from our 10-year plan, that are of concern and that will

1cquuc direction gi ven the time 1cq’uucd tO huplcumut transmission solutions. We also attach
another copy of the most recent version of our ten-year plan, a copy of which was previously

sent to you. This plan outlines anticipated system needs along with preferred and/or conceptual
transmission solutions.

We have provided you with construction timelines and the status of environmental and
regulatory approvals. With the need for public consultation and the recent establishment of the
Ontario Power Authority (OPA) the timelines before construction begins is uncertain and often
contingent on the degree of public participation in a particular project.

Of immediate interest is the supply to York Region, supply to Simcoe County and long term
solutions for supply to Toronto. Long-term supply to Toronto was highlighted in our recent
application for the Construction of 230kV Underground Transmission Lines: John Street TS X
Esplanade Street TS (EB-2004-0436). Given the in-service dates that have been identified in the
IESO’s plans and time required to complete construction, the time available to obtain OPA,
environmental assessment and OEB approvals will be tight should a transmission solution be
selected. If the transmission option is selected in any local area, Hydro One is ready to proceed.



With respect to York Region, some attention has been focused on building transmission facilities
- underground. This option, while more fully detailed in the attached report is clearly not in the

public interest. A much more viable solution, one that lies within the control of the affected
communities and local utilities, is the use of distribution facilities. This is an option that the
utilities have not wanted to pursue, however it could satisfy he area needs for up to 10 years.
Hydro One stands ready to offer its assistance to the OPA to help in this regard.

Hydro One, as Ontario’s largest and most experienced distribution company, has developed a
distribution plan that is worth consideration. This plan is outlined in the attached report.

Brian Gai)el

Copy to: Jan Cair, CEO, OPA

b >

Attachments:

1. Hydro One’s Report on the Status of Critical Transmission Reinforcements for the Period
2005-2008

Hydro One’s 10-year Transmission Plan
Electrical Supply for the City of Toronto
York Region Supply Study

Simcoe County Supply Study

Detweiler Area Supply Study
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