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PROCEEDING ON GENERIC DISTRIBUTION ISSUES -- 2006 RATE APPLICATIONS 

SUBMISSION OF HYDRO ONE NETWORKS INC.

Hydro One Networks Inc. (“Hydro One”) on behalf of its Distribution Business makes this submission in response to the Board’s Procedural Order 3, issued on November 17, 2005.  This submission supplements that which was pre-filed on August 17, 2005, as part of the proceeding on Hydro One’s 2006 Distribution rates under docket number RP-2005-0020/EB-2005-0378.  Further discussions of Hydro One’s pre-filed evidence will refer to evidence filed under that docket number, unless otherwise stated.

1.0
THE COST TREATMENT OF SMART METERS 

1.1
Benefits of the Deferral Account Approach

With respect to the smart meter program, Hydro One believes that utilities require flexibility in the cost recovery mechanism, enabling the capture of all costs incurred to meet their obligations in a deferral account.   Although the "Energy Conservation Responsibility Act, 2005" was introduced on November 3, 2005, there are still unknowns. Regulations are not yet passed that specifically define utilities’ roles and responsibilities or address issues such as how utilities will carry out their roles, the types and functionality of the meters, the provision of telecommunications and the logistics around the routing, access and storage of smart meter-related data.  The Board’s Smart Meter Implementation Plan of January 2005 also had recommended that urban areas of the Province be addressed first, which if implemented, may exclude the vast majority of Hydro One’s service territory for some time.  Under these circumstances, Hydro One cannot forecast costs for inclusion in revenue requirement for 2006 with reasonable accuracy. 

As noted in Exhibit D1, Tab 1, Schedule 5, page 2, Hydro One’s purchases of smart meters are included in its Materials and Supplies inventory, and therefore in its 2006 working capital.  Hydro One has not forecast smart meter expenditures in its 2006 revenue requirements.  The expenditures included in the Company’s approved C&DM plan utilizing third phase MARR revenues are intended to recover the costs of initial program start-up.  Further work was put on hold pending further direction from the Provincial Government regarding this initiative.

In the meantime, due to the uncertainty still surrounding the program, Hydro One has proposed in Exhibit F1, Tab 3, Schedule 1, page 1, the establishment of a deferral account to capture all costs (such as capital costs, depreciation and OM&A) related to the smart meter program.  If such a deferral account were approved, Hydro One anticipates that these costs would be subject to a prudence review in a future proceeding.

1.2
Treatment of Potential Stranded Costs
The Implementation Plan also noted the potential for significant stranded costs, arising from the replacement of existing meters. This issue is contemplated in the Provincial Government's pending legislation, which ensures that "distributors, transmitters, retailers or other persons are not financially disadvantaged by the implementation of the smart metering initiative". Hydro One's Depreciation study addresses the issue of these stranded assets at Exhibit C1, Tab 7, page 11. The study recommends the amortization of conventional meters over a five-year period, which is consistent with the Government initiative to replace these meters by 2010. Hydro One believes that this study proposes treatment which is consistent with the objectives of depreciation accounting and provides a pragmatic administrative procedure for processing an unusual and massive amount of extraordinary retirements dictated by a public policy decision.

1.3
Rates

The Board's Implementation Plan also identified incremental costs arising from the smart meter program, but notes, however, that the cost of each meter will vary among utilities because of distributor geography, customer density, customer type and communication technology.  These factors and the potential for significant timing differences in installation are not conducive to accurate matching of costs with revenues.  Given such variation, Hydro One believes that the timing is premature for the development of either a standard rate or utility-specific rates.   

If the Board wishes to pursue the development of smart meter-related rates, Hydro One suggests that this is an issue which the Board-initiated Cost Allocation Working Group should be asked to examine.  In the meantime, given the uncertainty, we suggest the use of a deferral account with subsequent prudence review, as the most appropriate treatment.

2.0
DEFERRAL ACCOUNTS

2.1 
Regulatory Costs

The number of Board- or third party-initiated proceedings and the depth and breadth of support required for adequate participation in each can vary from year to year and the attendant costs may not be readily predictable.  Hydro One submits that the Board should permit utilities to establish deferral accounts to record incremental material costs related to regulatory proceedings.  These costs should comply with Article 480 of the Accounting Procedures Handbook for causation (clearly outside of the base upon which rates were derived), inability of management to control (incurred to satisfy requirements mandated by the Board or other regulatory body), materiality and prudence.  In this context, Hydro One considers incremental costs to be those associated with unforeseen proceedings, studies or consultations directed by the Board and comprising payments to third parties, such as intervenors and stakeholders under such circumstances. 

2.2
Revenue Losses Attributable to Unforecasted Distributed Generation

Distributors will lose revenues when distributed generators displace load that otherwise would have been purchased by customers from the distributor.  The lower sales volume will be reflected immediately in actual billing data, but related revenue shortfalls may be recovered by distributors only after they are allowed to re-set their rates.

Distributors should be able to recover the foregone revenue resulting from distributed generators coming on-stream in the period between rate re-sets.  Hydro One believes that recording the amount of lost revenue in a deferral account for disposition subject to a prudence review and Board approval, is an appropriate approach.  Exhibit F1, Tab 3, Schedule 1, Section 3.0 of Hydro One’s pre-filed evidence requests permission from the Board to establish a variance account to track distribution revenue loss resulting from distributed generation.

3.0
STAND-BY RATES FOR LOAD DISPLACEMENT GENERATION
Hydro One believes that load displacement generators should cover the costs incurred on their behalf when they depend on their utility for electricity supply whenever their generation facilities are out of service.  We accordingly would support the development of a standardized methodology to address such situations.  Exhibit F1, Tab 3, Schedule 1, page 3 of Hydro One’s pre-filed evidence discusses the Company’s proposal for a stand-by administration charge which we believe applies to this circumstance.  Exhibit G2, Tab 93, Schedule 1, page 9 provides the breakdown of the charge.  The establishment of a stand-by charge was provided for in the 2006 Electricity Distribution Rate Handbook. 

4.0
OTHER DEFERRAL ACCOUNTS

4.1.1
Revenue Shortfalls Due to Rate Mitigation

Hydro One believes that utilities should have the flexibility to request deferral accounts to address revenue shortfalls due to rate mitigation efforts.  Such shortfalls can be material to a utility’s revenue expectations during the period between rate re-sets and if not addressed, imply that the utility’s assessed return on equity may not be achievable over the medium or longer term.  The treatment of such shortfalls as regulatory assets with potential for recovery can help to minimize the utility’s financial uncertainty.  The Board has approved such an approach before, for example, in its March 15, 2005 Decision and Order in RP-2005-0014/EB2005-0099-0185, allowing Hydro One to record in a variance account, a revenue shortfall due to its mitigation of rate impacts associated with maintaining a 10% rate increase threshold for its acquired utility customers.

4.1.2
Low Voltage Charge Variances

Hydro One supports the establishment of deferral accounts by embedded utilities to address low voltage charge variances.

4.1.3
Material Bad Debt
Hydro One’s evidence on its bad debt management is provided in Exhibit C1, Tab 2, Schedule 5, pages 12 and 13.  While Hydro One undertakes activities to ensure that such debt is minimized or managed to the extent possible, on occasion, events beyond a utility’s control can create an unmanageable level of bad debt during the period between rate re-sets.  Accordingly, Hydro One believes that utilities should have the flexibility to record bad debt, if material (defined on page 46 of the 2006 Rate Handbook as an amount exceeding 0.2% of the utility’s 2004 distribution expenses) and above that provided for in current rates, in a deferral account for later review and, if approved, for recovery.

5.0
CONCLUSIONS
Overall, Hydro One submits that several of the types of expenditures discussed by the Board are appropriate for deferral account treatment.  We believe that such accounts should be permitted to record incremental material costs when they comply with Article 480 of the Accounting Procedures Handbook for causation (clearly outside of the base upon which rates were derived), inability of mnagement to control (incurred to satisfy requirements mandated by the Board or other regulatory body), materiality and prudence.

