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Thursday, February 14, 2008


--- On commencing at 9:06 a.m.

SESSION I:  PRELIMINARY MATTERS


MR. FRASER:  Good morning, everyone.  Thanks for coming up to the OEB this morning for the launch of this initial meeting on the Transmission Cost Responsibility Review.  My name is Peter Fraser.  I am the manager of wholesale power policy here at the Ontario Energy Board and I will be moderating proceedings today.


I should mention, today is a policy consultation, not a formal Board hearing or anything like that.  So I will be moderating.  Although Howard and other Board Members are going to be present, it is not going to be -- we hope to have something a little less formal than an actual formal hearing that we normally have.


Just a few preliminary administrative matters before Howard Wetston, our chair, gives some opening remarks, first, that we are -- even though it is less formal, we are transcribing today, as we feel that this is very useful for both us, and hopefully for you, afterwards, for reflecting on what was said.  You will be able to view the transcript probably within a day or so up on our website.


As part of that, please be -- when you are speaking, whether giving your presentation or asking questions, please use a microphone.  You will find that these desks at the front all have mikes on them.  There is a green button that you will see up there.  You have to press and hold it down for a second or so, and that will turn your mike on.  Then of course when you are finished your question, please remember to turn your mike off again.


Similarly, we actually are -- those who can't be here for all of today or who are -- there are people probably already listening in.  It is being web cast, so people can listen in through the OEB website to the proceedings today.


With that, I would like to ask our chair, Howard Wetston, to give some opening remarks.  Howard.


Opening remarks by Mr. Wetston:


MR. WETSTON:  Thank you, Peter.


I take it everybody can hear me?  It is kind of difficult speaking down a tube, but I suppose you are able to hear me.


So I want to welcome you this morning to this discussion, this consultation.  I am just going to make some preliminary remarks about this consultation and to indicate obviously its purpose.  This is more like what I might describe as a technical conference.  The purpose of this is to discuss issues related to the Transmission Connection Cost Responsibility.


Now, this is primarily governed by the Transmission System Code, as you know, and when this Code was developed, we believed that the rationale was sound with respect to the cost of connection responsibility.


Now, the question posed of course for us, for the Board and for you here today, is:  Is that rationale still sound?


Now, I can see from your presence today that there is a strong interest in this review, and your presence here also suggest that the Board, the OEB, pay some attention to this issue as soon as possible.


So in this regard, I am pleased that the OEB's two Vice Chairs, Gordon Kaiser on my left, and Panel Nowina who is down in the tube back there, who you all know, are able to be present.  On the Staff side, as Peter has indicated, it is being led by Peter Fraser, and David Brown, and Nabih Mikhail from our facilities group, and John Dalton.  I am not sure where he is.  Oh, hi, John.  I didn't see you there at the end.  I didn't know you joined our staff, but you are welcome.


But John Dalton, who many of you know, is going to assist us on this project.  So thanks for your involvement, John.


Now, just a bit of background.  As you know, the Ontario Power Authority now has over 10,000 megawatts of generating capacity under contract.  Of this amount, 1,750 megawatts is already in service, and a further 6,000 megawatts is scheduled to come into service by the end of 2010.


A significant portion of the new connections are for generation facilities using renewable resources.  At the moment, the OPA has over 1,300 megawatts of generation from renewable resources under contract that are expected to connect at the transmission level.


Another 900 megawatts is coming on line through the standard offer program, the renewable energy standard offer program, and in response to a government directive, the OPA has launched another process to contract an additional 2,000 megawatts of renewable generation resources to be in service by 2015.


So the question, of course, is the regulatory framework that we are responsible for, for the transmission and distribution systems, was largely developed several years or many years - a number of years, I guess, to be more accurate - before the supply mix directive.  As a result, the framework was not developed, with the express intention of accommodating the amount, the type of power required in the directive.


The system code, the Transmission System Code, was developed about eight years ago to support, in part, a competitive electricity generation market.  The underlying principle, as you know, is that cost responsibility for generator-driven connection facilities should rest with the generator.  However, now, the direction of government policy towards generation and renewable generation, in particular, mandates a planning process based on a different economic rationale than previously.


In addition, on the load connection side, which some of you have a large interest in, in recent Board proceedings, concerns have been raised as to whether existing board policies inhibit rather than facilitate transmission investments needed to meet regional load growth.  Thus, we are also paying attention to load connection issues today.


So flowing from this, there are obviously a number of questions.  Do we have the appropriate rules, rationale, code in place regarding infrastructure investment?  Do we have to change the way we allocate the costs of those connections?  Do our existing codes still work for these kinds of resources?


So in today's consultation, it is important to keep in mind the underlying principles, the principles that have underpinned the development of cost responsibility policy to the present, the question of whether these principles need to be reconsidered, revised and, if so, in what manner.


It is also important to recognize, and some of your presentations that I have observed - and I am sure more will come - is around what is going on in other jurisdictions, and there is a lot going on in other jurisdictions, much of the focus on North America, but it is not just North America, in my review.


So reviews are going on with respect to this important topic, and the Staff's work on this will involve an examination of the developments internationally.  One example of such work in other jurisdictions is the recent FERC decision on the Excel application.  This decision applies the FERC framework for incentive rates for transmission construction to transmission upgrades that will help serve renewable energy resources.  So it is just by way of an example.


So today, along with Vice Chair Nowina and Vice Chair Kaiser, are here to listen.  Staff will soon prepare - and Peter will give you more information on this - a discussion paper for public comment.  Following that, the Board will determine what, if any, amendments to codes or alternative approaches may be required.


Just before concluding - I don't want to take up too much time - I feel it is necessary for me to advise you as to why we are undertaking this review on connection costs today and not doing it directly as part of the review of the IPSP, which is presently before the Board.


I am going to suggest three reasons for undertaking a separate review:  One, the new renewables mandates I have mentioned earlier are moving ahead and are not dependent on the approval of the IPSP; second, cost responsibility issues are generally addressed by the Board through its codes and rate structures.  The IPSP will establish the overall framework for electricity planning in the province and consider the overall costs.  However, it is also up to the Board, through our codes and rate structures, to determine exactly who pays for what.


Then, thirdly, let me just -- I will add a bit more to that.  The Integrated Power System Plan is clearly the appropriate forum for examining the merits of a power system with enabler lines, as an example.  Some of you would be familiar with that.  It is not, however, the place to determine the regulatory treatment of such lines.


Third, and finally, if the IPSP is approved, all of the issues that I have been sort of mentioning this morning around renewables will be critical to its implementation; that is, the implementation of the IPSP.  It is not, however -- or since facilitating that implementation of the IPSP is part of the Board's mandate, we obviously must be prepared at that time to take on that responsibility.


So I hope that gives you a bit of a sense of why we're doing it this way.  So let me thank you again for your participation for coming today, and the contributions you have made and that you will make during the day.  And at this point in time I will turn it over to Peter.  Thank you.


MR. FRASER:  Thank you, Howard.


Most of the day today will be devoted to the presentations that we have a number of parties speaking to.  But before we do that, we thought it would be useful for a member of Staff to give a presentation on the current provisions on Transmission Connection Costs Responsibility and a little bit of the evolution how those have evolved over the last seven or eight years.  To do that we have Nabih Mikhail.  Nabih.

Evolution of Connection Cost Responsibility by Mr. Mikhail:


MR. MIKHAIL:  Good morning.  Today my task is to really walk you through the policies that we have today.  It does not, of course, say anything about the future.  As Howard mentioned to you, this is the task that this consultation is all about.


So I am I am going to go through the various milestones that resulted in today's policies.  Before I go there, I want to sort of define a couple of things for people who are not familiar with it.


Basically, the transmission system in Ontario comprised of the 500 kV, 230 kV and the 115 kV system.


For the purpose of cost allocation and rate design, the system has been grouped, the assets of the transmission system has been grouped into three groups or pools, as we call them:  the network pool, the line connection pool and the transformation connection pool.  The network is basically the 500 kV system, all of it is classed as network.  And the 230 and 115 kV system, the portions that are in parallel with the 500 is part of that network pool.


The line connection pool, on the other hand, is radial part of the system and it is serving one or more customers. The last pool which is the transformation connection, it basically brings down the power from the transmission level to the distribution level and usage level.


The other part that I would like to sort of emphasize is, who is a transmission customer?  According to the code, the customer can be a distributor, a consumer, like a Ford plant, for example, or a generator.  Even those generators do not pay for use of the system.  They are considered customers.  They're required, as Howard hinted to, they are required to pay for their connection to the system and own that particular connection.


So with that, I am going to go through the slides.  So those are the principles as Peter hinted to.  They were not arrived at from the get-go.  They were developed and changed as we experienced the, you know, sort of had the experience with the first code.  


So the first principle says:  Cost responsibility for customer-driven connection facilities should rest with the customer.  That is exactly what has been conveyed to you this morning by Howard.  This is also the case if you have more than one customer.  The third one is an exception that says that if the particular enforcement was planned, otherwise planned by the transmitter, there will be an exception to that and basically the customer or customers would be required to pay for the incremental costs of advancing the plan.


The fourth bullet talks about the network and the fact that the network is not to be attributed or assigned to a customer or customers.  The rationale behind it is that the network is a common carrier, it benefits all customers connected to the system.  There is exception to that in case some party brings a motion to the Board to review that particular exception, in some situations where the cost benefit is really not reflective of what would be in the public interest.


The last bullet talks about the fact that these things have a process they went through.  They were first identified in the first rate hearing by Hydro One on the costing and pricing of transmission, its cost allocation rate design, as it was called.  So in that proceeding, the grouping of assets as I mentioned into the three pools, the network, the line connection and transformation connection was delineated.


To give you an idea of the amount of assets in each of the pools, I looked at the revenue requirement for 2008 and you can see in bold the 56 percent of all assets are parts of the network pool, about 15 percent of the line connection, and about 29 percent in the transformation connection.


The lower parts of the slide talks about who pays for use of the system.  Basically it is load customers, not the generators.  The generators are required to pay for the connection, are required to own it and be responsible for that particular connection.


Often you will find that a generator connects through a tap to part of the line connection and in the event that you need reinforcement of the client connection you may also be required to pay for any attributable cost for reinforcing that radial line.


So I will be walking you, very quickly, through the first cost allocation rate design be Hydro One, and there was a decision by the Board in May of 2000.  Parallel to that development and that hearing was the issuance of the first Transmission Code, and that came in July.  So there was a parallel sort of proceeding going on at that time.


Experience with the first code, there was realization that there is some issues as well as some areas that were not covered at all by the code, so there was a need to revise the code.  It went through two stages.  The first stage is the policy part of it, formulating the principles upon which to revise the code.  Implementation of that came as a second issuance of the revised code in 2005.


Part of the requirements of the code is to have a connection procedures that takes up principles in the code, translates them into detailed contractual arrangements to cover the technical and commercial sort of parts of connecting to the system.  So that is the last bullet there, and I will be talking about that later.


So back to the first cost allocation rate design by Hydro One.  Some of the things that came through is that expressed principle that financial evaluation has to be at the core of deciding how much of the investment is attributable to a particular customer or group of customers.


In that decision, the rules for -- detailed rules were to be part of the TSC, as it was decided at the time.


For generator customers, again, the principle of user pay, that a generator needs to pay for his connection, pay and own his connection, and explanation under that talks about if he connects to a radial part of system, that needs reinforcement, he will also be responsible for that.  And the rules for capital contribution, again, is to be in the TSC.


So that is the first Transmission Code that was issued in the year 2000.


Under each of the load and generation is articulation of the cost responsibility, that it has to be based on some economic evaluation.  The principles around that were actually taken from the gas industry.  They had a long history of financial evaluation and determining the amount of capital contribution in such situations.  And basically the capital contribution is the top-up over the value of rate revenue stream present to the reference here.  When you balance that against the total expenditures that the transmitter faces, that gap is the capital contribution.


Now, in the code, there was some reference to sole beneficiary, and the sole beneficiary aspect did cause some interpretation where parts of the network cost was added to the evaluation, but not the network revenue.  So that, in some situations, caused some concern.


On the generation side, there was also emphasis on the user pay principle for the connection, but there was also a little bit of misinterpretation about who is the sole beneficiary, and basically some of the interpretation was if you are a trigger for investment, you should be responsible for it.  So that also caused a little bit of issues between generators and the transmitters.


So the need to look at the principles came in the policy decision in 2004 after a considerable review of where the gaps are and where the issues are.


When that decision came out, the following phases to re-implement those policy principles and the code was issued in 2005.


Part of what came out of that revision to the code is the notion of the network being the common carrier and not to be attributed to any customer, except in circumstances where a party would bring that through a motion to the Board; and if the Board accepts that situation that it is an exception and it makes or directs for it to be so.


One of the improvements in the code was in the truing-up.  Say, for example, somebody comes in with a load forecast and that load forecast is through a contract -- is matched through what actually happens, so if there is a shortfall, the distributor is responsible for it.


If there is an over-contribution, the old Code didn't recognize that.  The new Code does and it keeps track of that.  So it is a balanced way of managing that relationship.


The new Code also did recognize that if particular customers contribute towards a particular connection facility reinforcement or renew, and then within a period of five years a new customer appears, there will be rejigging re-evaluation to give some money back to those contributors, require the new guys to contribute to that facility.


Now, the connection procedures, as I mentioned before, it is really a requirement of the code, and it takes the principles in the code and translates them into contractual arrangements and more details around the principles.


So there was a review for the Hydro One and Great Lakes Power, and there was a decision in September of 2007.  There was a motion by Hydro One to review two items in there, and they were reviewed.  And in the Board decision on that motion, in November of 2007 the Board denied the motion, but it did say and noted that the questions of transmission policy raised by the Board are better addressed in a policy process, which is now being considered.


That is the end of my presentation.


Outline of Rest of Day by Mr. Fraser:


MR. FRASER:  Thank you, Nabih.


With that background, I can now turn to our current review and talk a little more about, first of all, what we have in mind for the review overall, and then for the rest of the day.


As we indicated in our letter of January 4th, this initial meeting is being used and the submissions that we have received from you in recent days are going to be used by Staff to help us scope the discussion as, as Howard said, we re-examine the underlying rationale for the way that we recover costs and the costs that we recover from those connecting to the system, both on the generation and on load side.


Based on this information, and on some research that we are going to be doing on other jurisdictions - and we very much appreciate the helpful suggestions or the analysis you have already provided on those other jurisdictions - we are going to be developing a Staff discussion paper that will look at a number of options.  That paper will follow this spring.  


At that stage, we will be seeking comments from you from the discussion paper.  There will also -- at that stage, those eligible for cost awards, there will be costs awarded at that stage.


Should there be identified a need to change codes or, say, related other matters, then those would follow subsequently.  Of course, a code process probably many of you are familiar with.  We would actually come out with proposed code changes.  There is a review and comment period that would follow on that.


Now, let me turn now to the remainder of the day.  It really is set up for you who are making presentations and you who wish to question others who have made presentations.  It is set up -- we have, I think, a total of 11 presentations, and we would have had more had not Brookfield, CanWEA and the Ontario Water Power Association graciously agreed to pool their work into a single panel session.


So we have quite a bit of time, of course -- or quite a bit of time for the day, but not so much time for the presentations.  We have allocated 20 minutes to each of the presentations, with ten minutes for question and answer.  We are actually going to be fairly insistent that we stick to that so that we can get through the day in a timely manner.


We have coming up right now -- we have also organized it so that we have generation costs -- connection costs responsibility issues covered first.  That will cover the majority of the day.  Then after -- starting at 3 o'clock, according to the schedule, we will be dealing with load connection cost responsibility issues.


I would just also note we will be having a break in the morning around 11:15 for 15 minutes.  We have lunch at 1:00, from 1:00 to 2:00.  We haven't put in the schedule, but recognizing that we are -- we do have someone transcribing this, we will be taking a break in the afternoon around 3:30 for about 15 minutes.


With that, I would like to make -- in terms of making your presentation, if you are sitting at the front tables here, you can actually -- if you prefer to make it right at your table, we have a mouse - where is it? - where you can move the slides.


David Brown here will actually put your presentation on the screen and you can move the slides yourself.


If you prefer, you can sit up near the front here where there is some space, so you can more -- comfortable facing your audience, but we leave that up to you.


With that, I would like to call upon the Ontario Power Authority, Michael Lyle and Bob Chow, to make the first presentation, if there are no other questions?  Okay.  Mike, Bob.

SESSION II:  GENERATION CONNECTION COST RESPONSIBILITY

PRESENTATION I:  ONTARIO POWER AUTHORITY 


Presentation by Mr. Lyle:


MR. LYLE:  Thank you, Peter.


It's actually Bing Young, rather than Bob Chow, as previously advertised.  Bing is our director of transmission integration.  


I think I can probably trust you to turn the slides when I tell you.


MR. BROWN:  You will just wink?


MR. LYLE:  I will give you the thumbs up.


MR. FRASER:  Mike, make sure you speak up.  I think there is somebody at the back.


MR. LYLE:  David, if you could turn to slide 3?  I do have my mike on.  Can you not hear at the back?  I will try to speak louder.  Is that any better?


MR. FRASER:  Mike, we can hear you up here and you're on the speakers up here, but for some reason it is not at the back.  If you spoke from the front and maybe projected that way, it might help.  


MR. LYLE:  Sure.  


MR. FRASER:  Is that any better?  Those at the back can you hear Mike now?  Okay.  Let's go with that then.  


MR. LYLE:  Okay.  I don't have the screen in front of me.  That's fine I have my slides, that's not a problem.  Thank you, Peter. 


As a concept of enabler lines was discussed in the IPSP filing, the OPA believes that it is appropriate to provide some context from the IPSP as to how that concept evolved.  As I am sure you all know, the supply mix directive set a goal of 15,700 megawatts of renewable resources by 2025.  


The OPA, in developing the IPSP, planned to meet this goal in an economically prudent and cost-effective manner.  And in undertaking this exercise the OPA followed a four-step process.  


In step 1, the OPA established the unconstrained potential by each renewable resource type.  In step 2, the OPA identified the transmission needed for wind and hydro potential.  In step 3, the OPA examined the all-in costs for each of the potential resources.  And in step 4, the OPA determined the renewable resources to include in the plan.  


In step 2, ten clusters of wind sites were identified.  A cluster is a set of individual sites located close together whose development could be facilitated by having sites share a single connection line.  


When the OPA moved to step 4, four of these clusters were selected to be included in the plan.  Three clusters had been identified as requiring enabler lines, and Mr. Young will address the east Lake Superior cluster in a few moments.  The OPA believes that construction of enabler lines and the socializing of the costs of these lines at least initially is necessary to meet the government's policy goals in the most economically prudent and cost effective manner.  


The TSC was understandably developed with a large generator in mind.  Renewable resources present unique challenges.  They're characterized by clusters of small projects, located in remote areas with no access to transmission facilities.  They need dedicated radial transmission lines to connect them to the grid.  The OPA has, in the IPSP, described the approaches that were taken in California and Texas, and in reviewing the submissions that were filed, we see that some others will discuss these in more detail, but we believe that the quote from the FERC decision related to California provides a very good summary of the challenges faced in developing renewable resources.  


I will just read that into the record.

"Location-constrained resources present unique challenges that are not faced by other resources and that are not adequately addressed in the Commission’s current interconnection policies.  These resources tend to have an immobile fuel source, are small in size relative to the necessary interconnection facilities, tend to come on-line incrementally over time, and are often remotely located from loads.  Location constrained resources, therefore, have a limited ability to minimize their interconnection costs and, moreover, these factors can, in certain circumstances, impede the development of these resources altogether."


I am going to turn it over to Bing to discuss in more detail the wind clusters and the associated transmission.  


Presentation by Mr. Young:


MR. YOUNG:  Thank you, Mike.  This map shows the onshore wind generation potential in Ontario.  The areas represented in green show the potential for a large wind development based on the Helimax study which identified and ranked the best wind sites in Ontario.  By "best wind sites" we mean areas which have good wind speeds, high capacity factors, large megawatt densities, distances to roads and not near environmentally-sensitive areas.  


The areas shaded in the darker green are the clusters targeted for the development in the IPSP.  These clusters were selected using a methodology that evaluates the levelized unit energy costs, or LUEC for short.  And the LUEC valuation provides a measure of the direct costs of supply, and this allows for the comparison of different supply sources on a life cycle basis.  


The LUEC considers the resource development costs, connection costs, network reinforcement costs as well as the transmission losses.  The areas with the lowest LUEC are deemed to be those which are most cost-effective.  And these are identified in the five areas shaded in the darker green.  As Mr. Lyle indicated, enabler lines are prose pos for the Goderich area, the Bruce Peninsula and Manitoulin clusters.  The Goderich and Bruce Peninsula enablers involve a number of different options that includes 115 kV transmission, 230 kV transmission, or in the case of the Bruce Peninsula, even a 500 to 230 kV auto transformer station.  


The Goderich enabler can connect about 430 megawatts and the Bruce Peninsula enabler can connect about 380 megawatts.  The Manitoulin enabler involves a rebuild of a 115 kV line to 230 kV and is expected to connect about 400 megawatts.  


Mike mentioned a little bit about the east Lake Superior.  The transmission proposed for the east Lake Superior cluster to connect approximately 600 megawatts is presently not considered an enabler line.  The 230 kV line proposed in the IPSP connects two network stations.  So will not be deemed to be a network facility.  


However, if the generation development is such that only a radial line connection to one of the network stations is required, then it could also be considered as a candidate for enabler treatment.  


The fifth and final dark green cluster is the Kingston area, and we do not have transmission plans identified in the IPSP for that simply because we feel there is adequate transmission for the potential in those areas.  


That's my summary of the key areas that we are focussing upon and the three enablers that have been identified in the IPSP.  With that, I will turn it back over to Mike.  


MR. LYLE:  Thank you, Bing.  So in conclusion, the OPA welcomes this policy consultation process and agrees with the Board that this is the appropriate forum in which to develop policy related to this issue.  


The issue must be addressed if government policy on renewable energy is to be met in an economically prudent and cost-effective manner.  


However, the OPA recognizes that as with so much with the electricity sector the devil is truly in the details and we come to this process with an open mind as to the best approach to achieve the policy goal and protect ratepayers in light of the unique Ontario policy context.  


The OPA recognizes that a key concern relates to how to prevent the creation of stranded costs and that parties will want to explore the interplay between the OPA's procurement processes and the construction of the transmission projects.  


Thank you.  


MR. FRASER:  Thank you.  Any questions for OPA?  Okay, then I will start if no one else is.


Question and Answer Session:


MR. FRASER:  You have identified the difficulty in achieving the government's goals with respect to renewable energy in a prudent and cost-effective way, is something that may be jeopardized if we don't address this.


Is it a question primarily of price, in your view, quantity - that is, not be able to achieve the objective at all - or is it a bit of both?


MR. LYLE:  If we are not going to take resources from the clusters that have been identified because of the barriers related to transmission, then we will have to look to resources that may be more expensive to develop on an all-in cost perspective.


MR. FRASER:  Okay.  Another question related to procurement, and I don't want to make this a IPSP-specific question, because some of the procurements you're doing, of course, are outside the IPSP.


MR. LYLE:  Yes.


MR. FRASER:  And you had procured renewable resources under the current set of rules, and some which involved quite lengthy radial lines to connect to the grid.  You have inherited the contracts from the Ministry; right?


MR. LYLE:  Hmm-hmm.


MR. FRASER:  My question is more, if we change the rules, let's just take the other -- say the opposite rule.  If you made it socialized, all of these costs, and what made it the responsibility of the transmission ratepayers, when you conduct -- if those were the rules and you conducted a procurement for renewable resources in the future, which seems likely, would you not have to take into account the difference, then, of the cost of transmission as one of the factors to consider in an RFP?


MR. LYLE:  Yes, if you were holding a procurement process in which you were calling for non-geographic specific bids.


If you were holding a procurement process where you were focussed on bids with respect to the clusters themselves, then you wouldn't have that concern.


MR. FRASER:  Okay, thanks.  Any other questions?  Yes.  Microphone, please.


MR. MATTHEWS:  Just a follow-up, Mike.  When you said your projects were -- all costs were in, did you include them, the transmission aspects, of those when you were selecting those projects?


MR. LYLE:  Yes, we did.


MR. MATTHEWS:  Okay, thanks.


MR. FRASER:  Was there another question?


Is that on now, Peter?


MR. FRASER:  I can hear you.


Mike, your presentation looks at wind resources.  Do you draw any distinction when we are talking about hydraulic resources north of the existing grid in northern Ontario?


MR. LYLE:  We anticipate, Peter, for the large hydraulic resources, that those would involve in most cases sole source-negotiations, and so we did not identify a hydro cluster.


MR. YOUNG:  If I may also add that the purpose of the enabler is to facilitate competition among a number of potential development sites.  Typically, you don't have that situation with some of the hydroelectric development in northern Ontario.


MR. DALTON:  Just a follow-up on Peter's question.  I think that one of the issues that Peter raised was:  How do you maintain the competitive tension, for a specific cluster of wind resources, if a decision is made to build transmission to interconnect those -- or connect those facilities and make sure that the developers aren't in a position to essentially kind of capture the rents that might be there from socialization of the costs of the transmission facilities?


MR. LYLE:  Well, if you are running a competitive procurement process with respect to those clusters, then the bidders will consider the regulatory framework and the costs that they are required to absorb and build that into their bidding.


MR. FRASER:  Okay.  Seeing no further questions, I would like to thank Michael and Bing for their contributions, and if we can move on to Great Lakes Power and invite George to come up to the front here.

PRESENTATION II:  GREAT LAKES POWER 


Presentation by Mr. Vegh:


MR. VEGH:  Well, let me try it.


Good morning, Staff and Mr. Chair and Vice Chair.  My name is George Vegh.  I am here today on behalf of Great Lakes Power.


MR. FRASER:  George, you need to speak up a bit.


MR. VEGH:  Is that better?  I am joined by Mr. Jeff Rosenthal, the COO of Canadian transmission and distribution at Brookfield Asset Management.


I do have a presentation, which we posted on the website, and I handed out some hard copies today.  There are some additional hard copies on the window behind me.


I will be focussing, in this discussion, on what, in Great Lakes Power's submissions, are the key issues that should be considered when developing a policy towards enabler lines.


The approach we took was to review how other regulators who have looked at this issue have identified the key issues.  We will go through what they have identified as the key issues that regulators have to consider when looking at enabler lines, and our take-away from this for Staff would be these do provide a good framework for the next step for the Board to be considering what the key issues are here.


We think that these issues can be defined with a little greater precision than what was in the correspondence that was circulated earlier this month and that this process or this first stage of the process is a good way to get us there.


And also appreciating that, you know, we have limited time and that we have limited ambitions for the day, I think, in this process, we haven't really tried to formulate what are Great Lakes' positions on all of these key issues.  I think there are lots of different ways to address these key issues.


Right now, I think the important thing is we have a common understanding of what are the tough issues out there that have to be addressed.  I think many of these issues came up in the initial questions that came from Staff.


I will be going through these issues in some detail.  First, I will just summarize what they are.


There are three of them, really, that the regulators have commonly identified as the tough ones here.  The first is -- David, maybe you could stay on the slide.  I'm not there on the slides yet.


The first issue is:  How do you identify the zones where the resources are?  The OPA's submission talked mostly about the wind resources, but there are other resources, as well, and there are some mixed resources of hydro and wind and biomass.  So the first issue everyone has to deal which is:  What is the process by which you identify where the resource-rich resources are?


The second is, once you have identified the resource-rich areas by a reference to wind maps and hydro maps and just by reference to the physical characteristics, how do you determine whether it makes sense to develop in those areas, to develop generation, and what is the rational economic ordering of the generation?  And they usually look at, you know, where have generators actually committed to develop in these areas?  So it is not just about the physical resources, but the commercial viability.


Then the third category or the third key issue is:  What are the steps involved in authorizing transmission to be built to serve these areas?


Within each of these three areas, there are very complex issues at stake and, as you start to scratch the surface at them, you will see there are a lot of trade-offs and principles that have to be considered and that each jurisdiction has looked at -- has had different answers to these three questions.  


There are some scenarios that are unique to Ontario, which is going to lead Ontario to have different answers to these three questions.  At this stage, again, what Great Lakes is interested in is let's make sure we are asking the relevant questions, and then people will have different positions on what are the right answers to these questions in Ontario, given its unique circumstances.


So I will be addressing these three issues in some detail and how other jurisdictions have looked at them.  Before that, I think it is helpful to step back and say, Well, what are the principles that are underlying these issues and why is it that we are driven to these three issues so I would like to turn to that first.  Now I am looking at slide 1 of our presentation.


I think at the core, the question when considering an enabler lines is one of economic efficiency.  So while enablers do raise some new issues, new circumstances, new contexts in which to consider transmission expansions, it is not that much of a new paradigm or a departure from traditional regulatory economics.  It is the same basic question.  How do you economically expand the transmission system?


When you look at how jurisdictions have considered this, people have talked already about California, Texas, whose reviews of this are completed and they have rules in place, but other jurisdictions that are looking at this at the same time that the Board is.  Midwest ISO and New Zealand, they are asking themselves these same questions.


It is all about economic efficiency, meeting the renewable goals of a jurisdiction in an economically efficient manner.  So it is not really a dramatic departure from traditional public utility economics.  It is just a different application of the principles of public utility economics in a different fact situation.


So all of these jurisdictions have asked themselves the same question, which is the question I would expect that the Board would ask itself, and that is:  What is the most cost-effective way to build transmission and fund transmission in a manner that is going to meet the requirements of the jurisdiction; in particular, as we know, renewable energy requirements, but not just renewable energy requirements?


Our submission, what we are going to do what I am going to do now is go through how this basic principle has been looked at in the context of enablers, that is, the basic principle of economic efficiency for achieving renewable power targets - I am going to slide 2 now - and why the traditional methodology, the type that Nabih went through earlier this morning, doesn't lead to an economic development of renewable power.  So it is not like you're going from a system that does lead to an economic development to a system of subsidies.  It is a determination that the current system California, Texas, same as in Ontario, will actually lead to uneconomic development.


And the rationale I think it has already been discussed a bit so I think there is some consensus around it the current system of cost allocation for generation facilities was not developed to meet this issue.  It was not developed to address the goals of renewable power.


It was developed on the assumption that we're indifferent to what sort of power is being developed.  It wasn't developed -- the rules weren't put in place to meet a target.  So, not surprisingly, those rules will not meet a target if left as they are.


I am not going to go through how every jurisdiction looked at this, but one document I think that is really worth considering for this Board is the report of the California ISO market surveillance committee.


What is interesting about that approach is - it is the equivalent of the market surveillance panel at the OEB - what is interesting about that approach is that it looked at this as a pure economic issue.  It is not just an issue about how do you make the network more green, but it says if you take as a given the network should be more green, is our current system going to do it our is our current system uneconomic and how do you make it more economic?


It is a very interesting opinion and this opinion, you know, the FERC decision that people talked about out of California, there was a staff white paper, then the opinion of the market surveillance committee, then an application for declaratory order from FERC.  So this opinion was part of that whole process.


We have included that opinion.  I won't take you to it, but we have included it in our book of materials.  It is at tab 2.


The conclusion of the market surveillance committee in California was that the current method of funding, the type that Nabih described, would be uneconomic for renewable power.  And should not be used for economic reasons to develop renewable power.


So when you ask yourself, well why is that?  I think you get a very good appreciation for what are the underlying principles at stake here.


And the basic conclusion of the market surveillance committee was the reason the current methodology doesn't work is that for certain types of resources and the OPA referred to the wind resources, there is a mismatch between the scale of the resource development and the scale of the transmission.


So any particular project is going to be developed at a different level than the optimal size of the transmission investment.  So the traditional approach which has each generator building a line to the scale of their facility is not going to lead to an economic result.  So for example, if the scale, if the economic scale is 100 units, then having ten generators build ten units each is uneconomic.


And that's the key rationale coming out of the market surveillance committee that under our current system transmission expansions are scaled to a specific project and what they say is uneconomic, is that that will not lead to the correct scale for transmission investment.


So that's their reason for rejecting the current approach.  It is not just rejecting it because they want to see greater subsidies for generators, but that it is uneconomic from an efficiency perspective.


I have some quotations in our submissions.  If you go to slide five, you will see I am just going to read the last sentence.  This is from the California market surveillance committee opinion.  The last sentence, just reinforces the point I make:

"The total amount of potentially renewable resources at a given location can significantly exceed..."


MR. BROWN:  It's turned off.  Okay.  Now it is on.


MR. VEGH:  "...can significantly exceed the typical

scale of a single renewable generation project."


So again, it is the mix match.


So what is the consequence of this mix match?  Well - and I am on slide 6 here - the consequence, according to the market surveillance committee is a market failure, classical economic market failure.  They say, there are two potential consequences and I won't read you the quote about it is there at page 6, the two potential consequences.  One is you get this example of ten generators building ten units, which is -- which costs more than one unit built to the scale of the resource.  So that is one consequence and that is uneconomic because it costs more to get the same result.


The other consequence outside of economic is the reality is it just won't happen.  Because it is uneconomic, you are not going to have ten generators build ten different, and you are not going to have one generator build to the unit 100 and hope to rent out the rest.  That is not their business, that is not the generation business.  So the consequence, according to the market surveillance committee of California, is this market failure will prevent the development of renewable power.


So again, when we talk about the -- sort of the new paradigm at stake, here it is actually the old paradigm applied in a new circumstance.  The old paradigm of funding transmission in an economically efficient manner just doesn't work if you are trying to develop renewable power, and therefore, you don't change the paradigm, you change the rules to meet the goals of economics.


So these regulators have all agreed that is the problem to be overcome, but then you have to balance that against the risk that now arises.  And the risk of course is building transmission to nowhere.  And there's the risk of stranded assets.  There is the risk of making investments in uneconomic places.


So when we go through these three rules I talked about or these three issues I talked about, all of these issues are aimed at balancing the need to develop the resource in and economic way, with some protection for ratepayers.


And that is what they're grappling with.  Those are the two competing principles.  Again, when you look at the market surveillance committee, that's why they said -- in California, you really do need to develop some rules here because there is an incredible risk you are just going to go off and builds a lot of transmission without economic generation.  And that is not the result they want, either, because it is still driven by economic issues.  So you have to avoid these unnecessary subsidies.


Slide 8 now.  The solution in California, in Texas, and the ones they're looking at in these other jurisdictions is to balance those two goals, developing the economic transmission to an economic scale, while managing or mitigating the risks of uneconomic transmission development.


So in each of these jurisdictions, they have looked at three factors and these are the three which, we say, the OEB ought to be considering as it develops a policy in this area.  As I mentioned before, the three factors are to determine the resource area, number 1.  Number 2, is to determine the commitment by the generators and how real that is, is this really going to be developed?  And number 3 is to have rational transmission development, and that deals with issues like cost recovery, oversight of the designated transmitter because you are building transmission with the possibility that not all of the generation will be developed.  So you're not relying on traditional rules of used and useful, et cetera.  You need a different approach to be supervising and having oversight of transmitters and that is what these have looked at.


I just want to go through quickly how each of these jurisdictions have looked at this issue, and what are some of the unique considerations now that we have to deal with these considerations in Ontario, because you will see every jurisdiction, they all have their existing set of rules and assumptions that guide transmission development, generation investment.  


So we are not going to come to the same answers here, necessarily, as they have in Texas or California.  In fact, I would be surprised if we do, but they are dealing with the same underlying issues.


The first one, as I said, is a need to determine a resource area.  You will see this is something California and Texas have taken a slightly different approach towards, but they're all defining the same thing, and that is:  Where is the physical resources available for wind and for hydro?  


And there's a process for identifying where those resources are.  It is different in each jurisdiction, and it's what you will have to consider, with respect, for the Board, is:  What is the process here?


In California, it's the -- it's going to be determined by the California Energy Commission or some other state agency.  They're open-ended about who makes that determination.  Who makes that call, that in this space there is sufficient wind or hydro resources that ought to be developed?


There is a definition.  You're going to have to come up with a definition of:  What is this area called?  And there is a definition in California, an area that holds a potential for the development of a significant quantity of location-constrained resources and that's not readily accessible.


In Texas, they use a different term.  Instead of an energy resource area, they call it a competitive energy resource zone.  Same thing, but different definitions.  In that case, it is the Public Utility Commission that makes a determination, the equivalent of the OEB, that makes that call.


In Ontario, of course, you have a different institutional framework, and the key part of the institutional framework that's relevant here is what the OPA was just going through; that is, you have a system plan in place, prepared by the OPA, reviewed by the OEB in accordance with its criteria, and the plan does that.  It identifies where the resources are.


And so the approach in Ontario is to say, Okay, so how do you integrate the conclusions that the Board ultimately approves of in the IPSP with this transmission system -- transmission cost recovery?  There needs to be kind of integration of those two approaches.


You see the definition that the OPA puts forward in the IPSP, a number of renewable resources located in remote areas far from the transmission grid and where dedicated lines are required.


Now, that's a principled approach.  It is a definition.  It's a working definition.  I wouldn't expect that in this proceeding, in this TSC review -- presumably this will lead to amendments to the TSC.  You could end up with a definition here, but this process is not going to identify where the zones are.  Presumably that will be identified through the IPSP process, but you will need some principled way to define those zones.  


The OPA went through some examples of the zones with respect to wind clusters this morning, in the previous presentation.  They mentioned that, for large hydro developments, you know who the developer is, but there are also some more hybrids out there.  There are some areas where wind becomes -- wind becomes viable if hydro is developed.


So, again, if you go by the definition of you look at the scale of the transmission development and what is economic and ask yourself whether that scale is different than the resource development, and then that difference is kind of the enabler component, you will see that there are a few areas in the province where that scenario is put forward.


So you really have to kind of land on what is a principled approach to this.  The wind clusters are kind of the simple cases, but there are some areas -- just, for example, the little Jackfish area where the scale that is developed is about one-third hydro, two-thirds wind, the north-south connection.  I think it is 3,800 megawatts in total, of which 2,800 is hydro, another 800 is wind and 200 is biomass.


So, you know, there are a lot of moving parts around.  The question is, really, at this stage, the point I want to make is that the Board is going to have to find some way to determine where the physical resources are.  Presumably, that is in the IPSP, but then you need a definition in the IPSP that is going to be able to be used in the case-specific examples.


So that is the determination of the resource area.


The next part, the next key issue that they have all looked at, is this generator commitment, because the determination of the resource area tells you where the physical opportunities are, where the wind blows and where the water runs and where the biomass is.  It doesn't necessarily tell you in itself where the commercial opportunities are going to be taken up by the generators.


So in California and in Texas, in order to mitigate the rate impacts of this, there's a requirement that there be some kind of demonstration of generator commitment to the area; identify the resource, and then you identify the commitment.  


In California, the approach is that in order for a line to be built, you must demonstrate that there is a minimum commitment of 25 to 30 percent generation and good prospects or a tangible demonstration of an additional 25 to 30 percent.  So you have the line well subscribed before you carry out the build.


In Texas -- again, in Texas it is driven by the PUC, this determination of whether or not there is sufficient commitment.  In Texas, they look for unequivocal financial commitments of generators.  They have to put certain money down, and, once those commitments are present, then the Texas PUC can satisfy itself there are good prospects of generator commitment to this line so if you build it, they will be there; it will be taken up.  So they require some kind of commitment.


Again, in Ontario, we have a different situation.  In Ontario, it is the OPA that carries out procurement in accordance with the plan and in accordance with directives, as well.  So then the question is, in Ontario:  How do you integrate this with the OPA's procurement of generation?


By "integrate this", I mean integrate the transmission line development with this unique factor.  You are not going to look necessarily -- well, California has its method.  Texas has its method.  This process presumably will need to come up with some rules for:  How is the Board satisfied -- if there is sufficient take-up through an OPA RFP process or RFI, or whatever process the OPA uses to actually go procure the power, how do you economically order the opportunities for transmission?


This gets you to the key nub of it, I think.  What you are doing in this process, what you are doing with enablers, is co-developing the generation and the transmission to find the right build; right?  So you need to have some economic ordering of transmission construction, generation development and find the point where they intersect and say, This is the point where we should allow the transmitter to go ahead and build.


So there is a co-development, in the sense, in the generation of transmission.  OPA does the generation on the procurement.  The OEB is responsible for transmission approvals for the lines and for the cost recovery from the ratepayers.  So those two elements have to be brought together so you can make the appropriate determination of:  Where is the optimal transmission line?  So there is an integration issue there.


So we have talked about the resources, the generator commitment, and this takes you to the third piece, which is overseeing the transmission component more explicitly.  I mentioned that it is a co-development of transmission and generation.  I have talked about generation.  This is the other co-development piece of transmission.


It is interesting.  Again, every jurisdiction has a different approach to how you review the transmission development.  In California, there is a transmission planning process carried out in that jurisdiction by their ISO, and so the transmitters, in a sense, they go to the ISO and they provide competing approaches to where the transmission ought to be built.


 So I wouldn't say it is an auction, but you have different transmission areas, in a sense like different franchises.  I think there are maybe three, maybe four.  I forget.  There's three or four.  Each will come forward with what they say is the optimal transmission build that is part of their plan, and the ISO, in that case, considers which one will be the most cost effective.


And there is also, in California -- so they choose the transmitter.  There is also in California an aggregated cap on how much ratepayer resources can be used for enabler lines compared to the entire rate base being spent on transmission.  So there is an oversight of the transmission.


The reason you need this separate sort of oversight, remember, is that you are departing from the traditional approach of oversight.  The traditional approach of oversight is the transmitter doesn't do the build.  The generators pay for the build and the transmitter only comes in for recovery of costs for transmission assets when a transmission asset, properly defined, is used and useful.


In this case, there is some spec involved here.  So if you look at California where they say you need to prove 30 percent, you need to have a good case for the other 30 percent, there is that risk of 40 percent non-subscription.  There are rules in place that try to mitigate that risk, but there is that risk.  Under traditional approaches to cost recovery, a transmitter will be at risk.  What this process does is it removes that risk from the transmitter.  So it allows the transmission line to be built even if there is no guarantee of a full subscription.


The loss or the risk of there not being a full subscription is not borne by the transmission ratepayer.  That risk is socialized.


So that's a key component of what makes the enablers again different than traditional transmission builds so you need a way to manage that.  In California you have these competing bids by transmitters for different resource areas.  Then there is a selection of the resource area.


There is also greater -- this becomes particularly clear in Texas.  There is also greater ongoing supervision of the transmitter.  Again, because you are not relying on traditional used and useful tests and regulatory tools, you are allowing the transmitter to build on spec a bit.  What they do in Texas is, they have more on going oversight.  So the transmitter is required to report on how they are in meeting milestones.  So the review, it's a little more micromanaged because you're not relying on the principles to just have that discipline.  But you have that ongoing review in place, reporting requirements.  There is -- they don't have enforceable time lines in Texas, but they certainly considered them so that is one thing you would look at.  How do you ensure there is some discipline on the development of the transmission process?


So that is what they have looked at there.  In Ontario, again, you have these unique considerations one of them I already mentioned is how do you integrate procurement?  I mentioned you have to integrate procurement with plausible transmission.  Well, you also have to integrate transmission development with the procurement.  At some point, the Board is I think going to be pulling the trigger and saying, okay, transmitter, you can go ahead and build.  We are confident that this will be a good investment for the province.  Well, you will probably need some information on how the procurement opportunities are arising in these different zones in order to make that call.


Also, at that time when you pull the trigger, you're going to have to be able to designate, well who is the transmitter that is going to recover these costs?  Ontario, as is well known, does not have transmission franchises so there needs to be some kind of process.  If you're going to tell a transmitter they can incur the development costs and they can bring a line into service even if it is not fully subscribed, well then you have to say very early on in the process:   Who is it that gets to do that?


Great Lakes, as you know, is a transmitter.  Hydro One is a transmitter.  And there may be other potential people who want to be involved in transmission.  But to make this system work in an economic way, there's got to be a pretty earlier call.  Again, there are different ways to do it.  California uses an auction.  Texas doesn't have more than one transmitter but they have their own case that a transmitter has to make.


But I think a key requirement in this, the rules that come out of this review will be an early, you can call it designation of the transmitter.  What is it, what is the kind of leash you are going to put on this transmitter?


There is the development cost recovery so they can spend money - there is a lot of money in the development costs.  I think the estimate from the IPSP is, you know, 2 percent of the costs for the transmission, for the lines are just the development.  That's the engineering work, you know.  The IPSP identifies these areas but a lot of them –- you know, no one has really kind of walked the line to see what the topography is there, and that costs a lot of money.  


So to have the prior determination that these costs can be recovered, even if a particular line doesn't go forward because you don't have the generation take-up that is being co-developed you need to determine early on who is going to be spending those costs, what oversight is there of those costs, as they are being incurred.


So I will just wrap up by saying, these are the issues.  I wouldn't say these are the only issues that come out of this type of review, but these are the key ones that the other jurisdictions have been struggling with.  Given the mandate of the OEB, it's a type of issue that the OEB would be looking at as well, I would expect, which is how do you economically develop transmission to meet requirements of renewable resources out of the supply mix directive and then ultimately the approved IPSP.  How do you do that while at the same time having some discipline and mitigation of ratepayer impacts?


As I have said, Great Lakes hasn't really showed up today with an answer to these questions.  We expect that this process -- that these answers will come out in this process, we will clearly have positions on these as they come forward.  But we do think that the experience in other jurisdictions and the timing of these projects in Ontario have ripened to the point that we ought to be getting at these really tough issues as soon as we can.  And not really looking at a lot of sort of preliminary conceptual issues, necessarily.  But you know, let's roll up our sleeves and get to the guts of them.


In our view, from our review of the other jurisdictions, these three issues really are the guts of them.


So thank you very much.  I would be interested and happy to -- Jeff and I would be happy to take your questions.


MR. FRASER:  Thank you.  Are there any questions for Great Lakes?

Question and Answer Session:

MR. FRASER:  Okay.  I will take advantage of my position again, George, and ask you, in the California example, how it works there.  They had this requirement of roughly 30 percent with some kind of commitment like a connection agreement, another 30 percent where there had been, if I understood correctly, some strong expression of interest as the basis as the basis for that, and the other 40 percent not subscribed.


First of all, have they actually gone forward and implemented this new procedure with a specific line yet?  Secondly, therefore it is my understanding that it's up to 70 percent could be at risk because although you have strong expression of interests, presumably there is no contractual commitment and you could have up to 70 percent of the line that are under the line, that are unsubscribed.  Could you comment on that?


MR. VEGH:  I think that is right.  So it is all about, how do you mitigate that.  There is nothing magic about the formula that California came up with, I think, but that is the challenge.


The question, I guess, is how do you prevent -- how do you mitigate the risk of building a line to nowhere?  That's just not going to be taken up.  They have an answer to that.  But you're right even that approach could lead to 70 percent not being subscribed.


MR. FRASER:  In terms of roles and of course as you said each jurisdiction would be different, but in terms of designating a transmitter which you have identified as one of the -- I think, for example, this recent legislation in the UK where they suggested that for the offshore farms, that the regulator would actually run a tender.


Is that something that you would see a regulator doing in the Ontario context?  Or would it be more an OPA function, or are there other possibilities?


MR. VEGH:  Well, right now, Great Lakes doesn't have a position on that.  I think that is going to be a key issue.


You know the OPA's developing the generation side.  You know the OEB is responsible for authorizing transmission builds and authorizing recovery from transmission ratepayers.


So I expect both are going to have a role.  And I think as we work our way through this process, you will be able to identify the costs and benefits of the different contours of those roles, but right now we don't have -- we haven't been able to land on a position on that.


There is obviously going to be a role for both, the OPA and the OEB, in this.


MR. FRASER:  Thank you.  Any other questions?  Yes.  Peter.


MR. FAYE:  Is that working?  Perhaps you could repeat the question then so people at the back could hear it.


MR. FRASER:  Can the people at the back hear?  Yes or no?  Okay.  I will repeat the question.


MR. FAYE:  Does the other jurisdictions permit the generator to own and operate its own transmission connection?


MR. FRASER:  The question is whether Texas and California permit others besides transmitters to -- the generators to own their own transmission?


MR. VEGH:  I don't think there is a prohibition on -- well, there is always the affiliate issue, so it depends what you mean by transmission.  I am just sort of going from first principles here.  I haven't gone through their rules to see what the restrictions are.  But the typical restrictions are, of course, that transmission, in terms of transmission services, providing others with delivery services, those are typically separated from generation services in a corporate way.


But in terms of whether a generator can own their own line, scaled to their facility to connect to the grid, I would expect that that's the status quo that they all came from and I don't think, in moving from that status quo, they prohibited it, just as I don't think -- well, maybe it is something to consider. 


The TSC has an approach now where the generator builds and owns their own transmission.  I wouldn't expect that you would have to prohibit that approach to look at other approaches, as well.


So I think the answer is that there is no prohibition on owning their own connection to the transmission line.  If it comes to a transmission service, there are typically, you know, restrictions against vertical integration between transmission and generation, similar to those that we have in Ontario.  Sorry, did Jeff want to --


MR. ROSENTHAL:  I just wanted to mention that I agree with George that's the status quo, and once that line is built and that right-of-way is used and it is sized for that generator, you basically have locked that right-of-way from any future use, and it becomes very difficult for other generators to bring their supply back.  


I think that is one of the limitations of having a generator build a line sized to their facility.  It is the only option maybe that exists today, but I think that is the value of an enabler line, because it not only provides that supply, but it provides future supply, the opportunity to be brought back to the load centres.


MR. BROWN:  Can I ask one?


George, can you articulate the market failure argument that you made, again, and explain how it is solved by the -- I think it is solved by the zones, if I am understanding your argument, but I am just wondering if you can kind of run through that again.


MR. VEGH:  Okay.  Well, the best articulation for the market failure would come directly from the market surveillance committee, because they're economists and I am not, so I'm kind of repeating my understanding of that.  So I would direct you to the primary source, but I will give you my understanding of it.


The market failure is -- a rule that requires generators to build a line -- will lead to generators building a line for their own capacity; right?  So no generator is going to build a line for excess capacity.


The optimal capacity for the resource is based on the reasonable commercial capacity in the area.  So if you have an area where the optimal commercial capacity, say, is 100 units, our current system and the system that they're commenting on in California leads to a market failure, because what you will get is either ten generators -- you won't have any generator build to 100 units.  So you will either get ten generators building ten units each, in which case the cost is more than it would be if one transmitter builds ten units -- so I think the market failure there is you are overpaying, so it is uneconomic.


MR. BROWN:  They would have to make a consortium or something like that, which is an obstacle.


MR. VEGH:  That's right.  So the second conclusion, based on history - and it's the same history in Ontario - is that it just won't happen; right?


So the consortium of generators that will spontaneously come together won't happen.  One of the key reasons it doesn't happen is that these developments are somewhat sequential.  You would need a perfect storm to get ten generators to come together and to also be able to know what are the transmission costs, because these generators are not transmitters.  


I think the California model, which is based on subscription, is that the transmitter bears the costs, but then there is a subscription rate to the generators.  So they know what their costs are.


So the ten-unit generator subscribing for ten units will know what the cost is of that -- of those ten units, and, therefore, can build that cost into their project costs.


If you don't have that -- if you haven't sort of crystallized the transmission cost, a generator is just not in a position to even say at the outset what that cost is.  Therefore, they are just not going to build -- they are not going to cost it into the line, into their generation project.


MR. BROWN:  Thank you.


MR. FRASER:  Yes.  


MR. MATTHEWS:  George, may I ask, to address this market failure and the potential for stranded risks that you were talking about, are you, one, suggesting that some sort of government or regulatory intervention is required, and, sort of the Ontario application of that would be -- would that be accommodated by the IPSP and the cooperation of the OPA and the OEB and their respective responsibilities?


MR. VEGH:  Well, to answer the first sort of conceptual point, is regulatory intervention required, this whole process is regulatory intervention; right?  So it would have to be addressed in rules, because you need some certainty upfront.


As I said, I think the IPSP is a big part of this, because the IPSP, if nothing else, identifies where the resources are.  The OPA procures resources to implement the IPSP, so it is in accordance with the IPSP.  


So the IPSP is obviously a key -- has a key role here and the OPA has a key role here.  And, as I've said, the art of this will be to identify what is the role of the IPSP and the OPA and what is -- with respect to generation planning and generation procurement and the identification of the resource opportunities, and what is the role of the OPA given that -- or, sorry, of the OEB, given that the OEB approves physical lines and approves recovery of costs from customers -- of transmission costs from customers?


MR. MATTHEWS:  Thank you.  


MR. MCGEE:  (Inaudible)


MR. FRASER:  Can you put your mike on?


MR. MCGEE:  In these other jurisdictions you looked at, are there any cases where the amount paid for this renewable energy is raised up to the point where the generator can afford to pay for the transmission line, or did you see any of that in the other jurisdictions?


MR. VEGH:  I think the question was whether -- correct me if I'm wrong.  I think the question is whether, in other jurisdictions, you could simply increase the cost of the power, the supply, to incorporate the costs of the generation -- of the transmission.  


MR. MCGEE:  Yes.


MR. VEGH:  You know, I don't want to hold myself out as an authority of everything that has been looked at or analyzed or done in Texas and California, but I think that approach is sort of the status quo approach in Ontario and the status quo they felt they had to change from in California and Texas and in these other jurisdictions because of this mix match issue.


If it were simply a matter of you know where all of the generation is and it is one supplier, then that one supplier, doing sole-source negotiations, could say, Here is the cost of the transmission build, because I have talked to GLP or Hydro One, and they're going to build a line and here is what it costs.


So you could get that information in a simplified model where the scale of the transmission equals the scale of the generation.  But once there is a difference between the two, I just think the transaction costs make it just impossible to incorporate the costs of transmission into the costs of the generation, you know, unless the model would be, well, if a generator was building ten units and the optimal cost is 100 units, can you pay for that 100 units?  You know, can you pay that one generator the costs of the full transmission capacity?


I haven't seen that scenario play out anywhere.


MR. BROWN:  George, is horizontal integration of these small generators a way of overcoming the market failure?  If you have one big company that's owning a lot of different wind projects, would that help overcome the market failure?


MR. VEGH:  Oh, well, it might create its own market failure, and I don't know who does that.  Like, you know, you have one generator expropriate another's...


MR. FRASER:  Okay.  We will have to cut it off at this point and thank Great Lakes for their contribution and move on to our next presentation.  


We have Invenergy, if they would like to come forward, please.

PRESENTATION III:  INVENERGY 


Presentation by Mr. Rook:


MR. ROOK:  We knew there would be more light when we arrived in the podium.  Are we on mike?  Good morning, good morning.  Thank you for giving us the opportunity to make a presentation this morning.


I represent Invenergy.  With me is Mark Bell, and Mark is going to make the bulk of our presentation and then I may have a few comments after he has given his presentation.


We have a few copies of the presentation here in hard copy for those of you who are just dying to have one for framing purposes.  With that introduction, we will get on with what we are about to say.


The unarticulated major premise of some of our presentation is that Invenergy is a substantive market participant and we believe that market forces should play a considerable role in the ongoing development in Ontario of renewable energy resources.  I will come back to that theme in a few moments.  So with that brief introduction, Mark, I am going to turn it over to you.


Presentation by Mr. Bell:


MR. BELL:  Thank you, John.  Mr. Chairman, members of the Board, good morning.  My name is Mark Bell, I am the vice president and Canadian director of Invenergy Wind Canada.  Could we have the first slide, please.


By way of introduction about Invenergy, our Canadian headquarters are in Bolton, Ontario and our parent company, Invenergy LLC, is an independent power producer based in Chicago.  We operate across North America and Europe in gas, wind, and we are considering solar renewable energy developments.


Leaving aside our clean gas energy business, which is substantial, Invenergy is one of the largest North American wind energy developers.  At year end in 2007 we had 600 megawatts of operating wind farm assets in North America and Europe, and by year end 2008, a 100 percent increase, 1,200 megawatts of wind energy generation in North America and Europe.


Recently, our primary turbine supplier, General Electric, released a press statement regarding a recently concluded order for the year 2009 of $1 billion worth of wind energy turbines for deployment by Invenergy.


As you might expect in the development of these kinds of renewable energy projects, we have gathered considerable expertise in the design, construction and finance of the transmission infrastructure to support some of these projects.


In Ontario, we and many others have a number of wind energy development programs in southern Ontario.  These are the easiest to develop near-term projects for they're all close to existing transmission infrastructure.  They will be bid into the 2008 and 2009 OPA RFPs.


For the recent request of expression of interest for renewable energy projects issued by the OPA, our company proposed over 1,900 megawatts of renewable wind energy generation.  However, many of these projects are in northern Ontario.  In the north, it is a different story.  We have already several large-scale Crown land leases under our belt for wind energy developments in northern Ontario.  Their projects are location-constrained.  They require transmission grid development.



All of these project focuses we have are in enabler line cluster areas, identify by the IPSP.  And most of these clusters involve wind and hydro projects.


We hope to be able to bid all of our Ontario projects into the OPA's 2000 megawatts of renewable energy procurements up coming over the next several years.


Invenergy has been successful in renewable energy developments in other jurisdictions.  We hope to be successful in Ontario, especially with regards to the easier to develop southern Ontario projects.


However, in northern Ontario, as I have said, it is a different story.  We cannot and will not develop these projects without transmission cost recovery modifications such as the ones we are proposing.  There is a significant and obvious economic disadvantage in being a first mover.  We cannot afford to bear the transmission grid upgrade costs of the Ontario government's renewable energy targets.  These costs need to be shared.  There are many proposed ways of sharing these costs, as we have already heard about this morning.


I am not an expert on the Texas as model or the California FERC-approved model, but we do have executives within our organization who can assist in your understanding of these various approaches taken across the United States.


Our request today is to ask the Board to consider regulatory policy which facilitates the development of these location-constrained renewable energy resources.


I would like to skip over a few slides in our presentation and skip to the last slide, please, thank you, concerning proposed revisions.  I take you to the last built point.


We are a successful wind energy operator.  We are positioned to compete with these location-constrained resources, if given the opportunity to do so.


We know these developments will require the participations, especially in northern Ontario, of interested First Nations and we are very pleased to see a submission today from a Nipigon First Nation, the Red Rock First Nation, who have an interest in energy projects.  They, of course, can become part of a cluster.


In conclusion, what is required in our view is a competitive process to promote enabler lines, and what does that mean?


It means that someone has to take the stand to amass a cluster of renewable energy projects, to create the buy-in and the support and the involvement of First Nations involved, to spend money on the engineering of the transmission facilities required to support the cluster, to apply for leave-to-construct to build the line, and finally to act as the developer of the enabler line and some of the associated generation.


Thank you very much for your time.


Further Presentation by Mr. Rook:


MR. ROOK:  Thank you, Mark. Let me add a few additional comments that may be of assistance.


We have read all of the submissions that have been filed with the Board prior to today.  They all focus, to one degree or another, in the main on convincing the Board that its current regulatory policy, as expressed in the TSC, should be modified to some degree.


Having listened to the Chair's remarks this morning and having read the correspondence that has been circulated by the Board, it is my impression - and I put it no higher than that - that the Board recognizes that there is a case to be made for modifying the policy.  Therefore, if I am right in my surmise, much of the presentation or many of the presentations that you have received are speaking to the converted.


The real issue, in my submission, is, assuming I am right in my surmise and if I am not what George Vegh had to say -- should persuade you to move forward, but if I am right in my surmise, the real issue is:  How do you get there?  That is from the current policy to the new policy.


We, in our slide presentation -- I am not going to take you there -- and in all of the other presentations, refer you to other models, particularly California and Texas, as models which we recommend that you give anxious consideration to.  In particular, in California, there is an interesting presentation, at least in the proposal, as opposed to part of the decision where the Board endorses the proposal.


While I don't purport to be a regulatory expert in this arena, the issue is really conceptually quite simple:  What portions of the costs are going to be borne by the generators for access to the transmission line, the so-called enabler line?  And what portion of the cost, which is obviously part of the revenue requirement, is going to be borne by the users of the electricity?


What I commend to you is the concept concluded in the California model of the access charge, and the real issue is:  What is that access charge going to be and who is going to bear it?


In California they appear to have capped it.  It's a form of an access charge rate cap proposal at 15 percent of the revenue requirement, which is designed to capture the cost of the unutilized capacity that's built on the line.


So, in my view, you should look closely at that approach in fashioning some sort of an access charge to defer the costs that would otherwise not be recovered and, therefore, would make the line to be constructed uneconomic.


Having said that, in my submission, you should have a couple of other broader principles in mind.  The first of them is that the policy, however it is articulated at first instance, should not be so detailed and so complex as to make it difficult for market participants to really get under way.  


Put differently and perhaps more prosaically, the policy should facilitate the development of the transmission capacity in whatever way is thought to be appropriate.  Then you can exercise your statutory jurisdiction either with respect to the leave to construct applications, or in the fashioning of just and reasonable rates, in response to a specific proposal that is brought forward by a market participant.


So that is the first sort of guiding principle, in my view, that you should have in mind.


The second is, unlike some of the submissions - or at least one; I don't want to exaggerate it - do not, in my submission, plump in your policy for monopoly transmission provision.


If you want to keep the costs of the transmission facility to be constructed at a level that is just and reasonable, one of the best ways to do that, in the exercise of your regulatory jurisdiction, is to invite people who want to participate to actually do so, as opposed to saying that father knows best and has done it in the past and should be the only provider of the service in the future.


That also blows back on the revenue requirement and on the costs that are paid at either end of the line.


Now, happily enough, my client is in a position where it has expertise in both; that is to say, in the generation and in the building and retrofitting of these projects, as well as in the construction of the transmission capacity that is required to get you from A to B.


So while there is an element of self-interest associated with my remarks for obvious reasons, nevertheless, in my submission, this is an opportunity where the private interest of market participants coalesces with the public interest that you must exercise.


One final comment.  You have looked at various models in various jurisdictions, and I am sure you will continue to do that.  There is, however, a home-grown solution in analogous circumstances in Canada in the telecommunications industry.  I invite your staff to liaise with the CRTC, who constructed and implemented a regulatory model not unlike what is under consideration here, when competition in long distance telecommunications was permitted in 1992, and that policy involved a usage charge, an access charge, all of which was designed to facilitate the introduction of competition while, at the same time, to ensure that the existing infrastructure -- that those new market participants compensated the incumbent for the costs of the system.


Thank you.

Question and Answer Session:


MR. FRASER:  Thank you.  Questions?  Okay.


I did have one.  It is focussed most on your point about who builds the lines.  Is it important, you see, for that to be kind of an open process to determine that.


I think Great Lakes made the point that had to be determined fairly early in the process.  If you're going to build something like an enabler line, you had to figure out who was going to build it fairly early on.  


Would you conceive of that as kind of, say, an open-season approach?  I just want to get conceptually a -- very broad level conceptually how you might see that working.


MR. ROOK:  Conceptually, and, again, if George Vegh is not an expert, I don't know where that leaves me -- but nevertheless if you look at the order that was issued by the Texas authority which sets out this competitive procurement process, looking at it from our perspective, we so see no difficulty with that sort of a process.


It is open to all comers who qualify themselves in accordance with that particular set of rules.  Whether the set of rules in Ontario is the same as Texas, that is another issue; but, conceptually, I don't see any reason to identify winners and losers, as I interpreted his comments to suggest, at such an early stage.


If you accept the notion that market participants will bring the solution to the market in the context of an existing regulatory policy - that is, a change policy - then there is no reason to fetter the process.  So that would be my answer.


I would say the same applies, the same principle applies, incidentally, to the development of the northern facilities, which I see that the OPA says, That's off in the future.  We are going to focus on what is effectively southern Ontario first. 


There is no reason, in principle, why that has to be so restricted.  I am not quarrelling with the OPA.  I am just simply saying you should keep an open about that and fashion a regulatory policy that facilitates it.


MR. FRASER:  Thank you.  Question?


MR. LONG:  How would you see a situation where we didn't have any private operators who were willing to build the line?  What would be the back-up process?  If you put out a line for bid, there is no bidders, would you still have generation potential?  Who would the fall-back company or position be?


MR. BELL:  I couldn't see that eventuality.  I think there are a number of private sector companies who will step up to the plate and offer to bid into these situations.  So I can't see that we would need to consider a fall back into a traditional transmission provider.


MR. LONG:  Okay.


MR. FRASER:  There being no further questions, I would like to thank Invenergy for their presentation.  We are actually running a little ahead of schedule right now.


I propose that we take advantage of that by having about a 20-minute break and reconvene at 11:15, if that would be okay with everyone.  Okay, thank you.


--- Recess taken at 10:56 a.m.


--- On resuming at 11:15 a.m.


MR. FRASER:  If you could all take your seats, please, we will resume.


Okay, we are ready to resume.  Just a couple of things before we get started.  We're a few minutes ahead of schedule, plus I have just been speaking with Dave Butters who said he probably won't need all of the time allocated to him, so we are going to make a slight adjustment to the order and that might mean we can either get to lunch earlier or wrap up most of the generation stuff in the morning.  We have Dave Butters speaking from APPrO, then we are going to ask, from Brookfield, Charles Keizer from Brookfield Wind to speak straight after him.  That will be followed by the presentations from Helix Energy and Hydro One.


If we have time, if time permits, we would also then do the panel CanWEA and the Ontario Water Power Association, who have pooled their presentations to have a single presentation to make.  So we might be able to get that before lunch, we will see how it goes.


Second point, when you are asking questions, could you please identify yourself and your organization.  It would just be helpful to all of us, and particularly to the court reporter, if you do so.  Thank you.


Okay.  So next up is Dave Butters from APPrO, and I see he is sitting with Dave Matthews there and please go ahead.

presentation IV:  ASSOCIATION OF POWER PRODUCERS OF ONTARIO


Presentation by Mr. Butters:

MR. BUTTERS:  Thank you, Peter.  Can everybody hear me back there?


So we have been over a lot of territory this morning and I had intended to make a presentation, but I think that most of the ground has been pretty thoroughly plowed.  I want to thank George Vegh for doing a sterling job.  Can't hear?  Quote, unquote:  I want to thank George Vegh for doing a sterling job.


I wanted to bring us back for a moment to the purpose, at least my understanding of the purpose of today's session, and that is to solicit input on the issues to be addressed in the consultation and not necessarily to focus on outcomes, particular points of view about how the -- what that might look like but really to kind of get the issues on the table and to then go forward from there.


It seems to me the process that Peter Fraser outlined this morning, in terms of kind of going forward from here, is the right way to do this.


So I am just going to touch on a few things, issues-wise that APPrO thinks are things that we should focus on.


Brookfield raised some interesting points this morning.  They asked about the degree and method of risk sharing between generators and end-use customers and that will need to be considered and I agree with that.  What is the extent of socialization?  Which actually leads me to another issue which I don't think we have put on the table.  Someone might do this at a later stage and that is:  What is an enabler line?  Are we simply talking about renewables in the context of the OPA's procurement processes and then later the IPSP, or are we talking about all of the procurement that the OPA undertakes, in the sense that Transmission System Code, the transmission system code was developed at a time we were looking at merchant generation.  Generators would choose locations that they thought were appropriate to locate their facilities and then would finance these in some way and would benefit from scarcity of rents and so forth.  We have gone quite a long way away from that paradigm.


So there is no generator that is going to locate any facility anywhere in Ontario without an OPA procurement contract.  That procurement is all done on the basis of adequacy and reliability or government policy and, therefore, I could argue in a sense that all connections could be considered enabler lines in that sense.


So where is the line between, you know, connection, network, and enabler lines?  It seems to me that is kind of a moot issue for discussion and hasn't been touched on.


I talked about what is the extent of socialization.  Brookfield also raised this point.  Will all transmission costs be socialized inclusive of all costs associated with transmission equipment to the low voltage connection?  Or will there be, depending on the configuration, parts fully socialized, parts socialized subject to generator contribution, and parts fully funded by generators.  So those are issues.


What's the timing of implementation of socialization? That is another important issue.


I thought George made an important point, that this is really all about -- it's about two things, really, economic efficiency, and implementation and the relationship between those in a way that produces the optimal balance.  I think that is an important issue that needs to be looked at.


The reality is that however we do this, all of these costs are going to be ultimately borne by ratepayers.  So the cost of transmission is going to be borne the end user whether it is in the transmission rate or in the contract price under procurement.  It seems to me that what the issue here -- the issue here is, who is best able to determine what those costs would be?  How do we get the most efficient costs out of those?  Generators, for the most part, are not transmitters.  That is not their business.  They're going to turn to somebody else.


In the event they have to build these into their bid prices, to the extent that they don't have perfect knowledge about the route and the business of transmission and the costs there is going to be a rate premium.  There is going to be cost premiums built in there, and those are going to be socialized through the up lift and so forth and that seems to me to be economically inefficient.


It seems to me that transmission is cost effective if it is built, owned and operated by transmitters as part of the regulated rate base.


AMPCO, having read the stuff AMPCO, I thought, made some important points.  They talked about measured flexibility to the capital contribution rules.  That I thought was a worthwhile contribution to the discussion.


Then I wanted to close by saying that I thought Hydro One made some important points as well, too.  They say that the cost responsibility provisions in the Transmission System Code must be clear and unambiguous.  We are talking about fine lines and nuances, but at the same time, whatever we do has to be declared unambiguous.  They need to be rule-based.  They shouldn't require interpretation on a case-by-case basis.  I think those are important things.


So I don't really have too much more to say.  I think the others who went before us covered the issues well.  This was an issue that was discussed at the APPrO conference.  We work closely with Mr. Vegh and the generator connection task force to put this issue in front of the Board.  I comment the Board for having moved extremely expeditiously on this.  I think it caught some of us a little by surprise in terms of the timing but the fact we're here and looking at this, I think, speaks to the importance of getting some kind of resolution.  Clearly, the current Transmission System Code doesn't deal with the circumstances we're in at this level, at this time.


So I don't think I have anything further to contribute.  I would be happy to answer any questions and if not turn it over to Brookfield.


MR. FRASER:  Okay.  Any questions for APPrO?


Okay, that being the case, no questions, I would like to thank Mr. Butters for that and invite Brookfield Wind, Mr. Keizer, I believe, to come forward.

PRESENTATION V: BROOKFIELD WIND POWER

Presentation by Mr. Keizer:


MR. KEIZER:  Am I on?  Great.  Perfect.


Thank you very much for the opportunity to speak to you today.  I am joined here today by Berk Gursoy.  He is director of wind development at Brookfield.


First, let me just start off by introducing Brookfield Power.  Brookfield is an associated companies with over 100 years of experience as owners and operators of hydroelectric power, and they have about 160 generating facilities with over 3,900 megawatts of capacity.  Ninety-five percent of that is renewable.


They are currently the owner and operator of Canada's largest wind farm.


What I wanted to do, and I know some of the ground has been covered today already, but I just wanted -- having gone through the Transmission System Code proceedings that were described today through the evolution by Nabih Mikhail, I just wanted to recognize that when you get into a code review, you tend to get into the weeds and sometimes the driving issues that have brought you there get forgotten as people start talking about the niceties of code revisions.  


I know we have a long way to go before we get there, but I think it is important that we recognize that there are certain threshold issues that the Board will have to consider, and there are certain guiding principles I think that should be there as we go forward.


So hopefully the submissions that we are making today will facilitate the Board Staff's paper, which we look forward to receiving in the spring, and as we go forward into some of the more finer details, because I think we will see that as we get into this issue, it becomes more and more like the proverbial onion, that layers will start to come off of this and we will get into various complexities, which will extend not only to the economics traditionally of regulation of transmission wires, but also to the economics of wind development and how those two things will come together and how they will actually have to intersect at some point within the context of the IPSP and the OPA's procurement process.


So from Brookfield's perspective, there really is a couple of threshold issues that are there, and then there are some guiding principles I want to allude to.  Some of them have been touched on already and I won't dwell too much on those, but a couple I would like to highlight.


If we go to the slide called "Threshold Considerations", there are a couple of considerations.  One is we talk about enabler lines.  We have seen diagrams today where we have the various green blobs and lines connecting them, but I think that at some point we have to refine that down to the physical phenomena that we are talking about, which is the transmission lines.  What exactly is that enabler line?  Where does it start and where does it end?  


The reason why that is significant is because it does have cost implications for those that either will be underwriting the risk of the line, which, effectively, if it is socialized, the end user would be doing, or in respect of any bid price that a generator may put in place.


So for ease, there is -- we put a diagram in our presentation, which unfortunately you have to lay down to see it, but is that the -- one of the issues is the enabler line that something goes from the point of the high voltage grid to the switching station and to which a multiple connection feeds would be there, which is effectively the first, or does it go all the way from the high voltage grid, include the switching station, right to the point of the connect between the wind generator and at the low voltage side?


So we don't plan to answer that question, but I think that is an element of things you have to start thinking about as you go forward into your draft paper, because I think it gives some definition to this issue.


Right now we are still all flying, I think, at 30,000 feet, but, ultimately, if we are going to move this forward, a higher level of definition and definition within the context of Ontario is important.


The other issue that is a threshold issue, and it's been already alluded to, is the fact that, well, the costs socialization.  We all know the current system code looks to the generator to pay.  We all know that the scale issue is a concern.  So the question is:  Who is going to pay for this?  Who is going to underwrite the risk, effectively?  Who is going to deal with that?


So I think the threshold is getting to that point, and I think it should be if -- there is not much use in proceeding further if the Board is not prepared to declare, Okay, we recognize there will be some degree of socialization.  


The next question is:  Okay, what is the degree?  That's something that obviously this review could enquire further.


But I think that the two tie together, because to the extent that you configure an enabling line, and then decide what parts will be socialized, what part won't be.  So, for example, if you had an enabler line that went from the high voltage grid to the switching station and said, That's going to be socialized and any line connections to the switching station are going to be paid for by the generator, well, that is one configuration.  And that has a certain economic result for generators and for transmitters and for end users.


I think -- as well, I think you have to talk about the timing of socialization, in terms of how long it could -- could that exposure be for the end user, until -- is there a contribution of costs by the generator in that regard?


So assuming the Board is able to come to terms particularly with respect to the socialization issue, because if it doesn't, there is not much use having this discussion anymore, because we are still stuck with the same code.  If we are really going to go forward, we have to get past that first threshold issue, socialization.  


So the guiding principles that we believe that -- Brookfield believes that you have to move forward is obviously understanding the degree of socialization.  There also has to be an element of cost neutrality.  Everybody is looking at enabler lines today, but there are lots of other renewable opportunities in Ontario that may not require enabler lines.  


What does that mean vis-à-vis generators who are competing within this planned regime that we are entering into through the IPSP?


The other issue is there obviously has to be the stranded issue, which has been alluded to by other speakers, and there needs to be the integration with the OPA procurement process, all things, I think, which have to be overriding principles that go through the assessment of getting into the weeds at the end of the day, in terms of the Transmission System Code amendment, if that is where we end up.


On the socialization of costs, I think the -- the only issue I really wanted to touch on there is the fact that ultimately, at the end of the day, when a generator is developing its site, if it has to pay for its own transmission and it bids for that, it's going to include the transmission costs.  It's going to have to include that within its project costs.  


So, really, all things do trickle down to the end user at some point in terms of how the pricing should work.


So the question of socialization, I think, is -- it is not so much whether the end user will pay for elements of transmission.  It is a question of how it will pay it, or whether it is better paid through a socialized transmission rate or whether it is paid through some kind of procured commodity rate if we're going to go forward on an RFP basis and deal with the globalization of that cost.  


Either way, somewhere in that mix, transmission costs will find its way to the end user.


So I think the issue then really relates to the economics of development and whether you are going to be able to develop these resources, and the other economic question is:  Who is about best suited to operate and maintain them for the most efficient costs?


I think that to some extent transmitters are in a better scenario to do that, given the fact that developers of generation, really their knitting is to develop generation, not necessarily to own and operate transmission lines which may extend over large distances.  


I think there are some economies of scales and efficiencies that transmitters that are licensed have the ability to take advantage of, as well, whether it is cost of capital concerns, and also PPAs can expire long before the 40-year life of a transmission line.


So I think there is an element of socialization.  It is the question of how we're going to socialize.  It is probably best through a transmission rate or through -- by virtue of having a transmitter deal with the enabler lines.


On the cost neutrality issue, it is really a question of the fact that if we go down the road where we have code amendments and we ultimately put in place a code that encapsulates what we are going to do with enabler lines and what element of that is going to be paid for by parties or underwritten - the risk is under written by parties who are not generators - is that there has to be an element of neutrality between generators.  


It can't be because of a Board process.  It can't be because of code changes where a generator then enjoys the benefit of being on an enabler line as opposed to a project which does not require enabler lines.  There has to be an element of neutrality in terms of the cost implications, so that projects are not, in turn, because of code amendments, discriminated against because they're not somehow within a resource area which requires an enabler line.


So -- and, as well, I mean, if there is, by circumstance, that cost advantage and the loss of neutrality, there has to be some mechanism to either account for that or take that into consideration if we go into broader procurement processes, which may incorporate both enabled areas and those that don't require enabler lines.


 The other on stranding -- I think the issue of stranding has been talked about a fair amount this morning.  I think it comes down to a risk indicia under the current system code when, for example, a load is connecting.  There is certain risk indicia you take into account about the quality of that load and whether or not it can pay for the line.  Well, although it is not directly analogous, I mean there is certain considerations you may want to contemplate with respect to initiating enabling with respect to the quality of the resource, the scale of the projects, the ability to complete the identified projects even though someone may sign up an interest in participating.  The question is are they going to be able to fulfil it?  Is there certain financial requirements?


It becomes a fundamentally important area, as to who is going to be able to carry out these projects.  Because to some extent those economic indicia will be screening processes as to how would be able to participate in an RFF relating to enabled areas.


I think that is also where it ties into the procurement process, because fundamentally, it all comes to that point.  There is not much use in talking about enabler lines unless someone is prepared to get a price that’s good for them to build a project and actually build investments and put capital in the ground.


So to some extent all of this filters to the procurement process and that procurement process, then, will have to dovetail with your, the Transmission System Code or whatever mechanism is put in place to deal with this with respect to who is able to qualify, and also dealing with elements of cost neutrality.


I think the other question is, is that we should not become so focussed on this - and obviously this is a debate which will hopefully find its way through the IPSP process - that we don't end up with, you know, pocket procurements where we are only going to talk about procuring wind in these areas because we spent so much time and effort developing regimes and we're so committed to a regime of enabler lines that we forget the fact that maybe procurement should be on a broader scale and not simply be in one geographic area because we want to fulfil an enabler line.



I think that this is another element of where generators can exist and resources existing to fulfil a target.  The question is:  We have to be very conscious of the fact that how that target is fulfilled and that we don't miss other opportunities to simply because we have created a process to facilitate one opportunity or various opportunities within certain special areas.


Anyway, subject to questions those are my submissions.


MR. FRASER:  Well, thank you.  Are there questions for Brookfield?

Question and Answer Session


MR. FRASER:  I did have one.  It is partly just trying to understand a little better some of your issues around or your explanations around stranding and about identifying how the projects would be qualified.  Is it more of a question of when somebody wants to develop an enabler line.  We will just take an enabler line as an example.  Would you see it as incumbent on whoever is developing the generation to make sure that that happens as parts of the OPA procurement process, the way things work right now, or do you really see that as something the transmitter -- I am trying to get a sense of where you see that responsibility lying.  Or does it go with the Board itself?


MR. KEIZER:  I think ultimately the complication you have is you have a group of people who are going to develop a resource.  We have all kind of concluded any one may be not develop the whole thing.  You have one party who is going to build the line.  The question is:  How do you actually allocate various things with respect to that?
And move that forward?  And I think the party that sits in the middle to mediate that or to actually provide guidance with respect to that is going to be the Board.  The Board ultimately, at the end of the day, is faced with fulfilling, in its own objectives, the best interests of the consumer.



So the question is going to be, and I think you will be faced with the issue anyway, that if a transmitter sat and said, well, you can build but you can't build because you don't fit our qualifications in order to fit our risk profile of building the line, then I think you would very quickly find people before the Board saying, Hey, wait a minute, that transmitter is not acting in a non-discriminatory fashion and they are somehow discriminating on the basis of this.


It also is that the concept of transmitters rationalizing the space on their line, I think, makes great sense it if it is a merchant line but we seem to be heading to the direction that these aren’t merchant lines.  They're regulated lines licensed and potentially exposed to tariff as a result of being organized by transmitter.


So to the extent they're not merchant lines, then I think the Board ultimately deals with the qualification of who is going to be able to build and actually participates in that line recognizing if there is stranding that the transmitter is following a process and it has to deal with its own risk allocation as well and the regulatory regime may provide the best mechanism for the end users' risk to be allocated, the generator's risk to be allocated and the transmitter's risk to be allocated.


MR. FRASER:  Thank you.  Any other questions?  Seeing none, thank you.  


We will move on to the next principle, that's Winton Dahlstrom from Helix Synergy.

PRESENTATION V:  HELIX SYNERGY 


Presentation by Mr. Dahlstrom:


MR. DAHLSTROM:  Thank you very much, ladies and gentlemen.  Good morning.  My name is Winton Dahlstrom.  I represent a company called Helix Synergy.  We are independent wind power developers.  Today we thank you for the opportunity to bring forward some of the comments that we had.


What we have encountered so far is stranded projects, because of the lack of transmission capacity.


I guess the first point that I would like to I guess get on to the record is the long-term beneficiaries of renewable energy generation, and most of my comments will be directed toward renewable energy of the ratepayers as a whole.  I think we all kind of agree that ultimately the ratepayers will bear the entire cost burden of renewable energy.


Another point that I would like to share that perhaps hasn't been mentioned directly is that renewable energy is, by definition, low-density energy.  This has a number of elements to it that I think the OEB should bear in mind.


Transmission requirements are going to be quite vast, whether they be high voltage or low voltage, simply because it is a low density, distributed, dispersed type of energy.  Thus, issues that perhaps never came before the Board before such as municipal and community interests, start to emerge because of this low-density characteristic of energy.


We are going to -- at the end of my talk, I will end up by suggesting perhaps that the Board consider a new definition and I will describe this later, called an aggregation system.  We have been talking about an enabler lines now.  This is slightly different from an enabler line, in that it is a system and not necessarily a line.  Then we will finish off by suggesting merchant aggregation systems and whether or not it's reasonable to consider regulating a merchant type undertaking where the private business model is used to run the whole scenario forward.


So getting on to the changes that we anticipate seeing.  Of course, there will be changes to the current TSC model.  Renewable energy generation will have to figure very, very strongly in the coming years, more and more so as we head closer and closer toward fossil fuel depletion.  We will be talking, mentioning a couple of things with regard to our suggestions on best practices and innovations needed and finally our proposed aggregation system.


We don't feel that, of course, like many other of the previous speakers have said, that current TSC model is appropriate.  It doesn't anticipate the coming massive infrastructure reorganization needed in order to aggregate low density, intermittent non-dispatchable renewable energy in the form of, primarily in our case, primarily wind but of course solar, and run of the river hydro and biomass and others.



We don't think that the structure currently provides or regulates a reasonable return on investment for the private sector in ways that will attract private capital in a regulated a predictable manner into investing in a transmission development.


The current TSC, in terms of the low-density nature of renewable energy doesn't, in our opinion, coordinate the function of the OPA, IESO, Hydro One Networks and others, thereby creating higher costs and unnecessary delays.


Changes needed.  We think that, I would like to at least get it on the record that perhaps something like an aggregation system -- and I can't go into defining it in detail today, but just something that we can talk about to distinguish the system used to aggregate low density, widely dispersed renewable energy from around the province into the overall transmission system in a way that allows us to define responsibilities, to mitigate risks, to do all of these things.


Another thing we think might be helpful is in the case of - I will use our example - a standard offer wind farm, for example, standardization with respect to defining what constitutes an immediate single-point connection for separate generation from aggregation for capital recovery costs.


This is done throughout the world of industry where we arbitrarily kind of draw a line in the sand and say, Listen, on one side of the line this comes under the heading of a standard offer wind farm.  On the other side of the line it comes under the heading of an aggregation system, which might be financed differently.  It might be regulated differently, but we are suggesting that it might be a reasonable thing to draw that distinction; of course, recognition of the unique aspects of renewable energy, including dispatchability issues.


Is there an opportunity to consider the private sector going into something called the enablement or the aggregation business, per se, and what role would the OEB have in designing a marketplace appropriately to regulate a merchant-style, private enterprise aggregation system?  This is something that is fairly new.  It is probably more common in the US, but it is just a question that we would like to get onto the record.


Is a customer to be considered a generator, as well as a load?  We think not.  We think that generators are different from loads, in terms of the so-called customer definition within the TSC, and we would like just to put that on record, as well.  


The private sector needs facilitation through visibility into the system in order to determine needs, risks and costs.  There are a lot of unknowns with respect to accessing critical components of the system.  Some of this might be security-driven.  Some of it is driven by who is responsible for what, and other issues.


Of course, the private sector will need visibility into this in order to quantify and analyze its own risk scenario to undertake aggregation systems.


An open development access with respect to -- should be expedited should be low cost, permitting and licensing.


Renewable energy generation considerations, renewable energy is by definition low density; therefore, it is unique and different, something that hasn't been considered before.  A very high relatively proportion of transmission capacity is required per kilowatt of renewable energy generation capacity.  This is something that really caused us to think about the aggregation system, because with such vast land areas required to harvest significant amounts of renewable energy, of course we are going to see a heavy dependence on infrastructure, expansion and reorganization.


The overall capital costs of renewable energy are heavily skewed by high transmission or so-called aggregation costs.  Private investment needs risk definition and mitigation.


Shortcomings in the current TSC model:  Inadequate definitions to reflect the coming changes.  This is what I have been talking about.  There is no socialized renewable rate base to reflect its value to all ratepayers as a whole.  Private development of transmission is not well defined, at least at this point, in our humble opinion.


And the suggested best practices, green energy enabling legislation, this is something that we are now talking about.  It may now be time for the legislature to consider enacting enabling legislation that brings green energy onto the stage and thereby reducing costs, reducing risks, giving private enterprise better visibility into analyzing risks and mitigating risks.


Qualified obligation to connect and operate private aggregation system.  I say "qualified", because obligation is a difficult word.  It is pretty absolute in its definition, but certainly in Germany and parts of the European Union, there is a certain qualified obligation to do connection for renewable energy systems.


We need to stimulate, I think, private/public partnerships for the purpose of financing transmission in order to get bricks and mortar, we'll say, into the ground sooner rather than later, to move forward.  We need to stimulate rapid sustained growth of transmission by recognizing the role of municipalities, First Nations, farmers, communities through specific tariff, licensing and code structures, due again to the low density nature of renewable energy and its intermittency.


The aggregation system that we propose here, just to table and to get onto the record, is what we call a merchant approach to transmission, similar to, you might consider, an electrical 407 ETR.  It provides a new definition to allow orderly code and socialized tariff development.  It is unique when compared to existing transmission and distribution systems.  It is radial in design.  It has low and high voltage characteristics.  Energy flow is opposite in direction relative to the distribution system.  It will have private and/or public financing.  It will involve municipal and community participation and, getting to the last slide, aggregation system design and connection.


Low density power means massive aggregation infrastructure over large areas of land.  I have mentioned that.  Energy per unit distance, watts per kilometre criteria, needs to be used to define a connection feasibility, priority and economics.  In other words, something like, for example, 2- or 300 metres per megawatt nameplate away from a given wind farm, and that would be a single point of connection that we might just arbitrarily define in order to quantify and qualify and define attributes to distinguish aggregation system from renewable energy generation.


Energy availability characteristics, dispatchable versus non-dispatchable, to some extent that is already recognized and valued under our current system.


Transmission equipment system change is required.  The aggregation system is not just relegated to a geographical location.  It would include a definition that would take into account external and internal modifications to the network, transformers and things that could be located many, many kilometres away from the local area, but because it is required as part of an effort to aggregate renewable -- low density renewable power, it would, therefore, be defined as part of an aggregation system, and its costs and function would be aggregated into a package that would be defined by the OEB; of course, municipal and community stakeholder involvement going forward, because this will stabilize the whole approach, again, because there are so many municipal and community issues involved with such a low density aggregation system, and that's it.


Thank you very much.  Questions?

Question and Answer Session:


MR. FRASER:  Thank you.  Questions for Mr. Dahlstrom?  I do have one, just so I make sure I understand the aggregation system a little better.  


You really see this as something where we need to set up a regulatory framework so that an entrepreneur or a transmission developer can come in and work with the generators and become a transmitter for those?


MR. DAHLSTROM:  Well, we simply took it on and said, Listen, what would happen if we just appointed ourselves -- instead of being wind power developers, appointed ourselves as being a private enterprise transmission system, and then we set about trying to identify where the pitfalls would be.  


One of them is transparency and certainty in terms of analyzing and understanding what the risks are.  I will tell you, there is a huge number of unknowns right now, because the TSC simply wasn't designed -- as was earlier mentioned, wasn't designed to anticipate this kind of thing.


But we feel that the private sector can move this forward in a very expeditious and efficient way if we have enough visibility into internal workings and we have enough predictability in terms of how we can place our capital.


MR. FRASER:  You see this essentially as a merchant process, or something where maybe you would be going after opportunities that may be in an approved integrated power system plan, or something that --


MR. DAHLSTROM:  Perhaps if I say it like this, a regulated merchant system, I hope not to sound too oxymoronic about that.  But, again, I don't have a vision toward all of the answers, but I did want to get this on the record so I don't really have detailed answers at this point.


MR. FRASER:  Are there any questions? Yes, Mr. Clark.


MR. CLARK:  Wayne Clark with the Association of Major Power Consumers.  The first question has nothing to do with them.


The output of a wind generator is not optimally 60 cycles.  I will start with that little premise.


Does your presentation anticipate that aggregation may be organized economically to get the best technical efficiency out of the whole wind farm?  Or are you just looking at the supply side?


MR. DAHLSTROM:  I am looking primarily at the supply side.  I haven't gone into an intense economic analysis, other than taking a pilot project and doing some early assumptions on what the costs would be and what the burden would be, either to the generator or to the socialized rate base.


No, we haven't moved it that far forward, to iron-out all of the economics but I am sure there are lots of opportunities to do that.


MR. CLARK:  Thank you.


MR. FRASER:  Okay.  Well, being no more questions, thank you.  I would like to move on to our next presentation from Hydro One, if you could come up, please.

PRESENTATION VI:  HYDRO ONE NETWORKS INC.


Presentation by Mr. Engelberg:


MR. ENGELBERG:  Good morning.  I'm Michael Engelberg from Hydro One Networks Inc., and with me is Hydro One's director of regulatory compliance, Oded Hubert.


I would like to start by saying it seems, like every other participant in this proceeding, Hydro One welcomes the review and perhaps the overriding theme of Hydro One's presentations in both the afternoon and the morning is that a decision on this matter of connection cost responsibility is needed as soon as possible.  Perhaps I am stating the obvious by saying that, but you will see, in some of Hydro One's submissions, in both the written submissions and today, that that has influenced what Hydro One says in its view should and should not be part of this proceeding.


The reason a decision is needed as soon as possible is that important initiatives depend on it, including connection cost responsibility agreements, the IPSP itself, the transmission rate filing and section 92 applications for leave to construct.


There are connection projects at various stages and there are stakeholders out there that need certainty to proceed.  There are projects in the works at various stages, and people are waiting around to see what comes out of this proceeding to decide what they do.  And the sooner a set of rules is established, the better it will be for them.


Secondly, with respect to time.  As I said before, because Hydro One's submission is that the scope needs to be focussed and contained, this is not the time to address other matters, such as rate redesign.  This is not time to look at who builds.  It is time to look at who pays.


We heard some remarks this morning regarding a possible competition among transmission.


First of all, I have to state that we're not certain that other jurisdictions have multiple transmitters bidding on projects within the same footprint.  It seems to Hydro One that that would result in a lack of coordination, although competition is generally good as a principle, it is not that simple.


We are concerned that that would add complexity to this proceeding and that it would add costs in the long run.  For example, if there were multiple transmitters bidding within the same footprint on the same project, surely they would have to incur development costs to determine what the costs would be for bidding in this particular project, and that there would end up being multiple sets of development costs.


Now, as a first principle, I think everyone has said that cost responsibility issues must not impede needed transmission reinforcement.


Hydro One agrees in that regard with everybody else, I think, who made a submission, that what this proceeding needs to do is to come up with rules that facilitate the province's energy policy, especially in the area of renewables.


Where we do have something additional to say, perhaps, is that this proceeding should address the impact of distribution connected generation, because although these problems may be small individually, they are large in the aggregate.  It is a problem.  And we need to have rules with consistent treatment.  We need rules that will drive behaviour and address the impact of distribution-connected generation on the transmission system, and there is an effect.


Secondly, what we believe this proceeding needs to do is promote regulatory certainty, administrative efficiency, and effective transmission planning.


Firstly, that the cost responsibility rules must be clear and unambiguous.  I think Mr. Mikhail set out this morning, when he went through the long process from 1999 onward that led us here today, there is ambiguity now.  There is a need for interpretation now of rules on a case-by-case interpretation.


What Hydro One hopes is that at the end of this proceeding, there will be a clear set of rules that will mean that people will be able to determine what they need to do with certainty.  That that will minimize risk.  That they will not need to go to the Board repeatedly for a case-by-case interpretation, and that there will not be situations where the transmitter is left to make a decision on unclear rules.


When the rules are established in the Transmission System Code, which is where we believe they must go, to make it certain that a case-by-case interpretation will not be needed, it is Hydro One's view that those rules must also set out an efficient process so that stakeholders will know how they get from the beginning of the process to the end of the process, what they need to do, when they need to do it.  And whom they need to go to.


Fourthly on that point, Hydro One believes that regulatory certainty is required to facilitate the transmission planning process itself.


As you will see from our next slide, cost responsibility does make a difference.  If we don't get it right in this proceeding and come up with a good set of clear rules on a prompt basis, we are concerned that there will be delays in the planning, approvals and construction process, that regulatory overhead will go up, that needed infrastructure may not be built, that viable alternatives may be dismissed.


For example, lowest cost alternatives may be dismissed if a party, who must pay for a facility, wouldn't have to pay for it on a lower cost alternative, but would have to -- excuse me, but wouldn't have to pay for it on a higher-cost solution, but would have to pay on a lower-cost alternative.  So that party will naturally suggest the higher cost solution.


We are also concerned that sub optimal solutions may be adopted and that reliability will suffer if stakeholders forego a facility that is needed because of the issue of cost.  On our key messages we believe that what this proceeding must do is address the need for an overall system-wide assessment of the economics of certain proposed transmission enhancements.


You have heard some of that this morning.  What we mean by "economics" is something more than the simple ordinary definition of "economics" which is why we have enclosed it in quotation marks.  For example, the social good and the public interest would be included in this type of assessment of "economics."


Most of the people who have made submissions to you today have used the expression "enabler facilities."  Hydro One as a transmitter always uses -- excuse me they have use used the "expression enabler lines".  As a transmitter, Hydro One always uses the expression "enabler facilities", because we hope there is recognition in the marketplace that what we need here is not just lines to enable this development, but also additional facilities, such as station upgrades.


Additionally, there has been some talk today about including all of this evaluation as part of an IPSP.  We would like to point out, as a transmitter, that there will be many times when facilities, enabler facilities and other facilities, need to be developed and it will be between IPSPs, not in an IPSP.  So we would like to suggest that the new rules in the Transmission System Code also tell me what to do and what the rules are if the development is not part of an IPSP.


We believe that this rule is needed to enable government policy on generation and, to that end, because of government policy, we submit that load and generation should not be treated the same.  We believe that this will prevent, to the extent possible, the market failure that Mr. Vegh alluded to this morning.


Once again, predefined criteria should guide the cost responsibility for reliability assessments.  This has been done, for example, in the IESO's Ontario Resources and Transmission Assessment Criteria, and we believe that these kind of criteria and rules should be administered by the Board via an amended Transmission System Code.


Criteria and associated rules would be used by various participants, such as the OPA, IESO and transmitters, for reliability assessments and cost assignment for local area supply.


For example, the OPA, in our submission, is the entity that would look at needs and benefits.  The IESO is the entity that would look at system impact assessments.  Transmitters are left to plan the right system and to be able to use clear rules to make the actual assignment of the costs.


There are a number of ways this could be done.  Hydro One, in its written submissions, submitted a possible way of doing this, which would be the creation of two service categories, basic and premium.  This is not to say that there aren't a number of other ways that this could be done, but the idea of basic and premium service categories would be modelled after the Distribution System Code concept, where there is a basic connection that people are entitled to, notionally paid for by rates.  Beyond that, costs are recovered by an economic evaluation and capital contribution.  


The Distribution System Code right now does it for load only, but there is no reason that something like this could not also be put into place for generation.


Of course, the costs that constitute the basic service would be pooled.  The incremental costs for facilities that exceed basic service would not be pooled, but would be recovered from connecting customers as premium service.


Generation connections require assessments on the merits of pooling their costs, considering the economics, avoided costs, and social good associated with the connection proposal.


I think everybody this morning, earlier this morning, who made submissions would agree with that.


What I would like to point out is that transmitters are not in a position to make those determinations, even though those determinations must be made.


It is Hydro One's view, as the transmitter, that the OPA is the party in Ontario that would best be able to make those determinations, and I have three bullets there that the OPA could look at.  They could define global thresholds, the criteria and rules, all of which would be applied by the transmitter.


Some of the presenters this morning have stated those.  They could be, for example, the type of generation, the capacity of the generation, voltage, how many kilometres people are entitled to, any of those matters.


Local studies could be performed, for example, in areas where wind is appropriate.  Another possibility would be something like the system we have now with today's Transmission System Code, which really requires a case-by-case review, and, in Hydro One's submission, that is not desirable.


As I said a few minutes ago, this assessment by the OPA should not be limited to projects within the IPSP, because there is an ongoing need and we would not want delay to occur to wait for another IPSP.


It goes without saying that the outcome of the assessment should be reflected in the Transmission System Code and might lead to definitions there of whatever regime is put into place, including something like the basic service or the premium service, so that the rules would be in the Transmission System Code for everybody to see.  That would not preclude the OPA from making the assessment that is necessary to carry out the rules.


The issues, then, at the end of this would be:  Should generation be treated the same as load?


As I have stated, Hydro One believes that because government policy is focussed on supply and, in particular, on generation, we believe the answer to that question is "no".  And that means, also, that the policy that this proceeding arrives at should differentiate between renewables and non-renewables to be consistent with government policy.


In that regard, the location of the load and the generation should also be a factor that the OPA would include in its assessment.


So what Hydro One is stating is that there must be new rules, as I think everyone agrees; that the new rules must be clear so that people have certainty and don't need a case-by-case interpretation; and that your decision, a decision of the Board, is needed as soon as possible.  So we request that this hearing be very focussed on the matters I have stated and that it not get into other areas, such as rate redesign, transmission bidding and matters like that.


Finally, what I would like to say, and I am sure it is unnecessary, is that we would like the Board to keep talking to us.  We are here.  We wouldn't like for the Board to go away and decide this matter.


Many people here today have stated a number of possibilities and we haven't thought everything out.  They haven't thought everything out.  So we would welcome further discussion with the Board on all of these ideas before any decision is forthcoming, including possible amendments to the Transmission System Code.


Thank you. 


MR. FRASER:  Thank you.  Do we have some questions of Hydro One. George?

Question and Answer Session:


MR. VEGH:  Thank you, and thank you for that presentation.


MR. FRASER:  If you could just identify yourself?


MR. VEGH:  George Vegh.  I am going to ask you some questions on behalf of Great Lakes Power.  There may be a sequence of these questions.


I want to explore with you your discussion around your statement that we should not be or this process should not lead to bidding on projects within the same footprint.


I want to explore this concept of a footprint with you, because it is not one that I am familiar with.


But I understand your rationale.  You're saying there shouldn't be a duplication of development costs for the same physical area in the province.  That's your rationale for this?


MR. ENGELBERG:  I would say that's a starting point, that there shouldn't be any duplication.  But, in general, I would say that Hydro One believes that transmission is a natural monopoly and that if the proceeding -- if this proceeding or some future proceeding were to look at ways to drive efficiencies in the transmission sector, there are ways to do it other than establishing new franchise areas for transmitters, for example, bidding on the construction work for the actual transmission project itself, without stating that there will be this transmitter here and five miles away there will be another transmitter for another generation project.


MR. VEGH:  So can I ask you about these footprints, then?  Do these footprints currently exist in Ontario, or are you saying this process should identify where the footprints are?  


MR. ENGELBERG:  Hydro One's submission is that these footprints currently exist and that it is GLP and that it is Hydro One. 


MR. VEGH:  So no new transmitter can build to provide transmission in Ontario?  


MR. ENGELBERG:  That's our view right now, but the overriding message that I was trying to convey is that that is a very, very large issue.  It's a different issue involving different stakeholders and that that matter, if it is going to be addressed by the Board, should be addressed in another proceeding, a future proceeding.  


It's a complex matter, and it shouldn't be included in this proceeding, and therefore, enlarge the scope of this proceeding and hold up a decision on urgent amendments that we need right now to the Transmission System Code for certainty.  


MR. VEGH:  So again on these footprints that you are saying only Hydro One and GLP can bid on, you saw earlier this morning the OPA set out a map for three areas for enablers, Goderich, Bruce peninsula, Manitoulin Island and you heard, in my discussions I referred to a couple of other areas in the IPSP, the Little Jackfish area, I'm sure you are familiar with that.  And the renewable developments in north-south.  


Are all of those five areas within a footprint today?  


MR. ENGELBERG:  Well, I would say they are.  I am going to invite Mr. Hubert to reply as well.  But I think what I am trying to say, the overriding message is that we don't believe that now and this proceeding are the time to get into this.  We may have different views in the future, but we wouldn't want this proceeding to be about that very issue.  


MR. VEGH:  So just so I have it, then.  Just to be clear, whose footprint are those five areas in then?  


MR. HUBERT:  I think that is exactly the problem that in transmission we do not have the parallel organization as we do in distribution with our franchise areas, and clear rules about distribution service territories.  


I think what we're trying to say is it is a complex issue, so I think the discussion here is actually a microcosm of what we're trying to avoid which is an expanded debate of this.


MR. VEGH:  If we are looking at these five areas and you're saying the province is already sown up, who owns those five areas then? 


MR. ENGELBERG:  Well, we don't have a scheme in Ontario with transmission the way we do with distribution, as Mr. Hubert has stated, where people have -- where transmitters have assigned franchise areas.  But what we are trying to say is we don't want to get into that very complex issue now.  And we believe that in order to come up with rules, with new rules in the Transmission System Code as to who pays -- and we believe this proceeding is all about who pays not who builds -- we don't need to get into that issue in order to address the concerns of this proceeding.  


MR. VEGH:  But if we look at those five areas, and I kind of hear you saying that they're not currently assigned to anybody.  So for those five areas, should both Hydro One and Great Lakes be developing?  Or only one of Hydro One and Great Lakes be developing?  


MR. HUBERT:  I would answer that by saying who is the enabling transmitter who can most economically connect to the existing system.  So from a low cost perspective ...  


MR. FRASER:  I think we have gone down that road far enough for now. 


MR. VEGH:  I am wondering if I can get the punch line.  Are you saying this process should lead to rules that will determine who can most cost effectively connect the generation?  


MR. HUBERT:  I think that would have to be a consideration of the economics, absolutely.  


MR. VEGH:  Okay, thanks.  


MR. RICHMOND:  Mike Richmond from MacMillan Binch Mendelson.  Earlier on in your presentation, you touched on the fact that distribution-connected generation has an impact on transmission costs.  I just want to come back to that to make sure the significance of that is not lost on the Board.  We have been talking largely about generators connecting to transmission.  


But there are transmission system costs which are a direct result of generators connecting at the distribution level.  I know that the Board is planning on holding a review on distribution-connected costs later on in the year.  But in is directly related to actually transmission system cost, but for embedded generators.  The issue is, for a number of -- surprisingly large number of embedded generators, largely under the standard offer program they are going through their connection impact assessment processes with their LDCs.  There is no problem connecting to the distribution system.  They figure out what the costs are, the connection costs at the distribution level and everything is agreed on they sign their agreements.  Then after that process is done, the transmitter steps in and says, whoa, just a second, we have a concern that at times this new distribution level generation will exceed the local load and therefore there will be feedback, there will be energy feeding back into our transmission system and that is unacceptable unless we do upgrades and there are costs associated with that.  There are surprisingly a large number, I would imagine, either that or I believe bad luck in picking clients a surprising large number of projects at the distribution level which are being stopped by transmission costs.  The problem is that there doesn't seem to be any reel process set out currently on how to deal with do those upgrades get done?  Who pays those transmission upgrade costs?  Because there really is no relationship between the transmitter and the embedded generator the way there is a relationship between the distributor and embedded generator or between the transmitter and transmission connected generator.  There is no relationship -- there is no process. 


So I just want to, I don't have a question but I want to urge the Board in this review to make sure that that issue is front and centre and that that issue is addressed and that a process is established to deal with how those costs are allocated as well for distribution system connected generators.  


MR. FRASER:  I will just comment on that.  In our letter, I believe, of the 29th of January we did flag this issue to be addressed at the time that we were dealing with other issues related to distribution connected generation acknowledging that there is this obvious overlap, but that is where we have classified it right now.  


If there is -- it was just the way we looked at the way we deal with this issue right now, compared to the other transmission connected issues, it was quite distinct - and forgive the expression - and more connected to the distribution, connected general generator issues.  We are certainly aware of it and aware of its importance and do intend to address if as part of our review of connection cost responsibility more broadly.  Yes.  


MR. BELL:  Yes, it is Mark Bell from Invenergy.  


MR. FRASER:  Microphone.  


MR. BELL:  Mark Bell from Invenergy.  I would like to mention that Mr. Engelberg suggested there were two licensed transmitters in Ontario, Hydro One and Great Lakes.  I believe there are five in Ontario.  


MR. ENGELBERG:  I misspoke.  I'm sorry.  I am aware there are five. 


MR. BELL:  Thank you.  And the door is open for more, of course, because there are no franchise areas. 


Mr. Engelberg, you mentioned that this model of people competing on footprints leads to multiple sets of development costs and is non-economic.  


Our business as an energy developer and others in the room is we spend a lot of time on lots of development costs and one out of ten, say, come through.  That's just the nature of the beast in the development business.  So that is I believe also the model that the OPA has in front of them, which is multiple bidders bidding on similar footprints for wind or hydro.  And there is lot of stranded development costs in the model set up by the Ontario Energy Board and the OPA.  That's business.  


I would say that we have a number of interconnection applications in front of, in the Hydro One cue process, and from our point of view, the diseconomy is trying to get through a rather significant log jam in place in Hydro One right now relating to a very slow development process in getting applications through the system.  I think you realize that concern.  


So we would suggest that dealing with that mechanism is a significant uneconomic process.  


MR. FRASER:  Okay.  


MR. ENGELBERG:  I would like to point out this is why I stated in my submission, Mr. Bell, that we believe that not only the rules need to be clear as to who pays, but that the rules establish a very clear, efficient process so the delay that is presently being experienced won't continue to occur.  


MR. DAHLSTROM:  Winton Dahlstrom, Helix Energy.  I just want to point out to everybody that we are seeing a phenomenon out in the field that we have termed checkerboard leasing.  There is no particular given, shall we just use the word "footprint," that is ever fully developed when it comes to wind power.  


So we are now looking at situations of what we call "infill" projects, which I guess by their very nature can elevate costs because instead of installing one transmission line as part of a well thought-out aggregation system in advance, now we have the opportunity of installing several lines over years to service the same area, because we didn't plan ahead and we didn't think that -- you know, we assumed that whatever development took place was going to maximize the renewable energy potential in the area.


Our experience has been quite the opposite.  Any of the renewable energy that we see developing out in the field is far from fully maximized.  So to simply wire up for whatever is on the table today, without considering what might be on the table tomorrow, I think is also going to lead to excessive costs.  Thank you.


MR. FRASER:  If I could just ask one last question, and then we will move on, just a little bit about your notion of basic versus premium service, and what it means in the context of enabler facilities, as you term them.  


What would be a basic service and what would be -- would all enabler facilities be considered a premium service?  I am a little vague as to how that would work.


MR. HUBERT:  The concept was introduced as one possibility for, I guess, what people have termed today socializing costs or pooling costs, to establish some type of a threshold, both for load and/or generation, whereby those costs that are within the basic service would be actually notionally paid for by the pool and, therefore, socialized.  


We would be looking to an entity, preferably the OPA, to determine what would fall within that basic service based on economics.


MR. FRASER:  Okay.  Just so I can understand a little better, something like a certain number of kilometres might be included in basic service and beyond that you would pay?


MR. HUBERT:  It might well be a certain number of kilometres for a certain type of energy at a certain voltage, capacity, capacity factors and so forth, some thresholds that could be applied on a uniform basis.


MR. FRASER:  Thank you.


Seeing no more questions, thanks to Hydro One.  I think we would like to invite CanWEA and the Ontario Water Power Association up, if they are ready to present, and that would enable us to conclude the Session II on Generation Connection Cost Responsibility before lunch.  

PANEL PRESENTATION:  CanWEA, ONTARIO WATER POWER ASSOCIATION


Presentation by Mr. Taylor:


MR. TAYLOR:  My name is Andrew Taylor.  I am counsel for the Ontario Water Power Association and the CanWEA.  I am joined here today by Mr. David Timm, who is the Ontario policy manager with CanWEA, and with Mr. Paul Norris, who is the president of the Ontario Water Power Association.


By way of introduction, the OWA and CanWEA represent 95 percent of Ontario's existing IPSP proposed renewable energy generation.


The resources are where they are.  They are location-constrained.  So enabling transmission, transmission required to access these resources, is obviously required and because of that, this proceeding is of extreme importance to both of these associations.


So by way of overview, Mr. Norris is going to discuss water power in the context of the supply mix directive, followed by Mr. Timm, who is going to talk about wind power in the context of the supply mix directive, and then we are going to talk about connection considerations and some proposals.  


So at this point, I am going to turn the mike over to Mr. Norris.


MR. NORRIS:  Am I on?  Thanks, Andrew.


So the first -- what I thought I would begin with is a description of the context for current water power generation in the province, because we have talked a little bit about clusters here already today.  I just wanted to show you what that might look like on the map of today's generation.


We have we have just under 200 operating hydro facilities in the province now.  They range in size between 50 kilowatts and 2,000 megawatts, and, as you can see in this map, they're geographically distributed across the province.  About 85 percent of the generation in northern Ontario currently comes from hydro, and there are about 60 percent of the 200 facilities in Ontario south of the French/Mattawa right now.


So the important thing to think about, I think, from a water power perspective is the geographic distribution and the concept of clustering.  You really need to think about that, in terms of the sheer number of generating opportunities there are in the province.


There has been an inventory that we commissioned recently that identifies about 2,200 sites that haven't been developed in Ontario, and that is something that we would like to bring forward as part of this conversation.


So next is the map of identified water power opportunities in the Integrated Power System Plan.  You can see quite a difference here.  This is a map that really talks about zones.  But if you dig into the IPSP in its response to the supply mix directive, you will find dozens and dozens and dozens of hydroelectric sites listed.  


So this isn't a zone of water power opportunities in northeastern and northwestern Ontario.  This is an aggregate of a series of hydro opportunities that have been identified as being practical and doable.


The other thing that I will point out on this particular slide is that the aggregate total that the IPSP identifies in response to the supply mix directive is about 3,000 megawatts, and, as the OPA pointed out this morning, they went through a series of analyses that got them to that number and got them to those sites.


The first point that I think was made by Mr. Lyle as the first thing they looked at was existing constraints.  I want to be clear that constraints in the water power world right now are public policy constraints in many instances.  So it is easy, for example, to get from 3,000 megawatts to 4,000 megawatts if you have a conversation about the policy constraint that doesn't allow you to do that currently.


So we would like to talk about the response to the supply mix directive today and we would like to talk about the supply mix directive in three years from now, and that's a conversation where we look forward continuing to have over time.


If you take the map that I just showed you and you look at this map, you can see why we want it to be part of the conversation.  This is the end of the current transmission system in Ontario, and if you overlay this map with the first map, you will see that that's why the water power is already there, and if you overlay this map with the last map, you will see that's why we haven't got any water power where the potential has been identified.


Next, there was some conversation this morning about enabling lines.  I think the OPA talked about three enabling lines, in particular.  If you look into transmission discussion paper that supports the Integrated Power System Plan, you will see this conversation is relevant for hydroelectricity, as well.  


The conversation deals with two lines, really, going north of Pinard, one up to the Moose River basin - that is to facilitate about 1,200 megawatts of new hydro - the other going up to the Albany River.  There is another that goes to Little Jackfish.  Neither one of these sites were referenced by the OPA this morning in terms of the development opportunities.  Those opportunities are available to any developer in the province of Ontario right now.


There are a number of individual development opportunities in the Moose River basin.  There are two that have been identified to date on the Albany River, but there is significantly more potential in what is referred to as the northern rivers.  


Again, the conversation is alive for us.  Notwithstanding the fact that we have talked this morning about specific lines, the concept is very relevant for new hydro particularly in northern Ontario.


The last map that I have put up, I was appreciative of Hydro One's observation with respect to the broader public interest, because we started by the response to the supply mix directive.


In the hydroelectric industry, the public interest is particularly relevant to the relationship between new hydro development and First Nations.  We have a public policy in place in the province of Ontario specific to hydro-electricity that does three things.


South of the two areas that I just showed you, the Moose River basin and the northern rivers, all hydro development on provincial Crown land, which is 90 percent of the province, is premised on the participation of First Nations communities.  There are a number of active developments currently, Kapuskasing, Namoken, Namewaminikan, that are into that policy framework.  North of that, the policy framework is really premised on First Nations as proponents.


So while we're talking about the provincial policy associated with renewable energy, in our business we're also talking about the provincial policy in terms of the socioeconomic expectations of First Nations.


We bring that to the discussion, because I know several organizations made representation at the IPSP Issues Proceeding.  I am hopeful that those organizations participate in this as it develops.  


Thanks, and I will turn it over to my colleague from the Wind Energy Association.


PANEL PRESENTATION:  WIND ENERGY ASSOCIATION


Presentation by Mr. Timm:


MR. TIMM:  Thanks, Paul.  What I would like to do is walk you through a bit about wind power in Ontario and putting that into context.  Ontario's -- I don't have as fancy a map as Paul does in terms of existing resources. 


MR. NORRIS:  Wait five years. 


MR. TIMM:  Ontario’s capacity sits at just over 500 megawatts.  As this chart shows, this project's already contracted through Res 2, and the standard offer program that many raised this number to almost 1300 megawatts by 2010.  As I said, this has been encouraged by a number of policies and programs within the province, including the provincial policy statement, the two RFPs for renewables, and the standard offer program.  


As I will talk about in a moment, this has only begun to crack the surface of the province's wind potential and the government's stated renewable energy goals.  As with water, enabling wind power in the province serves a broader public good.  This fact needs to be reflected in the cost responsibility for development of the resource.  


We have seen, I guess, versions of these maps earlier and I will go through these fairly quickly, but these circles that are identified on the map represent areas of significant wind resources and are drawn from a study that was commissioned by the OPA to look into Ontario's wind resources.  As you can see, beyond the clusters that were talked about this morning, there's significant resources across northern Ontario and if we, again, overlay this with the resource that the water power association was just discussing, you can see the significance of why we wanted to, again, discuss these today.  


Next slide.  


Again, this brings in, again, going to the maps this morning.  Outside of the clusters that were talked about there is an additional wealth of wind resource from the Sioux to the Madawaska Highlands in eastern Ontario and, of course, the Bruce region in southwestern Ontario, specifically Essex county in the Chatham-Kent region that provides some of the best resources in southern Ontario.    


Again, if we, we’ve have seen this map, obviously, but a number of similar arguments stand for wind as they do for water.  Transmission constraints in resource rich areas will be the limiting factor in developing Ontario's wind resources.  We see northern Ontario is significantly constrained.  


As we progress with RFPs and other procurements in the province such as southwestern Ontario can become or will become constrained.  


My next map is one prime example of what transmission constraints can do to any resource potential.  The orange zone as it is referred to in Huron Bruce is a transmission- constrained area where no new contracts for generation will be offered until transmission upgrades are completed.  This has put development, significant developments on hold for a long period of time with uncertainty as to timelines going forward.  


If we recall the resource potential in this area, you can understand the concern from a development perspective as well as a supply mix directive.  


As we discussed, both wind and water have been identified this serve a much better public mandate beyond providing new megawatts for the province.  These are -- both technologies are key elements in the province's climate change action plan which was put forward mid-2007.  


As you can see in this graph, the majority of Ontario's emission reductions are expected to come from the electricity sector, both the 2014 and the 2025 targets.  Renewables will play a significant role, an important role in this reduction.  


Again, the value of renewable energy serving the broader public interest needs to be reflected in cost responsibility.   


Further presentation by Mr. Taylor:


MR. TAYLOR:  I will jump in here.  In terms of the context of this proceeding would he looked at this as an opportunity to develop rules related to cost allocation for connection facilities in order to facilitate the supply mix directive.  


We all know the supply mix directive has an objective to strengthen the transmission system to enable the achievement of the supply mix goals set out in the directive and to facilitate the development and use of renewable energy resources.  


So the rules that we see coming out of this proceeding will facilitate the supply mix directive which is bigger than the IPSP, which is a document that has been filed by the OPA today, with the Board, but if is a document that is going to change.  So the supply mix directive, we submit, is bigger than the current IPSP.  


In the current IPSP, certain enabler lines have been identified for development.  Those enabler lines are for the Goderich area, Bruce peninsula and Manitoulin Island.  


We would submit that just because those three projects are listed in the current IPSP, that that shouldn't be a limitation to the discussion in this proceeding on cost responsibility for connection facilities.  That discussion should really be in the broader context of the supply mix directive.  So therefore, it should consider all of the renewable generation that would be a supply mix directive project.  So just by way of example.  In addition to the three enabling line projects that have been identified in the IPSP, you know, a cost consequence evaluation or the evaluation in this proceeding should also consider lines that connect SMD connection, supply mix directive connections, for example, in northern Ontario the water resources in northern Ontario.


We know in the IPSP that there is the discussion of two alternatives of transmission reinforcement up to Pinard, and we know that there is going to have to be some sort of connection to the resources in northern Ontario to that substation.  And those connections would -- those are line connections, unless of course the network goes all the way up to one of those and I am not sure if it will.  


So regardless of whether or not those particular types of projects in northern Ontario have been identified in the IPSP as it is written today, that doesn't necessarily mean that the context of this discussion should be limited to exclude those types of projects.  


So we hope that this is an expansive discussion to facilitate the SMD altogether as opposed to just the IPSP that is currently written.  


So the proposals that we have for the Board today are, one, we suggest that to repeat connection facilities are required to access Ontario's wind and water resources and we agree with many in the room that the cost of these connections to the renewable SMD generation should be socialized.  


We also agree that these connections need to be, to a certain degree, proactive.  We can't wait for the generation before we build them otherwise we will never meet the time, the time proposals that have been put forward in the SMD.  We also agree with many parties in the room, that the Board should consider other resources in its determination, such as California, Texas, and as well the renewable energy task team and the Electricity Conservation Supply Task Force.  


So in conclusion, we would like to say that wind and water generation development serves an array of public interests, and new wind and water are essential to the successful integration of the SMD and the IPSP.  So on behalf of the Canadian Wind Energy Association and Ontario Water Power Association, we thank you for your time.  


MR. FRASER:  Well, thank you.  


Do we have some questions for the panellists?  Okay.  I will ask one, then.  

Question and Answer Session: 


MR. FRASER:  Your conclusion on the face of it is saying that, well -- are you implying all of the costs should be socialized?  I will maybe contrast that when –- you’re suggesting for us to look at California where there clearly has been some weighing of the costs or requirement, for example, that a line be subscribed to a certain level before the project is allowed to go ahead.  


How do you see a balancing of not wanting to say overdevelop the transmission system or doing that?  


MR. TAYLOR:  We are starting off at a very high level proposal which is socialization of line connection costs for SMD renewable generation.  


We understand that the devil is in the details.  There are a lot of factors that have to be considered before you can come to a comprehensive workable set of rules and those rules would include consideration of you know where -- what is an enabler line?  Where does it go to?  Is it to a substation?  Then the generator has to connect to the substation or does it go closer to a particular type of resource based on the size of the resource?  


Obviously, you know, no one would recommend anything that would result in the stranding of facilities.  


So we understand that there would be certain criteria to the socialization of these types of line connections.  


MR. FRASER:  Okay.  Thanks.  Are there other questions?  


Okay, being none, that concludes the second session on Generation Connection Cost Responsibility.  We are a few minutes early for lunch.  We will reconvene at 2 o'clock.  Thank you very much.  


--- Luncheon recess taken at 12:50 p.m.  
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--- Upon resuming at 2:04 p.m.

SESSION III:  LOAD CONNECTION RESPONSIBILITY


MR. FRASER:  Good afternoon.  If we could all take our seats?  I notice there is a little more space at the tables further forward, so if those of you sitting near the back who wish to move forward, I would encourage you to take advantage of that.


This afternoon's session is on Load Connection Cost Responsibility.


We have a total of four presentations in this session.  First up is Wayne Clark from AMPCO.  So, Wayne, whenever you are ready.

PRESENTATION I:  AMPCO 


Presentation by Mr. Clark


MR. CLARK:  That's my first slide.  Okay.  Our presentation here is not just on load.  We decided to hit the whole issue, since there are some intertwined principles.


I guess after this morning, I heard "socialize" a lot, so I thought maybe the -- you know, those who are going to be socialized should maybe have a better chance to say their piece here.


We looked at this issue in terms of principles to apply and went back to some of the basics of the TSC, and the first one is there shall be no unjust discrimination.  It's in TSC 6.1.9.  It is also included in the transmitter licences, and we think that is something that has to be paid attention to as we go forward. 


We also heard this morning about the user pay principle, and I won't get into all of the benefits of that, but, fundamentally, it is an economic efficiency issue and it is a bit of a fairness issue, as well.  It is also consistent with Board directives.


I guess there is an understanding there that there is some potential conflict between that principle and the directive on renewable resources, in that these things -- that principle could be an obstacle.


I want to talk a little bit about discrimination in the pool, which -- discrimination in a good sense here, in that it showed there are differences about how the pool gets paid for and who pays for it.  When Nabih Mikhail got up this morning, he mentioned the three pools.  There is actually four at the moment.  There is a meter pool, a wholesale meter pool, that is relatively temporary.  


There is a transformation pool, a transformation connection and a line connection pool, and there is the network pool.


Every customer in the province pays network pool charges.  Not every customer in the province pays transformation pool charges or line connection pool charges.  The reason I mention that is that if you look at the definition of the enabler lines, they look on the surface to be line connections and transformation connections, because, as we have heard, they're one-way power flows from the generator onto the system, and that is almost inherently the definition of a line or transformation connection, not a part of the network with its two-way power flows around the province.


We wanted to be very careful that we mentioned this, because if these enabler lines, for example, were to be put into a transformation line connection pool, then the socialized costs that were involved would not fall on all of the customers of Ontario.  They would fall basically discriminately on a subset of those customers, although it is by far a large subset.


Next slide, Dave.


There is another issue, and I think it's been got at this morning in a number of ways.  I won't spend a lot of time on it.  I call it temporal discrimination, but what it really means is those that there are people in organizations that have already paid for their capital contributions, for their connections, basically all of the load customers and some generator customers.  They have paid specific charges.  


We have to be very careful that whatever we do in the future, it is a level field with those that have paid and maybe with those that have to pay in the future under a slightly different policy arrangement.  We have to be careful about changing the rules.  


Sorry, Dave, the next, if I can go to the next slide.


There is another issue around network pool, and that is if we put the enabler lines into the network pool, which you might draw as an inference from what I said earlier, that causes a bit of another issue, and that is the network charge determinants we have today are basically -- they're all demand-based charges.


The renewable resources, as I understand them right now, really don't operate reflexively to peak demand.  They tend to be self-scheduling energy available sort of things.


I guess my suggestion is the network pool, in terms of the way it its costs are recovered today, may not be a good place to recover the cost of resources that are associated with basically self dispatch, intermittent dispatch, what have you.


David.  


There are some options.  I know George hates this when I call it "build it and they will pay", because it is much more complicated than that.  But if you use the basic California model, we have taken a look at that and taken a look at what their -- I forget.  Which was it, the -- their market surveillance panel has said about it.  


There seems to be a lot of sense to that model, quite honestly.  I think George made a very good case for it, for socializing the construction cost up front, and then recovering it through generators as you go, but with a lot of conditions that have to be met prior to constructing the enabler lines.  In other words, they have to fit criteria, distance, type of resource, generator commitment and so forth.


Then once the generators come on, they start to pay for those costs.  That inherently seems to be a fairly decent model.


Another option is the OCA could organize their own connection, a collective.  The OCA is in the business right now of setting up the contracts for this supply.  I am not entirely clear why it wouldn't be possible for the OCA to consider also contracting for the transmission and recovering that through their standard offer or recovering it through their global adjustment, as they see fit.


There is another possibility, and it relates to the California one and I think it addresses some of the issues, and that is to set up the new pool around this type of facility.


The reason I mention that is as a distinct pool is you could socialize the costs that were to be socialized through kilowatt-hours, which is energy consumption, which is probably the fairest way to get those costs back from all customers in Ontario, as opposed to the demand charge we have on the current network and connection pools.


If you look at the California model, they recover it through their transmission access charge, which is a kilowatt-hour charge.  It is not a demand charge, as I understand it.  At least when I looked at the tariffs, they were all megawatt-hours.  


I think I am on to the...


MR. BROWN:  I think that's it.


MR. CLARK:  I should have a couple more slides there.


MR. BROWN:  It looks like it is hung.


MR. CLARK:  Okay.  Perhaps I should talk -- I wanted to talk a little bit about the load connections, since that is what you have me highlighted for, anyways.


That's too bad.  There we go.  


We were supportive of Hydro One on the 01890200.  We do understand that the strict interpretation of the TSC, as it is today, doesn't allow for that sort of thing.  It may be that we need to make an amendment to the TSC with some specific definition for regional reinforcement.


In principle, AMPCO large industries has some issues around increasing an asset pool that they're paying for without capital contributions, since they have all done the same.  In reality, we accept that these types of facilities are likely to be recovered quickly, and we accept the difficulty of getting capital contributions in all cases.  And I think Maurice is going to speak to that.  


But if we were to do something around regional reinforcement, we would have to set up some technical tests as to what is regional reinforcement, why it should get treated somewhat like network, and I think one of our other points would be, on the discrimination issue, that we didn't just get into regional reinforcement for the benefit of LDCs with their capital contribution issues.  But we had test criteria that was based on the nature of the planning, the nature of the lines, of the regional supply, and how the changes in capacity requirement were being driven.


One option is to broaden the network definition.  Again, I suspect that is a technically incorrect way to go about it.  And it would also tend to, over time, leave those in the connection pools, the transformation line connection pools would be fewer and that might become more of an issue.


Another option is to maybe do those reinforcements and then get the users, the beneficiaries, to handle it afterwards through some sort of levy or rate riders.  In other words, they build it, they will come and then they will pay sort of alternative.


Unfortunately that tends to make the transmitter into a banker, and it would be as administratively complex, I would suggest, as some of the old capital contribution arrangements we would have where one party would pay for a line and the next.  Then you would slowly recover from others over a period of time as they showed up and as their load increased.


I guess the note was, our support on 0189-0200, it was pragmatic rather than principle.  One of my professors once said every now and then you have to rise above your principles and that was a case where we thought this should apply.  It is difficult to get those capital contributions if you have to get them from local people.


We did have a concern in the absence of capital contributions and the growth of load in some of these LDCs, such as you see around the Toyota plant where you have secondary growth coming along, reliability and power quality would inevitably suffer, and the I sent would be taken down with the guilty and that is a concern of course.



I guess the other part behind our practical approach was simply we expected that the types of load growth that are driving these types of regional reinforcement needs would tend to get costs recovery fairly quickly, in any event, so the cost subsidization would be short lived.


That's all I had.


MR. FRASER:  Thank you, Wayne.  Any questions from anyone?


Okay, well seeing no questions we will move on to the next presentation, from the EDA.  Your mike is not on there.

PRESENTATION II: EDA


Presentation by Mr. Tucci:


MR. TUCCI:  There it is, okay.  Nabih already went through this this morning, that the Transmission System Code has this policy of cost recovery.  Customers, just to bring everybody up to speed I'm not -- I am sure everybody here already knows this but just for the record and clarification of what my issues are.


The customers are required to make capital contributions to the extent that the costs of connection facility is not recoverable in rates.


This issue still comes up when there is just, more than one customer.  If there is more than one customer, we find a way to allocate the costs in, these connection costs based on projected load forecast and the length of line.


So part of the code had the section 636 that's debated for the last few months whether it said, customers are not required to make a contribution when the transmitter makes plans to meet load growth for the maintenance of reliability and integrity of the system.


And that quote, that statement there has been, you know, there's been lots of discussion about it and could controversy and it was one of the key issues during Hydro One's hearings on its connection procedures which took place this past summer.


Board Staff put forward this interpretation.  They said that, you know, transmitter making its own plans, it really was meant to address system requirements such as maintenance of voltage regulation, addressing power quality, replacing old facilities, upgrading existing facilities.  It wasn't about new load growth.  That was their interpretation.


Then the Board made a decision on September 6th on this connection procedures, and it's a question about when costs should be pooled.  They said it would be, costs would, you know, are pooled when the enhancement is part of a planning process, the transmitter's planning process, and when the plan was developed substantially independent of customer requests.


So it was a case of who spoke to whom, independent actions.  Whether a plan meets the criteria for pooling would be considered on a case-by-case basis and there's been some discussion about this this morning, this need for a case-by-case review.


Distributors also had concerns with respect to the treatment of capital contributions and the answer at that time was, you know, in an incentive regulation format we have the opportunity to recognize these contributions with the utility making a forward test year application, and if they're not coming up for a forward test year application this year they can come forward and suggest to jump in the line and come first and do the rebasing initially.


We didn't find that as the answer to what the real problems were with respect to capital contributions.  That wasn't what we were looking for.  Anyways, the concerns expressed in a subsequent Hydro motion were that when Hydro One makes plans to address load growth, they don't really distinguish plans between system reliability and integrity.


Transmission planning is an integrated exercise.  Plans to address reliability and load growth are intertwined.  They identifies there is a problem trying to have a cost responsibility based on the mechanics of who spoke to who, that won't really work.


There was often no clear distinction between projects based on customer requests and those that are in an overall system plan.  These things might be going on parallel at the same time.  Of course, case-by-case review creates an uncertainty and impedes timely decisions.  You don't know what is going to happen until the case is reviewed.


Most importantly for distributors, this issue of high capital contributions to deal with the system enhancements wasn't really addressed and, you know, these facilities that are being built would have been put at risk, if these distributors can't provide these capital contributions.


So it was a fundamental problem that was being raised with respect to capital contributions.  The Board decision on the motion that was this fall, they acknowledged that, you know, they can't eliminate all uncertainty.  Cost responsibility at the moment is subject to OEB oversight, and -- not at the moment -- is subject to OEB oversight.  And leaves leave to construct application or rate applications are the best way to deal with these things.  But absent more prescriptive rules in the code, certainty is not obtainable until after approval.


They identified that some of the questions that were raised maybe should be addressed in a policy process and they were aware of some of these problems.  This review that we are engaged in right now, the Board acknowledged, and we have heard it this morning, that existing rules may inhibit rather than facilitate the construction of these facilities.


They don't provide regulatory certainty.


So once this review was announced, we got together with some of our members and we had this review of what were their main issues.  What came up from the distributors were, they had major concerns with the requirement to provide capital contributions to the distributor.


They had uncertainty with respect to whether they could rate base these capital contributions, whether it was appropriate even to rate base an asset that you don't own.  They weren't sure if that would fly or how banks would, you know, consider that, even if you could rate base an asset that you didn't own.  And in a few cases -- and I think this is not an unusual thing, it could happen much more frequently and something we weren't aware of years ago, was:  The contributions could be so large that the utility really can't even access this capital and can't provide it.


And that was something we didn't know years ago, and now it has come up and has become a big barrier.  Utilities just can't get this capital, and they can create financial hardships, and, you know, the capital amounts required could actually create significant rate increases to some of their customers.


So we weren't aware of this years ago and we were wondering how to fix this problem.  The problem comes from the fact that municipally-owned distributors - and that is most of them - have limited access to equity.  Equity can only be increased through retained earnings, and to increase your retained earnings, it takes time.  It takes years to bump up your retained earnings for a large capital expenditure. 


If you want to -- you know, if they had to do this on an ongoing basis, it would really defer these assets considerably, because they would take them time to develop the equity so that their debt-equity ratio wouldn't be skewed when they go to the banks and try to borrow the money.


That is the big issue is just the inability to borrow the money from the banks, and so what they -- we were sort of scratching for what could be solutions to this.  We thought really the Transmission Code should be changed to address this potential issue.


In the end, we decided that probably the best solution was to pool the costs with for load customers and eliminate this need for capital contribution.  It wasn't that we thought, Is there another way to address this issue?  We did consider a lot of other things that were possible, and we just didn't find a way that it would work properly.


And in light of all of these other things that were being raised about transmission planning and fairness to customers and sort of -- you know, we were feeling that the rules, the way they were written, were a bit arbitrary in the way they were allocating certain costs to certain customers.  We thought the best solution was actually pooling the costs.


This was reviewed by our board of directors that represents all utilities in the province.  It came up for discussion.  It was unanimous agreement that we should just be pooling these line connection costs.  There was no disagreement from any of them.


Now, we are aware that the way the code right now is written, you know, the contestability came from the individual utilities considering whether this line should be built or not, and, you know, they had the choice.  Someone else could build the line for them, and that's where contestability was introduced. 


We're saying at the moment, if you just pool all of the costs, you would eliminate that section on cost contestability.  It wouldn't make sense anymore the way it is written now.


We were saying this morning we don't want to start talking about contestability in this review, because you might -- if you want to deal with it, maybe it is better addressed in another proceeding, but you can introduce, you know, the -- you know, someone else can -- you can introduce competition to build the assets, is one way to address this.  


But at the moment, the way -- if you just pool costs, there isn't an automatic incentive for someone, an individual utility, to look for alternative bids.


We also understood that if we just pool all of the costs, some utilities that are growing would be, you know, in effect, subsidized by the utilities that weren't growing.  Everybody was aware of that.  We're conflicting with the user pay principle, the way it is being applied, but we're putting a fairness principle ahead of the user pay principle, I guess, in this case, fairness and practicality.


We are just thinking this is the only -- you know, we have to change something.  We have to change the rules and we are thinking pooling will address many issues, solve a lot of problems and solve the distributor's main problem of contributions.


The main problems that we were talking about besides contributions is system planning.  Integrated planning is more easily done when you don't have to address these issues about who should be contributing.  The transmitter can just figure out himself what the best plans are to meet load growth.


We don't have to deal with who spoke to whom, and there would be more -- better integration with the distributors.  The problem with the "who spoke to whom" approach, you know, we were concerned the utilities would stop talking and would just wait for the problem to come up, and the transmitter would have to do something about it after the fact.  Pooling will reduce uncertainty, facilitate timely decisions, and we wouldn't be putting reliability at risk anymore, the inability of some distributors to find the capital.


I think that is it.  Any questions?


Question and Answer Session:


MR. GIBBONS:  Jack Gibbons for Pollution Probe.


Maurice, some people are proposing a third line to serve downtown Toronto, and it's being estimated that would have a capital cost of over $600 million.  As I understand it, under the existing Transmission System Code, if such a third line was to be built, Toronto Hydro would have to pay the full cost.


It seems to me that that's a very good policy, the status quo policy, requiring Toronto Hydro to pay the full cost, because it gives Toronto Hydro a huge incentive to invest in conservation and local small-scale distributor generation to avoid the need for the third line.


Therefore, every time I hear Gerry Phillips speak, he talks about energy conservation being the absolute cornerstone of the government's energy policy.  So it seems to me the status quo rules with respect to connection loads are totally consistent with government policy, and it seems what you are proposing or the EDA is proposing is to just eliminate that, pooling that, and dramatically reducing the incentive for LDCs where there is -- to promote conservation or local generation to avoid the need for new transmission lines.


MR. TUCCI:  Well, I wouldn't agree with you that in this case, with Toronto, it's going to take away the incentive for them to pursue conservation.


The utilities, their incentive for conservation is not just to defer transmission lines.  It is a number of other things, including the overall target we are trying to reach in the province.  When you do an integrated plan, you look at how to optimize everything.


If there is a need for a line in Toronto for reliability purposes, then it should be built and the pool is willing to pay for it.


If it can be met with conservation and we don't need to build the line, then it doesn't need to be built.  It is as simple as that.


So you're saying, you know, a decision has to be made when to build the line and when -- if it's going to be built, then it should be pooled.


If it can be avoided, then it should be avoided.  It doesn't need to give directives.  You don't need to give strong incentives to Toronto to make them do the right thing.


MR. GIBBONS:  Well, I guess that is where we disagree.


We happen to believe that there is need for very strong incentives to promote conservation.  There is huge inertia against conservation in this province.  It is very, very difficult to get anyone to promote conservation, be it the OPA or be it Toronto Hydro or an LDC.  


MR. TUCCI:  Well, the other position that we have said at various times is we think utilities are interested in deferring assets and giving them the right incentives to do that.


Conservation, local DG could be used to defer some facilities, and we want to give the utilities the tools to do that.


So we are not inconsistent in what we're saying.  We are saying you have a plan and you try to implement it.  The utilities are not interested in just always building lines.  We want them to also be interested in pursuing other alternatives that could lower the total costs to customers.  Do you have some questions?


MR. FRASER:  It is indirectly related to the question just now, which is, might there be -- if you remove the incentive for the distributor or you might say create, if there -- might there be incidents where there are two solutions to the problem?  One involves an enhancement to the distribution system and another one involves a connection to transmission.  


You just made the one to the connection to the transmission free, as far as I can tell, whereas an enhancement to the distribution system would be paid for by the distribution system customers.  I am just -- that's hypothetical.


MR. TUCCI:  What's the lowest-cost solution, would be the answer.  Whatever is the lowest-cost solution, that is the one that gets approved.


You know, these plans get approved.  And if the alternative is a distribution upgrade, and that's the lowest cost, that's what gets approved.  The pool wouldn't be interested in just subsidizing utilities unnecessarily.  The line connection pool would be -- would have to -- you know, if the pool is paying for it, it would have to make sense that the lines are reasonable, these costs are reasonable.


MR. FRASER:  Okay, thank you.  Any other questions?


That being the case, thanks very much.


Our next presentation is from Hydro One.

PRESENTATION III: HYDRO ONE NETWORKS INC.


Presentation by Mr. Engelberg:


MR. ENGELBERG:  Good afternoon.  There is considerable overlap between what I had to say this morning and this afternoon, so I will try not to repeat too much of it.


When it comes to load, again, Hydro One states that cost responsibility must not impede needed transmission reinforcement and that even when it comes to the subject of load, what we need to do is to drive appropriate business behaviours to promote adequate and timely transmission reinforcement.


I would like to point out that that would be whether it is for reliability, or for system integrity, for load growth, or for changing load patterns, whether they be due to generation or to demand supply management.


Again, as in the area of generation, what needs to be done in Hydro One's view is to promote regulatory certainty, administrative efficiency, and effective transmission planning.  Again, we state that cost responsibility rules must be clear and unambiguous.


Mr. Tucci has already referred to the problem with section 6.3.6 in the present Transmission System Code and what Hydro One as the transmitter would like to see at the end of this proceeding is clear cost responsibility rules that will mean that parties will not need to go to the Board time after time to get a case-by-case decision.  It will save not only time but it will give all of the players in the marketplace certainty, which will be good for their risk management.


In addition, we say that it's not only enough for the rules to be clear on who pays, but the rules should set out an efficient process in the Transmission System Code so that people know where to go, to whom to go, what entity, when to go and what to do when.


We also believe that regulatory certainty will facilitate the transmission planning process itself.


This morning when it came to generation, Hydro One used the word "economics", in quotes, in saying that an overall system-wide assessment is needed for certain proposed transmission enhancements.  This doesn't apply to load connections and we believe that clear rules will achieve that goal.


We pointed out this morning what we see as the difference between generation and transmission, and the province's goal with regard to generation and load.


Hydro One believes that there should be predefined criteria that should guide cost responsibility for reliability assessments.  As Mr. Tucci has pointed out, it's difficult to determine whether a plan is for load growth or for system reliability and integrity, especially if the two are to continue to be differentiated.


This is an ongoing debate and it has been an ongoing debate for a long time as Mr. Mikhail pointed out this morning, and Hydro One believes that at the end of this proceeding amendments could be made to the Transmission System Code that would put that debate over what something is and whether if is relevant as to who spoke to whom, and when finally to rest.


We believe that predefined criteria are needed, as in the IESO's Ontario Resources and Transmission Assessment Criteria and that they can be administered by the Board through an amended Transmission System Code.  We believe that all of these rules should be put right into the code for all of the people in the marketplace to see what they are.


These criteria and the associated rules could be used by the OPA, the IESO, and transmitters to conduct reliability assessments and cost assignment for local area supply.


The OPA's involvement would be in its expertise of central planning for needs and benefits.  The IESO, in the area of its expertise, system impact assessments, and transmitters would then be able to plan the right facilities and assign cost responsibilities in a way that would be fair and reflected what the rules had been determined to be, rather than on any kind of a case-by-case evaluation.


We stated in the area of generation this morning that it's possible that you could have a means of doing this.  For example, basic and premium service categories.  That would hold true for load connections.  In our view, as well, this is not something that Hydro One has decided on.  It is just something that Hydro One is thinking of as a possibility.  Modelling it after the existing Distribution System Code concept for load and generation where you would have a basic connection service, notionally paid for by rates and beyond that, costs would be recovered by an economic evaluation and capital contribution in the way that the DSC does this for load.


Hydro One believes that having these types of service categories could provide a mechanism for fair and reasonable risk sharing between transmitters and customers that would result in a pooling of costs for basic service and would result in a premium service that would mean that incremental costs for facilities would not be pooled, but could be recovered from connecting customers.


We got into the issue this morning of how that would be done, what factors would be looked at.  I think people threw out a number of different ways of doing this.  You can look at distance, you can look at configuration or a combination of the two.


In the area of premium service, there could be a discounted cash flow or a direct payment.  This proceeding can look at what would work best.  But again, we come down to the fact that load connections require clear rules in the transmission system code that assigns cost responsibility and recognize, as Hydro One has stated and others have stated, that load growth, reliability and system integrity are inseparable considerations and they all need to be looked at together rather than in some arbitrary fashion.  So in answer to the question that the Board asked: Should LDCs be treated differently from industrials?  Hydro One's response as transmitter is "maybe".  And we hope that this proceeding will determine what that should be.


Does Hydro One's previous definition of Local Area Supply based on number of customers have merit?


We believe that this is the forum to re-examine that Option.  In the earlier proceeding, it was deemed not appropriate to do it but that was because of the wording of the Transmission System Code as it now exists.  If this proceeding is going to lead to amendments to that, then we could get into that and look at whether that means would be a valid option of how to do it.


There was also the question of whether the location of load or generation should be a factor.  As a transmitter, Hydro One believes that should be a factor and that the cost responsibility rules should reflect that consideration.  The next question:  How do we ensure that cost responsibility rules encourage appropriately-sized facilities?


Hydro One believes as a transmitter that this is very important, that standards are needed in the Transmission System Code to promote good asset utilization.  We are concerned as a transmitter that there is a danger that because of cost responsibility rules, there could be underinvestment in facilities that would lead to overloading and then we would have to face the problem another day.


So in summary, as we submitted this morning for the generation, Hydro One is most concerned that the results of this proceeding result in a fast addressing of these problems, that there be a decision as soon as possible, particularly on these matters that Mr. Tucci pointed out, keep coming up again and again and again of who pays.  We need the certainty and we need it now.


We believe that clarity in the rules will result in that, and, once again, as I stated at the end of our generation submission, we hope that the Board will get back to us and all of the stakeholders all during the process for our input.  We believe that there is much merit in having a back-and-forth discussion, and we would hope that there would be consultation all along the way so that we could come up with something very workable at the end.


MR. FRASER:  Thank you.  Questions?


Question and Answer Session:


MR. GIBBONS:  Jack Gibbons, Pollution Probe.  You have given us a presentation with lots of different principles and my mind is a bit spinning, so I am just wondering if you could work through the third line example again.  


Say a third line was to be built by Hydro One to serve Toronto Hydro that would cost $600 million.  Under your rules, who would pay for it?  Would be paid for 100 percent by Toronto Hydro, or who?


MR. ENGELBERG:  Well, did you say "our rules"?


MR. GIBBONS:  Your proposal, your proposal that we have just heard today, this afternoon.


MR. ENGELBERG:  I don't think that the proposal by Hydro One this afternoon gives an answer to that question, and, as much as I would like to have an answer to that question, I don't have one.


What we have done is thrown out a number of principles that should be looked at in doing evaluations, and it wasn't one answer for one solution.


So I don't have an answer for you this afternoon.  We hope that by the end of this proceeding, we will know what would be a fair way to look at that and what should go into the mix.  


I certainly agree with what Mr. Tucci said, insofar as he said that it's too simplified to look at it that transmitters aren't going to look at something with a keen eye and consider a number of factors if they can say it will get charged to a pool and they don't have to look at it.  But beyond that, I am sorry, today, we are not in a position to give you an answer on that.


MR. FRASER:  Any other questions?  Well, we are moving right along here.  Okay.  Thanks very much, again.


We have the Ontario Power Authority now.

PRESENTATION IV:  ONTARIO POWER AUTHORITY


Presentation by Mr. Lyle:


MR. LYLE:  Thank you, Peter.


I took a little ribbing earlier on for being so brief this morning, and I am going to be even more brief this afternoon, which, since I am the last presenter, I am assuming most people will be glad of that.


In the OPA's view, the policy approach that the Board selects needs to facilitate rational transmission system planning.  We certainly echo the views of the EDA and Hydro One of the need for regulatory certainty.


We believe there are sound policy grounds on which the Board can base a decision to treat LDCs differently than other customers.  These grounds include the fact that an LDC is, in essence, a load taker.  Its load growth is primarily a function of economic growth in the community, and the LDC has a duty to serve its community.


This organic growth needs to be planned for and, in our view, the costs should be socialized.


However, we do recognize, as has been raised, that an exception must be made so that large customers are not incented to become embedded customers to avoid making capital contributions.


In our view, the alternative to what we are proposing does not facilitate rational transmission system planning.  It will distort planning decisions in order to avoid unacceptable burdens on small LDCs with a consequent increase in incremental solutions and a decrease in solutions which provide broader, less easily quantifiable benefits and address integrated system needs.


I want to turn it over now to Bing, who is going to lead you through a hypothetical example.


Presentation by Mr. Young:


MR. YOUNG:  Thanks, Mike.  In this example, I just want to run through a scenario of how, as Mike discussed, the current Code could lead to a distorted planning decision.


In this scenario you have two LDCs, LDC A and LDC B.  LDC A has a need to improve reliability, and this could mean meeting load security criteria or improving delivery point performance.  LDC B has a need to increase capacity to meet growing demand. 


Under the first option, a single transmission connection solution may be possible that addresses the needs of both LDCs.


The costs to LDC B is, in this example, $20 million.  As I will show in a moment, it is more than the costs for option 2.


In this example, the higher costs for LDC B could be due to the fact that the connection line is further away from LDC B's load centre, but closer to LDC A.


Under the option 2, LDC B could request the transmitter to build a shorter connection line closer to the load centre for a lower capital contribution.  However, by doing so, to address the LDC A's reliability issues, a network solution, and in this particular example we will use an example of $10 million, may be required.  This $10 million investment represents the lowest-cost option to just address LDC A's reliability issues.


Overall, the costs of the two solutions are higher than the single solution in option 1.


The Code currently leads the LDCs to seek a lower-cost solution rather than the best sort of overall solution for the system.  And that's our example to reiterate the discussions and the various concerns that have been raised already today.


MR. LYLE:  With that, we would be happy to answer questions.


MR. FRASER:  Thank you.  Any questions?


Question and Answer Session:


MR. GIBBONS:  Jack Gibbons, Pollution Probe.


Maybe this is more of a comment than a question.  Maybe I am the only one in the room that finds this very bizarre, but I understood the discussion this morning when there is a clear government directive to get more renewable power for the Ontario system and how that could provide a rationale for certain socializing transmission costs.


But now in the afternoon, when we hear the OPA, I think, and Hydro One and the EDA saying we should socialize it on the connection side or the demand side, I mean, that seems to me just so much to be going backwards to the old Ontario Hydro way of doing things, which I thought -- well, it certainly was rejected by a previous government of Ontario, and it was my belief that the existing policy of the present Government of Ontario is against that.


We want to go more towards market-based solutions.  We want to move away from sort of socialized principles to more economic principles of making capital decisions in the electricity sector to promote economic rationality, and also to promote conservation, which is the government's number 1 priority.


I don't see how -- I think the most powerful tool to promote conservation is having prices that tell the truth.  It just seems to me there is a huge disconnect here.  I mean, OPA, do you disagree with me?  Am I totally off base?  Have I misinterpreted government policy or...


MR. LYLE:  I don't take government policy to have a view on this particular issue one way or another.


Certainly we have a strong mandate from the government to push forward conservation and we are doing that.  Half of the OPA's staff are dedicated to that very job, but I don't see that this, in any way, negatively impacts government policy.  This is really a broader question of:  When you add another line to the 401, do you have Toronto taxpayers pay for that?  Do you have provincial taxpayers pay for that?  What is the most efficient system for getting rational decisions?  


MR. GIBBONS:  Well, yes.  You make the user pay and that would give Toronto Hydro an incentive to do conservation and distributed generation.  Instead of getting the solution free from the poor people of Thunder Bay.  


MR. LYLE:  Well, what you do then is drive up the rates in Toronto and, which presumably does drive in some fashion reduced consumption, but you keep the rates down in other jurisdictions, other parts of the province which presumably is a disincentive to conservation.  


So I am not sure where the net gain is for conservation at the end of the day.  


MR. GIBBONS:  The net gain is -- there is two net gains.  One, you make the people who incur the costs pay.  That's closer to the user-pay principle, and cost-based rates, and cost causality.  But more importantly, you give the local LDCs an incentive to do conservation and to do distributed generation, which is the government's top priority instead of giving them the easy way out of just getting more transmission services.  


You know, I mean I think everyone would agree in this room that we haven't made nearly the progress in terms of energy conservation that Premier McGuinty would like to see.  He repeatedly says he is frustrated by the lack of process.  I think every energy minister has said that.  And why you would now propose the OEB adopt new rules which would further reduce the LDCs incentive to do conservation, I mean it is beyond me.  


MR. LYLE:  I don't think anybody thinks building a third line through Toronto is going to be an easy way out.  There are many challenges to that type of project.  To the extent we can do conservation, as you know, we have firm goals from the government to meet conservation targets and we are working very hard to meet those targets.  


No doubt you will have many questions for us in the IPSP upcoming on that very subject.  


MR. FRASER:  Actually I have a couple of questions myself.  


MR. LYLE:  Sure.  


MR. FRASER:  Just looking at the stylized example you have given.  Now, if option 2 -- if the needs in both of the LDCs were to increase capacity instead of for LDC A to improve reliability, they would both be higher cost.  


One of the things I am trying to understand is when you socialize the costs, who gets the responsibility to figure out what the cost-effective solution is?  Is it the two LDCs working together?  Is it the transmitter?  Who figures out which way to go is cheaper on this?  If you social -- under the current situation, if you socialize the costs or if you go the other way which is to make everybody pay for everything.  


MR. YOUNG:  I think in this case, whoever does the joint planning, be it the transmitter with the LDCs or perhaps possibly the OPA, would resolve what is the best overall solution.  


MR. FRASER:  Right.  So right now the transmitter gets these two proposals and because, as you said, the incentives are for the LDCs to do the second option, doesn't the transmitter say, Look, you're wasting money.  Why don't you do it together?  


MR. YOUNG:  There is no mechanism right now.  Let's say you do the option 1.  And you build the one connection line.  There is no mechanism right now to say to LDC B, to say we're going to take away a portion of your capital contribution and move it into the network pool. 


MR. FRASER:  I see, okay.  I get the point.  Thank you.  


MR. MATTHEWS:  Dave Matthews for APPrO.  I just wondered if there was a difference in contribution from a LDC customer if they're served from a radial line or if they're served off say a looped system.  


MR. YOUNG:  If it's a looped system it may be deemed already a network facility.  If it's looped back through the 230 kV system.  In which case then it would not be an issue for the LDCs. 


MR. MATTHEWS:  Yet if it's a radial, it might be a line connection?  


MR. YOUNG:  That's correct.  


MR. MATTHEWS:  Thank you.  


MR. HUBERT:  I just wanted to add -- is my mike on?


MR. FRASER:  Yes.  


MR. HUBERT:  Oded Hubert, Hydro One.  I just wanted to add in response to your earlier question, the absence of the integrated planning that went out the window with Ontario Hydro, your question about how do we reach the lowest cost solution.  We believe if there is no constraint on who you speak to, in the plan process, you can have integrated planning.  To the extent where there is joint planning between the transmitter and, in this case, the two LDCs, reaching together the lowest cost solution.  It may not be a perfect solution every time but we want to remove the restraints on joint planning and allow the entities to sit down at the table together and plan.  That's as close as we can come to it.


MR. FRASER:  Thank you.  Any other questions?  Thank you all very much.  Sorry, I didn't see -- you have to press the button at the bottom of the mike to turn it on.  


It's off, I think.  It was on.  You will see the screen light up when it is on.  


MR. HUNT:  Is it on now?  


MR. FRASER:  No, it's not.  Come forward.  


MR. HUNT:  Is it on now?  It works.  My name is Bob Hunt I'm from Optimal Technologies.  It is not directly related to this afternoon's presentation, but by the OPA, but it does link to a number of the programs that are implemented by the OPA and the issue looks at network benefits.  


A number of the distributed generation and generation projects are being located in specific areas, being paid premiums and a number of the demand response programs are also being incented with premiums as well.  


Give that Ontario does not have locational prices which would allow the value of that to show up in the value of the generation or the response that is implemented by the customers, we end up with a substantial system benefit showing up in what's now the global adjustment and will be a subject of discussion as part of the IPSP.  But you have a fairly large charge that is a transmission benefit, but it's now showing up at a global adjustment in a commodity rate.  


It is a question that I would like to see addressed in the Staff discussion paper, as to whether that can be handled inside the Transmission Code or whether it is external to the code and needs to be addressed in some other manner.  But the challenge becomes, if you are incenting capacity to be built and compensated to alleviate transmission, should it be recovered in some transmission assessment versus the current commodity rates that are being charged.  So you end up with a disincentive, a transfer of costs and risks away from the parties that are -- that really are providing the service and achieving the benefits.  


MR. FRASER:  All right.  Thanks for that comment.  


Seeing no others, I would like to thank the power authority and thank all of the presenters today for their presentations, they're very informative and also we used much less time than we budgeted so we will be able to get out of here a little earlier than we originally anticipated. 


Before we do so we invited John Dalton who is going to be working with us as a consult at that point in time on this project to give you a wrap-up and a bit of a report back on what he heard and some of the key themes he would like to highlight.  So I would just invite John to do that right now.  

WRAP-UP/RAPPORTEUR: 


Presentation by Mr. Dalton:


MR. DALTON:  Can everyone hear me?  Somewhat daunting task in terms of based on all of the different presentations that were made to today, I would like to commend all of the presenters in terms of the depth that they were able to reach. 


What I am going to try to do is just cover off, at a high level, some of the issues that have been touched on and I have been scrambling over the last little bit to try to make sure that I covered some of the most salient points.  But if I miss anything, it isn't that it isn't a critical issue that isn't going to be considered.  It is just that there is a limited amount of time, in terms of getting everything down.


I think it is important to make the point that these are just kind of my perspective based on what I heard today.  It isn't necessarily the views of the Staff, but what I have tried to do is organize some of the thoughts based on the questions that were raised by the Staff in its initial letter to the participants and the specific questions that they asked the participants to address.


I am going to essentially walk through those sequentially.  I think the starting point here, it is pretty clear that there is widespread recognition that the Transmission System Code's cost responsibility treatment of connection facilities is a barrier to the development of renewable energy facilities, and it's clear that based on the magnitude of investment and the megawatts and megawatt hours of energy we're talking about here, this is a very important and critical issue.


A number of the different presenters made some very good points in terms of why, in fact, this is a barrier.  It's clear that it's been recognized in terms of other jurisdictions as being a barrier, and there are a number of solutions that have been outlined and proposed.


I think that another point that was made, as well, was that these current cost responsibility rules also appear to be impeding needed transmission investment, and that is an important issue, as well.


Obviously, recognizing that there is a problem and that solutions need to be considered, the questions raised in terms of what are the universe of possible solutions clearly, we heard some support voiced for cost pooling of enabler connection facilities.  


There were a number of questions raised regarding how should an enabler line be defined.  That's obviously an important issue.  It is one that will need to be considered by generation developers when they start sorting through issues in terms of what costs they might be responsible, if, in fact, there is going to be a pooling of these costs.


Then, as well, no surprise, there was concern expressed regarding deviations from the cost causality principle of user pays, and others suggested that there is a need to ensure cost neutrality.  I think that that is clearly an important issue and it is one that I will touch on in just a bit.


I think that there is an underlying suggestion, as well, I think, to some degree, that we're in a situation with a government mandate for renewables, that we're in kind of a different space in terms of, you know, a user pays principle and that I think there has been deemed to be broader social benefit from the development of renewables, and that can potentially lead you, in terms of a different direction, in terms of what are the appropriate solutions to consider.


Some very good points were made regarding some of the cost allocation issues that need to be considered if there is going to be a pooling of the costs of these facilities and how the current framework that is in place doesn't necessarily apply to these specific facilities, given their overall attributes.


Some suggested that consideration needs to be given to private or merchant facilities.  I think that that is going to be, you know, an issue that generate a number of comments from different parties, in terms of who has responsibility for building these facilities.  


Obviously, we heard differences of opinion, and some were suggesting that it's not an appropriate subject for discussion in this proceeding.  


I think, as well, as we say throughout this whole discussion, there is lots of linkages in terms of the issues here.  So when you open a door, you are going to have implications in terms of how you address other facilities, and I think this is clear in terms of, when you start talking about pooling of costs, that can have implications in terms of to what degree you are going to close the door with respect to eliminating incentives for any private aggregation systems or merchant transmission.


Touching a little bit in terms of the different models, obviously lots of good work has been done and a number of models have been suggested.  The two that obviously had received the most focus were California and the C-Res proposal in Texas.  


I think a number of points were made in terms of, you know, one needs to exercise appropriate judgment when attempting to apply these models to the situation we have here in Ontario.  I think one clear point of distinction is that both of these other markets don't have the benefit of a system planner, such as we have here in Ontario.


I think that has important implications in terms of solutions that might be available to us.


As part of that discussion, I think a good point that was made was that some form of commitment is likely to be required from generators if there is going to be transmission facilities that, so to speak, are pre-built to serve these generators.  The objective here is making sure that any stranded costs are minimized associated with the construction of these facilities.


I think as part of this, one thing that became clear to me is that there is a number of difficult and challenging sequencing issues that need to be considered, in terms of what we have here is essentially transmission facilities that have construction and in-service lead times of anywhere from five to six years, potentially more than that, versus renewable facilities which can be in service in, all things going well, two to three years.


So there is some difficult issues here that need to be sorted through in terms of how to sequence this, particularly if we are going to move away from just a general planning solution where we're actually going to be asking different parties to take on some risk and take on some responsibility for specific costs, and I think that that's an important question that will need to be considered.


A point was also made directly to my earlier comment that there is a need to make sure that this whole framework integrates well with any ongoing OPA procurement processes.  You know, are the cost of these facilities going to be considered in the procurement process?  Are the costs going to be allocated directly to generators such that they would embed them in the price that they would be submitting as part of this procurement process?


Moving on to more the load connection issues, lots of good comments were made there.  I think that a number of parties made the point that there is regulatory uncertainty regarding the cost responsibility for new or modified connection facilities and that the central issue here is, you know, are these facilities triggered by system reliability or are they perceived to be for the benefit of one or a small group of customers?


Based on this uncertainty, this can be a barrier to investment.  It can be a barrier to effective transmission planning, and the point was made that any new roles must be clear and must provide certainty.


The point was made that with respect to looking forward and potential changes to recognize some of the issues with the Transmission System Code as it is structured now for load connection facilities.  A point was made that LDC load growth is driven by broad-based economic growth, and it was suggested that given that the need arises from general growth in the community, that costs should be pooled.


Others questioned the reasonableness of socializing these costs and departing from strict cost causality principles.  Obviously, the point was made that this has implications in terms of price signals that people might see, which would motivate them to pursue conservation and demand-side management alternatives.


I think that there is, to try to sum up everything, lots of good points were made.  I think that there is considerable effort that will need to be done, in terms of researching other alternatives that have been implemented elsewhere, giving thought and appropriate consideration to how they might be best applied to Ontario.


MR. FRASER:  Thank you.  Thank you, John.  So just a few final closing remarks.  As I said, earlier, thanks to everyone who came today, who participated, made presentations.  Highly informative and as you can see you have given us a lot to think about.


For those of you wanting to review what was said, today has been transcribed and we would expect the transcript to be posted on our website tomorrow.


The next step for the Staff really is to take what we have heard here today, what we have received from you in submissions, and develop a discussion paper.  The purpose of a discussion paper is to generate and provoke discussion.


So I expect that there may be, there may need to be further kinds of discussion after the Staff is ready to release that paper, without at this point going into a lot of details what form that would take, but certainly we would want to hear back from you and at that stage, as I mentioned this morning, there will be other parties who may perhaps require cost awards to participate in this process and that will be available at that stage.


So just finally, again, thank you all.  George, is there a question?


MR. VEGH:  George Vegh, Great Lakes Power.  Just one more thing to think about as you are listing your things.  It occurred to me from listening to this afternoon's presentations that these two issues on connection cost recovery and generation cost recovery may well be going down different paths, in terms of the types of research that you will be doing and the issues, certainly, and even with the parties’ participation.


One thing you might want to think about is whether or not this should remain a combined process looking at the two of them, or whether, when might be a good opportunity to split two off a bit.  So that you could have dedicated paths to both of them.


MR. FRASER:  Okay.  We will consider that, George.  Sorry, there is another comment.


MR. AINSLIE:  Kimble Ainslie from Energy Probe.  Do you have a time frame on the discussion paper?


MR. FRASER:  I’d prefer to be vague at this point.


MR. AINSLIE:  Before summer?


MR. FRASER:  Definitely well before summer.  In the spring, I would say. With that, I would like to thank every one last time and wish you a good remainder of your Valentine's Day.


--- Whereupon the hearing adjourned at 3:20 p.m.
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