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by FAX
November 7, 2005

Mr. John Zych

Secretary

Ontario Energy Board

Suite 2601, 2300 Yonge Street

P.O. Box 2319

Toronto, ON.

M4P 1E4

Dear Mr. Zych:

RP-2005-0020, Procedural Order No. 1 -- Hydro One Networks’ Comments on the Board’s Proposed Issues List 

	


On November 2, 2005, the Board issued a Procedural Order which sets upcoming dates in this proceeding, and requires Parties to comment on a proposed issues list which was attached as Appendix 2 to the Order.  Hydro One wishes to propose the inclusion of two additional issues to the list and to request one clarification.  We also would like to confirm which proceeding will address our requests for deferral accounts.

Return On Equity
The first issue which should be added to the generic issues list is the important issue of return on equity (“ROE”).  Utilities that have chosen to use a forward test year are being asked to assess the impact of using a more current interest rate forecast and a lower rate of return on their revenue requirement.  The suggestion is that those Utilities that chose to use an historical test year can continue to use 9% as an appropriate ROE for 2006.

The use of a forward test year is contemplated in the Distribution Rate Handbook.  The Handbook also takes a formulaic approach to return on equity.  Hydro One and other Applicants that used a forward test year simply applied the Handbook when they filed for 2006 rates.  The Board is now proposing to calculate return on equity differently for the forward test year Utilities; a possibility which was not contemplated by the Handbook and which will prejudice those Applicants who chose that approach.  The rate of return on equity is an important issue which will have significant financial consequences for all Utilities, and in Hydro One’s submission, this issue should appear on the issues list for generic consideration.

Approach to Set 2007 Rates

The second issue which Hydro One would like to propose for inclusion on the generic issues list is the approval of a formula for setting 2007 rates. This issue was actually proposed by Hydro One for inclusion on the issues list for its 2006 distribution application (RP-2005-0020/ EB-2005-0378). 

At page 4 of Procedural Order Number 2 in the RP-2005-0020/EB-2005-0378 proceeding, the Board addressed the disposition of this issue as follows:

“The Board finds that the proposal by Hydro One for a formulaic rate setting mechanism should be considered in a more generic process. The Board recognizes the interest the issue holds for other Parties, particularly other Distributors, who have not intervened in this case. The Board is not declining to hear the proposal from Hydro One. However, this proposal should not be reviewed as part of the main 2006 rates case. The Board will consider the best way to convene a generic process to determine a rate setting mechanism for electricity distributors in 2007, and inform Hydro One, and other electricity distributors and stakeholders of that process.”

Hydro One submits that this generic process is the proper place to address this issue. It would be expedient and efficient to do so in January of 2006 during this generic process, so that all Utilities may complete their filing requirements well in advance of 2007.

CDM Spending

The Board also suggested in Hydro One’s Distribution Procedural Order 2, that the issue of CDM spending is another issue that could be dealt with in a generic proceeding. Hydro One would therefore appreciate clarification on whether generic CDM Issues will be included in this proceeding.

Confirmation on Process to Address Deferral Accounts 

Hydro One would like confirmation that our request, in our Distribution 2006 rate submission, for deferral accounts to address future smart metering work (identified as Issue 1 in the Board’s proposed issues list for the generic hearing), revenue losses from unforecast distributed generation (Issue 2.2), and rate mitigation revenue shortfall with respect to our acquired utilities (Issue 4.1.1) will be addressed in this generic proceeding, rather than in the Distribution 2006 rate proceeding. 

Hydro One believes that the remaining items on the proposed issues list are appropriate.

Thank you for the opportunity to provide our comments.  As per the Board’s directions, an electronic copy of this memo also will be e-mailed to the Board.  

Yours truly, 

Susan Frank

