Synopsis of Board Decision
Transmission System Code Review: Phase 1 (RP-2002-0120)
Changes to the Policy Framework

INTRODUCTION

The Transmission System Code (“the Code’) sets out the dectricity transmitters obligations with respect
to its cusomers. It includes a Connection Agreement which covers the technica and commercid
respongibilities of transmitters and their cussomers. The Code aso addresses the transmitters standards
for operating, managing and expanding their transmission system.

The purpose of this document is to provide a brief synopsis of the sdient aspects of the Decison in an
accessible format. It isintended to provide an overview of the Decision and to place aspects of it in an
appropriate context. For the pecific findings and the reasoning supporting those findings, recourse must
aways be made to the Decison itsdf and al matters of interpretation are dependent on the words of the
Decision proper and not this synopsis.

The Board had received numerous expressions of concern from various stakeholders regarding the
interpretation and application of the Code, particularly asit relaes to connection facilities. This induded
goplications for changes to the Code from some parties. The Board then decided that the Code, in its
current form, was not sustainable and a broader review was needed. There was too much that was | eft
opentointerpretation and, therefore, the Code needed to be tightened-up to enhancethelevel of regulatory
certainty for participants in the Ontario eectricity market.

On June 14, 2002, the Board published aNotice of Proceeding, on its own motion, indicating itsintent to
undertake this review of the Code. The Notice requested that interested parties provide a description of
their concerns.

The Board reviewed the submissions and subsequently determined that it would be best to divide the

proceeding into two phases, Phase 1 dedling with policy issues and Phase 2 addressing implementation
issues aswell asissues arising out of the gpplications filed.
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On August 30, 2002, the Board then issued a number of focused questions associated with the six policy
issues discussed below to solicit further stakeholder input.

Inorder tofurther facilitate the process, the Board issued aset of principlesand 41 preliminary propositions
for thePhase 1issueson April 14, 2003. Theintent wasto achieve amorefocused discussion of theissues
and provide avison of where the Board wanted to take the Code.

A Settlement Conference was aso held on September 9 - 16, 2003 to seek consensus, where possible,
and develop workable aternatives for the Board's consideration.  This involved seven specific issues
induding a definition of embedded generation and determining the remaining value of atransmission asset.

The Board's Decison addresses the following Phase 1 policy issues. (1) Available Capacity; (2)
Transmisson System Bypass, (3) Cost Responsihility; (4) Contestability; (5) Economic Evduation; and
(6) Contractud Issues.

The following provides an overview of the more sgnificant findings of the Board in the Decison. Please

see the body of the Decison for a full discusson of dl the Board's findings and andyss as well as
comments of the partiesinvolved. Thisisorganized under the Sx overlying policy issues mentioned above.

POLICY | SSUES

Providing clarification about some of the terms used in this gppendix may assst in better understanding this
document.

References to “customer” throughout this gppendix means a customer directly connected to the
transmission system and includes dectricity consumers, generators and digtributors (i.e.,, not a
customer of adigtributor).

The term “load” essentidly means a customer’sleve of dectricity demand (e.g., new load means
acustomer’s additiond demand above their current leve).

Therearedifferent typesof transmisson assats. Transmission “ network” assetsbenefit dl Ontario
electricity consumers while “connection” assets are only used by a specific customer or group of
cusomers. An andogy that may provide a better understanding is the network assets are smilar
to the highwayswe dl drive our vehicles on, while connection assets are like the connecting roads
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only certain drivers use to get to the highway. The Code focuses primarily on connection (i.e.,
transformation and line) assets.

1. Available Capacity
Avallable capacity isbasicaly the remaining amount of capacity on atransmisson connection asset thet is
not required to meet the expected needs of the current customer(s). For amore precise definition, please

see the body of the Decision.

Facilitating Competition in the Transmisson Connections M ar ket

The Board decided that there was aneed to treat line and transfor mation connectionfadilitiesdifferently
in terms of the following.

Transformation Connections

The Board took the view that a transmitter should not have an autométic right to assign available capacity
to service new customer load where it involves transformation connection facilities® Accordingly, a
customer opting to build its own such facilities to meet new load does not congtitute duplication or bypass
in specific circumstances.  This dlows for greater competition which should lead to more economic

efficiency on the part of the tranamitter without resulting in any uncompensated stranding of connection
assets. It dso enhances customer choice. However, thiswill only apply where that new load has not been
goedifically part of a customer’s forecast of its needs included in a contract signed by both parties.

Trangmitters build the connection assets based on the individua customer forecasts and customers must

be held accountable.

If acustomer chooses to build its own new transformation facilities, they may aso be used to supply the
customer's existing load if the customer adequately compensates the transmitter for the loss of that
customer’ sload. How the amount of compensation will be determined is discussed below.

Anissue arisesif adistributor transfers existing load from the transmitter's transformation facilities. For
example, if a distributor smilarly compensated the transmitter as discussed above, unlike an end-use

The method to be used to distinguish between a customer’ snew and existing load isfully
explained in the accompanying Decision. It isreferred to asthe Capacity Assigned to a Customer
(CATC) whichis established by acustomer’ s forecast of their needs.
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customer (eg., indudtrid) of the tranamitter, this compensation could come a the expense of the
digtributor’ s captive customers (e.g., resdentid). In such cases, there will dways be a prudence review
by the Board which could result in someor dl of the investment being disallowed in distribution rates paid
by consumers. The onus will be on the distributor to make a business case to the Board that a new
transformation facility was, in fact, necessary and that it was more cogt-effective to build it thanto usethe
trangmitter's existing facilities.

The Board' s decision above on transformation facilities may seem somewhat revolutionary. The Board
acknowledges the concerns that were raised by transmitters regarding the potentid implications. As a
result, it is important to put this decision into perspective. First, new load is not a concern because the
transmitter's existing connection assets will typicaly be paid for through the rates paid by exigting
customers. And where thismay not be the case because a customer choosesto transfer their existing load
to its own new transformation facilities, that customer will dways be required to adequately compensate
the transmitter. In addition, atransmitter’ s regulated revenues generaly come from three types of assets
— network as well as transformation and line connection. Based on Hydro On€e's last rate order, the
common network accountsfor over haf of their revenue requirement which isnot affected by thisdecision.

Since line connection revenues are not affected ether, this leaves only about one quarter of total

transmission assets that are transformation connection. Moreover, many trandformation facilities are not
affected by this decison since they are dready owned by cusomers. Given the above, thisis viewed by
the Board to be evolutionary as opposed to revolutionary.2

Line Connections

Customers will dso be permitted to congtruct their own new line connection facilities where available
capacity is not adequate on the tranamitter’ s exigting facility to meet the customer’s needs. Thiswill not
be considered bypass.

In contrast to the decison above on transformation assets, if there is sufficient capacity available on the
transmitter’ sline connection asset, acustomer will not be permitted to build ancther new facility. It would

be considered unauthorized bypass.

The Board is concerned that not firgt utilizing unused existing line cgpacity would likely result in pardld

Thisissue associated with line and transformation connection facilities was al so addressed in the
Transmission System Bypass section of the Decision.

Page 4 of 18



transmission lines across the province. Each of which would require its own additiond right-of-way and
have potentid unnecessary environmenta implications. Therefore, the potential would increase for
unnecessary duplication leaving some assets stranded, with Ontario consumers continuing to pay for the
transmitter’ s under-utilized assets.

Line and Transformation Connections: Overloaded Facilities

If acustomer choosesto builditsownline or transfor mation connection facilitiesto serve new load, those
new facilities may aso be used to serve existing load without compensating the tranamitter only if the
exiging tranamitter’ sfacility isoverloaded. Overloading any facility reducesthe economic efficiency of the
transmisson system and should be avoided. However, only the overload portion will be transferable to
the new customer’ s facility without compensating the transmitter.

The underlying rationae for the decisons above to facilitate grester competition in the transmission
connections market is the Board's interest in providing reasonable opportunities for new approaches to
system change, as long as exigting customers and the transmitters are not unduly prejudiced. By dlowing
customers a new range of options and introducing increased diversity in the development of new
transmission connection assets within the system, the Board expects to see overdl optimization.

Determining the Amount of Compensation

In addition to determining when the customer must compensate the transmitter, the Board also needed to
decide on the most appropriate method for determining the amount of compensation. The Board
considered anumber of optionsand decided to baseit onthe Net Book Value (NBV) of the asset plusan
adjustment for salvage and remova cogts, which includes environmenta remediation. This gpproach was
chosen because it is the most objective and it is congstent with the Board' s gpproach for determining the
rate base of a transmitter. NBV is aso the method used in Ontario to determine the appropriate
compensationwhen anaturd gas utility sellsan asset. Therefore, the NBV approach to compensation will
be used for any bypass authorized by the Code.

A Need For Greater Transparency / Avoiding Unnecessary Administrative Burden

Concerns were raised that there was alack of transparency and, therefore, atransmitter could provideits
dfiliated digtributor with preferentid treatment in terms of alocating capacity thet is available for use.
Accordingly, the Board decided that the process for managing available capacity needed to be more
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transparent. As such, going forward, any request for an alocation of available capacity will trigger a
requirement that the transmitter notify all customers connected to the affected facility. A reasonable period
will then be provided for those partiesto submit competing gpplications. Theavailable capacity will, inturn,
be divided fairly among those applicants that have adequately demonstrated a need.

The Board initidly proposed a requirement for tranamitters to maintain publicly available information,
regarding the available capacity, for al connected customers a al times to maximize transparency.
However, the Board has now concluded that this would impose a sgnificant unnecessary adminigtretive
burden on tranamitters, with the costs exceeding the benefits. As such, tranamitter’ swill only be required
to promptly provide such information to dl affected customers primarily at the time of a proposed system
expangonaof aconnection facility. Thisinformationwill need to be provided taking into account reasonable
customer confidentiaity concerns.

2. Transmission System Bypass

A Compr ehensive Definition of Embedded Generation — Enhancing Regulatory Certainty

Whether generation is embedded, in relation to a customer,, affects how the customer isto be charged by
the trangmitter for tranamisson services. In order to provide some context of what embedded generation
means, it is often self-generation and tendsto be removed from the transmisson system. Theillugtration
in Figure 1 is one example with the transmisson system represented by the larger towers on the light
background and the embedded

generator located within the distribution 1 ) @) e
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disputes arose, in part, because the current definition of embedded generation lacked the necessary
Specificity.

Given the above, the Decison looks at the issue more broadly to determine under what specific
circumstances generation will be considered embedded and, in doing so, consolidates the Board' sfindings
on embedded generationin the three Decison’ snoted above. The Board believesthat amorerefined and
comprehengve definition of embedded generation will provide greater regulatory certainty which should
facilitate investment in desired new supply in Ontario’s eectricity market.

The Board's gpproachin arriving at the following isdriven by the objectives of the Ontario Energy Board
(OEB) Act, 1998 and takesinto account that transmission issues are part of alarger picture. Thisincludes
the fact that Ontario is currently facing atight dectricity supply situation and has had to rely on expensive
sources, including imports, from time to time to meet peak demand.

There are four combinations of generation and load — new and existing — to be consdered in deciding
what qudifies as embedded generation. The Board addressed the first two combinations together in the
Decigon, since they both involve new generation and can be dedt with the same way.

New Generation

New generation will be considered embedded in relation to either existing or newload subjecttosatisfying
certain criteria

The following is a summary of the specific circumstances that will not affect whether it qudifies as
embedded generation.

Any new generation that is connected on the customer side of the connection between a customer and the
transmitter will be considered embedded and, therefore, not bypassregardlessof: (1) whether the customer
load isnew or exigting; (2) who ownsthe generation; (3) where the generation islocated; (4) what voltage
the generation isconnected at; (5) what commercid arrangementsthe generator entersinto; and (6) thesize
of the generation capacity and the number of generating units3

The date to distinguish between new and existing generation is the date that this Decision is
published on the Board's web site; i.e., any generation which went into operation on or after this
date will be considered to be new. This does not affect any decisions of the Board made in RP-
1999-0044; i.e., October 31, 1998 will continue to be used for the application of rates.
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Thereisone circumgtance, however, that involves new embedded generation where the tranamitter will
need to be compensated. That iswherean existing customer disconnectsfrom thetransmitter’ sconnection
assets to take service from anew and, in effect, a duplicative connection facility owned by a party other
than the trangmitter. This would result in the transmitter’ s connection assets becoming stranded. More
important, due to the disconnection, the transmitter would not be compensated for this stranding through
gross load hilling as the Board envisioned in RP-1999-0044. Accordingly, the customer will be required
to compensate the transmitter based on the respective net book value (NBV) of these facilities because
thisis clearly a case of bypass.

The Board recognizes that the tranamitter may lose revenue from existing load when it is supplied by new
generationthat qualifies as embedded. However, thiswill be reduced or even offset by the overall growth
in demand that will continue to be served by the transmitter. The Board dso recognizesthat thismay lead
to someincreasein the transmission costs borne by ratepayers. Again, this should be more than offset by
the expected reduction in energy costsfor al consumers resulting from the entry of new generation to meet
Ontario’s growing peek eectricity demand.

In addition, embedded generation is predominantly cogeneration which tendsto be amore energy efficient
and cogt-effectiveform of generation. Embedded generationisaso likely to enhancerdiability, reducethe
need to invest in the expansion of the transmission network, decrease the amount of wasted energy dueto
transmissionlinelosses and can reduce inefficiencies associated with transmission congestion. A reduction
in congestion means high cost generation does not need to be used as often when lower cost supply is
available, thus, reducing overdl energy costsfor al Ontario consumers.

To the extent that dl Ontario consumers will benefit from lower energy costs and enhanced rdidbility, itis
goppropriate for them to bear any potential additiona transmission costs.

Existing Generation

The Board then addressed the last two combinations which both involve existing generation.

Exiging generation can become embedded in relaion to an existing customer by reconfiguring exiging
transmissonsystem connections. Similarly, new customers could be connected so that existing generation

can be embedded in rdation to that new customer. Neither combination will be considered embedded
generation.
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Reconfiguration may result in some benefits for the specific generator and customer involved but thereis
no apparent benefit to Ontario ectricity consumers, asawhole, primarily because no new generation has
beenadded to Ontario’ selectricity market. At the sametime, such reconfigurations create additiona costs
for Ontario consumersdueto the stranding of thetranamitter’ sassets. Accordingly, these reconfigurations
amount to uneconomic bypass of the transmitter’ sfacilities since there are costs but no benefitsfor Ontario
consumersin genera and the eectricity market asawhole.

Fair Rate Treatment for Embedded Generation

Remaining Consistent with RP-1999-0044 Principles

Inorder to ensure consistent rate trestment, customers with new embedded generation, as defined above,
will be subject to the rate trestment established in RP-1999-0044. That is net load hilling for network
charges and gross load hilling for connection charges. Whereit doesnot quaify asembedded generation,
gross load hilling will apply for both charges.

Given the above, net load hilling will gpply for both network and connection charges for small scale
embedded generation for administrative reasons (i.e., metering & hilling). The threshold will continue to
be 1 MW or less per unit for conventional generation sources.

Eliminating Barriersto Embedded Renewable Energy

For renewable embedded generation, the threshold for full net loading billing will be increased to 2 MW
per unit. This recognizes the technological advances associated with renewable sources, especialy new
wind projectswhich aredl now primarily between 1 MW and 2 MW. Thisincreasedso reflectsasocietd
interest in increasing the proportion of renewable generation in the overdl supply mix in Ontario.

Therewasarequest to increase thisquaifying limit to 20 MW. However, the Board rg ected this proposal
as being excessve.

For the purposes of the revised Code, the Board decided to adopt the definition for renewable energy that
the Ministry of Energy used initsrecently released Request for Qudifications (RFQ) for 300 MW of new
renewable capacity. Consequently, the definition is a "Renewable Generating Facility” refersto a
facility that generates electricity fromthe following sources: wind, solar, Biomass, Bio-oil, Bio-gas,
landfill gas, or water. Other definitionswere proposed but the Board felt it would be prudent not to have
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competing definitions of renewable energy in the Ontario eectricity market.

New Embedded Generation — Not Consider ed Bypass

Any new embedded generation projects that are consistent with Board' s criteria discussed above will not
be considered system bypass. One of the reasons for initiating this proceeding was that a transmitter was
induding a“no bypass’ provision in the contracts that customers were required to sign before they began
recelving transmisson service. Many customers, including generators, objected but had no option other
than to sgn the contract. Going forward, tranamitters will not be permitted to do anything that would
discourage the development of new embedded generation in this manner.

Where provisonsin existing agreements between a transmitter and customer prevent or discourage the
development of new embedded generation, such as treating it as bypass, these provisions will not be
enforceable by the transmitter. And if there is a dispute, the revised Code will no longer permit the
tranamitter to place the related congtruction work on hold until thereisaresolution. This has been causing
needless ddlays to projects including new generation and will not be alowed to continue.

Prudent Replacement of Existing Transmission Facilities

Some assats will require replacement before they have been fully depreciated, while others will ill be
useful even though they are fully depreciated. Connection facilities, therefore, can only be replaced by a
trangmitter if they have reached the end of their useful life, regardiess if they have been fully depreciated.
To do otherwise would not be prudent.

Replacement will be a no cogt directly to any individud customer since such assetswill beincluded inthe
transmitter’ srate base. The requirement to replace connection facilities that are at the end of their useful
life includes an obligation for the tranamitter to ensure those facilities are properly repaired and maintained,
on an ongoing basis, so that they perform at the required technica stlandards and level of reliability.

Customers will be able to congtruct their own new facilities, at their own cog, to replace the transmitter’s
assets that have reached the end of their useful life if the tranamitter's connection assets have been fully
depreciated. Thisisnot bypass since the transmitter’s assets have been fully paid for. Conggtent with
determining compensation above, the determination of whether the connection facilities have become fully
depreciated will be based on their net book vaue (NBV).
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Prohibiting M easur es that Discour age Ener gy Efficiency and Conservation

Reductions in demand due to energy efficiency, conservation and load management will not be considered
system bypass, under any circumstances. This includes the ingdlation of renewable energy technologies
such as solar pandls that reduce a customer’s overall demand on the system. The promotion of energy
efficiency and conservationis one of the objectives of the OEB Act and is particularly important & atime
when Ontario faces atight supply of eectricity. There gppearsto be consensusthat the Ontario dectricity
market requiresincreased demand responseand conservation measures by consumers, and many initiatives
are underway to facilitate achievement of that god. It is particularly important to ensure that the Code not
permit any barriers or disncentives that sand in the way of such initiatives.

Practices or measuresthat discourage these initiatives, such asatransmitter imposing aminimum payment
obligationto cover present loads, will beprohibited. Allowingaminimum payment obligationwouldrequire
acustomer to pay the same minimum amount even if, for example, they were adle to cut their demand in
haf. Thiswould congtituteapenaty for conserving energy which isincons stent with the Government’ sgod
to create a“ culture of conservation” in Ontario and would ssimply not make sense.

Where such measuresarein existing agreements, they will be unenforceable by the transmitter and changing
those agreementsto be cons stent with the revised Code will not require the consent of both parties. 1t will
be amatter of compliance by tranamitters.

| Changes in Demand Maginified When Supply is Tight I

6

Again, this decision takes into account the y,
broader eectricity market. A reduction in ’ /

dectricity demand is equaly beneficid as an ) 7/
demand stretches the system close to its E

limits edectricity prices rise sharply (see R

Figure 2). Ontario has repesatedly been A

reguired to import expensive eectricity to Cnoemand S oemana

keep the lights on during such times of high
demand. A reativdy smdl increase in Figure 2

increase in upply. For example, when high

demand at such times can cause prices to
double or worse. Conversdly, a relaively modest reduction in demand, due to the measures discussed
above, can hold pricesin check and fogter price stability for the benefit of all Ontario consumers.
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3.  Cost Responsibility

Facilitating Necessary Transmission Planning and System Efficiency

It is important for a transmitter to be notified, as early as possble, of any reductions in a cusomer’s
demand resulting from ingtalling embedded generationor implementing energy efficiency, conservation, or
demand management programs. These are dl initiatives that would require planning by a cusomer.
Therefore, it would not be onerous for a customer to notify a transmitter in advance of implementation.
Tranamitters need such information for their own transmission planning and prudent investment purposes
aswdl asto operate Ontario’ s transmisson system efficiently and effectively.

All Partiesto Pay Their Fair Share — NoMore, No L ess

Customers who require new or upgraded connection facilities to meet their needswill bear the associated
costs, to the extent that the cost is not recovered in the transmitter’s rates. If more than one customer
requires or benefits from enhancements, al of those customers associated with that connection facility will
equitably share the cost of the enhancements.

Customers should not, however, be required to bear the cost of facilities that were aready planned by the
tranamitter. In order to ensurethat this does not happen, atransmitter will be required to provide new and
exiging customers with any pertinent existing transmisson plans, upon request, deding with system
expangon. Such plans are expected to be developed by transmitters to address growing demand,
sudanability, system reliability and integrity. These plans will dso be essentid to determine whether a
particular connection project istruly triggered by the needs of a specific customer.

Generators will dso be held responsible for the costs associated with connection facilities that they cause.
Thereis no reason to condder thisto be a deterrent to new generation, as was suggested, because thisis
an example of a standard cost of doing business for al new generators within and outside of Ontario. In
other words, dl customers of the transmitter need to pay ther fair share.

Given the above, if atranamitter adds more capacity thanthe customer requested, in anticipation of future
growth in demand, the transmitter will not be permitted to charge that customer for the additiona costs*
Permitting such arequirement could inhibit the devel opment of new generation. Customersshould pay only

Thisissue was also addressed in the Economic Evaluation section of the Decision.
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the costs that they cause and for the transmission capacity they benefit from.

Renewable Enerqy — Eliminating Barriers (Not Providing Hidden Subsidies)

The Board consdered a provison which would have obligated the transmitter to finance the capitd
contribution for new connection assets of a new renewable energy project, with the carrying charges
gpplied to the outstanding balance. However, the Board decided againgt this provision for a number of
reasons.

Imposing such arequirement could result in transferring significant financid risksto Ontario ratepayers. It
would aso likely divert scarce resources of the transmitter that are needed to maintain and operate the
tranamisson system efficiently, which could put religbility and safety at risk. In addition, this could hinder
the development of a more comptitive connections market as the Board has envisioned for some time.
Most important, providing financid incentives, for any form of generation, should not be accomplished
through a “technica” code in a non-trangparent manner (i.e., hidden in transmission rates). Government
programs are a more appropriate vehicle for providing such financia incentives in a more trangparent
manner. Instead of providing what may be viewed as subsidy to facilitate new renewable energy, the
Board decided to focus on eiminating barriers throughout the Code which is within its mandate.

Cugomer Accountability

The transmission system is dynamic in nature and a customer will be expected to understand that they may
have to upgrade their own equipment to adjust to achanging and growing transmisson system. Asaresult,
dl customers will be held responsible for upgrading their own equipment to the minimum new basdine
performancerequirementsestablished by thetransmitter. Thisisnecessary to ensureOntario’ stransmission
system operates as efficiently and effectively as possible.

4.  Contestability

Enhancing Customer Choice & |ncreasng Competition

Work on new connection fadilities will be contestable, regardiess of whether a capital contribution is
required from the customer, to facilitate competition. A customer requiring new facilitiesto connect to the
transmissonsystem will havetwo options. The customer can either design, construct, pay for and ownthe
new facilities or have them owned by the tranamitter. If the latter, a customer may choose to accept the
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transmitter's cost of congructing the new facilities or contract with any quaified contractor. Regardless of
which option is chosen, transmitters will retain the right to work on their own existing fadilities as they will
be mogt familiar with those facilities. Thisisimportant to ensure the efficient operations and safety of the
Ontario transmisson system.

The Board prefers that responsive customer service and accountability be brought about through market
forces rather than other methods such as resorting to fines or pendlties. The Board's approach aso
provides business opportunities for private and innovative companies across Ontario. It dso gives the
customer other optionsif the transmitter does not provide good customer service. The Board origindly
had a vison of developing a more competitive connections market in 1999, as part of the Board's RP-
1999-0044 Decison. These changes should further facilitate redlizing thet vison.

5. Economic Evaluation

Protecting Existing Ontario Consumers

An economic evauation provides the mechanism for determining any recovery shortfal and ensuring that
dl connection related costs are recovered from a connecting customer, either through rates or a capita
contribution. Therefore, it is needed to protect trangmitters and their exigting ratepayers from potentialy
subg dizing specific connecting customers. Again, dl cusomers will pay their fair share and an economic
evauation isthe tool that will be used to make sure this happens.

Beneficiaries to Pay Network Costs

In RP-1999-0044, the Board established the principle that network costs incurred, in establishing new or
enhanced connections (for customers or to connect new generation), should be borne by al ratepayers
since dl Ontario consumers benefit from the common network. Therefore, in most cases, network costs
will be excluded from determining the cost of a proposed connection.

There may, however, be exceptional Stuations. For example, mgor network system work, due to a
particular customer’s proposed connection, can sometimes have limited vaue to the overal network
system. Under these circumstances, the Board decided that it would not be appropriate for dl Ontario
consumers to bear such costs since they do not benefit.®

5 Allocation of Network costs was also addressed under Cost Responsibility in the Decision.
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Customersto Pay for Only the Transmission Servicesthey Use— No More, No L ess

As discussed above, the revised Code will prohibit minimum payment obligeations being imposed by the
tranamitter for existing facilities; i.e., customers should only pay for the services they use — no more, no
less. There will aso be a true-up process for new customer connection fecilities. If it shows that a
customer’s actual requirements are below those that were forecast and, therefore, has not generated
aufficient revenues for the tranamitter, the customer will make a payment to make up the shortfdl. If the
opposite occurs, the amount of excess revenue will be paid out to the customer when the last true-up
caculdion is carried out.

To diminate ancther barrier for energy efficiency, conservation, demand management, renewable energy
activities and relaively smal embedded generation projects— 1 MW or lessfor conventional generation
and 2 MW or lessfor renewable energy — the customer’ sinitia |oad forecast will be adjusted downwards
to reflect such measures and the associated reductions in demand on the transmission system. If the
forecast was not adjusted downwards, it would be equivaent to penalizing these desirable measureswhich
would conflict with the Government’ s god to createa " culture of conservation™ in Ontario. Thisprovison
isaso condgtent with thefind objectiveinthe OEB Act which is“to facilitate energy efficiency and the use
of cleaner, more environmentally benign energy sources in a manner consstent with the policies of the
Government of Ontario”. The Ontario dectricity market needs such measures to improve the baance
between supply and demand and, therefore, adl unnecessary obstacles will be diminated by the Board
within the context of this Code and its mandate.

In addition, customer’s economic evauaions will not indude sunk costs or historic revenues which has
sometimes been the practice in the past. Only projected costs and revenues for the supply of new
customer load will beincluded snceonly they arerelevant to anew connection project. Customersshould
amply not be paying the transmitter for costs (i.e., sunk) that were, for example, incurred before they even
became a customer.

6. Contractual | ssues

Projects, Especially New Generation, will No L onger be Unnecessarily Delayed

The trangmitter will continue with al construction work, according to the agreed upon project schedule,
and will not be permitted to stop or delay the work pending the outcome of any dispute resol ution process.
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Thisisvery important, especidly whereit involves new generation. Asaresult, the addition of needed new
supply to the Ontario dectricity market will no longer be delayed smply because of a dispute.

Protecting Consumers & the Financial Viability of the Transmitter

Transmitters will be permitted to require a reasonable security deposit from the connecting customer to
cover dl related congtruction costs. This is necessary to reduce the risk to the transmitter and its
ratepayers. For example, a customer requesting the new connection could walk away from the project or
go bankrupt after the transmitter has incurred the costs to build the facility for that cussomer. However,
if dl goes as planned, the tranamitter will return the deposit (with interest) once that risk no longer exists.

Not permitting a transmitter to require a reasonable security deposit could result in al Ontario consumers
bearing the costs of ddlinquent customers described above. Thiswould not be fair.

| nappr opriate Contract Provisonswill Not be Enfor ceable by Transmitters

Any provisons in a contract that are inconsastent with the revised Code will be unenforceable by the
transmitter.

The Board did not accept a position that this requirement should not gpply to existing agreements. Once
the Board has determined the appropriate regulatory regime, within the context of the Code, thetransmitter
must comply with that regulatory regime regardiess of the status of the agreement with a customer.
Otherwise, it would create adouble standard based on an arbitrary distinction between existing and future
customers.  The regulatory environment needs to be consigtent for al transmitters and customers. Al
transmitters smply must comply with the Code as a condition of thelr license.

Balancing Greater Transparency and Cusomer Confidentiality

Increasing trangparency isvery important. At the sametime, the Board isof theview that therevised Code
must contain provisons that baance the need for maintaining the confidentidity of information about a
customer and the need for trangmitters to provide information about the transmisson system to dl
customers that may be seeking new or upgraded connections. These provisonswill be incorporated, in
the revised Code, as part of the next phase in this proceeding. The goa will be to find the right balance
between these two competing objectives.
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CONCLUSION

The Boardisof theview that there has been more than an adequate opportunity for stakeholdersto provide
input, throughout this extensive consultation process, which has included sx opportunities for parties to
provide written submissons. Intota, there have been over 130 submissionsand many of those were each
filed by more than one party. Therewas also an extensive Settlement Conference that lasted five full days.
The Board would like to thank the stakeholdersinvolved for the Sgnificant contribution they each made
to this process. The stakeholder input has asssted the Board in shagping and refining its policy vision.

In arriving at its Decison onthe policy issues associated with forthcoming changesto the Code, the Board
has strived to take abalanced approach on dl fronts. Thebasisfor many of the changestakesinto account
that transmission issues cannot be properly addressed inisolation. Instead, they are part of alarger picture
whichincludesthefact that Ontario needsmore generation and energy conservation to improvethe baance
between supply and demand. This more strategic approach is needed to arrive &  more informed
decisons. At the sametime, the Board hastaken agreat dedl of careto ensuretheintegrity of the Ontario
trangmisson system is maintained and overal system optimization is facilitated.

The changes should ensure that the transmitter’ s monopoly position will not restrain competition in areas
where greater competition is beneficid and should dso facilitate the ability of parties to effect efficiencies
intheir useof dectricity without facing punitivemeasuresor disncentives. Barriersthat currently discourage
new generation, energy efficiency, conservation, load management and the use of renewableenergy sources
will dso be removed.

The Board wantsto reiterate that any provisionsin any contract that areincons stent with the revised Code
will be unenforceable by the transmitter, especialy where the customer was forced to sign the contract
under duress. Moreover, no projects, especidly thoseinvolving new generation, will be held-up any longer
due to disputes involving the tranamitter.

At the sametime, the Board' s Decison should aso ensure that unnecessary transmission asset duplication
will be avoided and thet dl transmission customers, including generators, will be held respongblefor paying
thar fair share of the cogtsthat they cause and benefit from. Thefinancid viability of thetransmitter, aswell
as dl operationd, safety and reiability requirements of the transmission system, continued to be a high
priority for the Board throughout this process. This is especidly important in light of the August 2003
blackout.

Page 17 of 18



The Board has dso attempted to arrive at the right balance between the need for greater transparency,
minimizing the administrative burden placed on transmitters and taking into account customer confidentiaity
concerns.

In summary, the Board is confident that the Decision, which completes the first phase of this proceeding,
will result in providing al participants in the Ontario eectricity market, including transmitters, with greater
regulatory certainty and predictability — aprerequisiteto attracting investorsto the Ontario market. While
the Board' s changes will make the Code more prescriptive, the Board has dso maintained agreat ded of
room for negotiation anongst the parties. The Board is confident that the revised Code will enhance the
regulatory environment in which these negotiations are to take place.

Inthe next phase of thisproceeding, the Board will produce adraft Codeincorporating the policy decisons

reflected in the Phase 1 Decison. All interested partieswill have an opportunity to make submissonson
the draft Code before the Board produces a final document.
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