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November 7, 2005

VIA FAX AND E-MAIL

Mr. John Zych

Board Secretary

Ontario Energy Board

P.O. Box 2319

2300 Yonge Street

Toronto, Ontario

M4P 1E4

Dear Mr. Zych: 

Re:
Electricity Distribution Rates for 2006



OEB File No. RP-2005-0020

Procedural Order No. 1 – Generic Issues

We are writing, on behalf of the Vulnerable Energy Consumers’ Coalition (VECC), in response to RP-2005-0020 Procedural Order No. 1 (dated November 2, 2005) seeking comment on the proposed Generic Issues List.  

We must preface our comments with two observations.  First, we believe that the identification of common issues would have been enhanced if parties had known, from the start, that it was the Board’s intent to identify and collectively address such issues through a separate process.  A fair amount of effort has been invested to date in reviewing the 2006 Rate Applications filed by Electricity Distributors and the identification of “generic issues” could have been more formally incorporated into that review if the plans of the Board had been known.  Second, the time frame provided by the Board for comment (5 days spanning a weekend) is extremely short and, as a result, we have not been able to give the matter the comprehensive consideration it warrants.  

However, having said this, we fully support dealing with common/generic issues in the manner proposed by the OEB and offer the following comments for the Board’s consideration.  Our comments have been divided into three parts.  The first deals with the generic issues suggested in the Procedural Order; the second offers comments regarding other potential generic issues and the third offers a couple of suggestions regarding the next steps in the process.

I. OEB Proposed Generic Issues

1. Smart Meters

VECC agrees that the treatment of Smart Meters should be addressed as a Generic Issue.  In reviewing the various EDR 2006 Applications VECC has noticed that a number of utilities have included both capital and OM&S dollars in their proposed rates, typically as Tier 1 adjustments.  However, there are probably an equal, if not larger, number of utilities which have made no allowance for smart meters in their 2006 rate application but, rather, requested approval of a variance account to track any spending that may arise once the government’s direction on smart meters has been established.  

VECC appreciates, given the uncertainty regarding when and how utilities will be required to facilitate the introduction of smart meters and the potential dollars involved, the dilemma that distribution utilities face in this area.  It is therefore not a surprise that a number of utilities have addressed the issue in the Application and that the approach varies.  However, there is merit to establishing a standard approach for all utilities, including those filing on a forward test year.

With respect to the specific issues, VECC suggests the addition of a sixth one:

1.6 Are there circumstances under which preference should be given to either approach (i.e., inclusion of a standard amount in rates versus establishment of a deferral account)?

2. Deferral Accounts

2.1 Regulatory Costs

VECC notes that a number of utilities have requested a deferral/variance account to deal with 2006 Regulatory costs and agrees that the matter should be considered a Generic Issue.  In terms of the specific issues, a number of utilities may have incurred consultant, legal counsel and direct incremental disbursement costs in 2004.  As a result, should a deferral account be granted, it will be necessary for those utilities to identify their 2004 expenditures and record them as a credit to customers in the deferral account.  This gives rise to a second potential issue:

2.1.2 What 2004 regulatory costs should be recorded as a credit for purposes of a regulatory cost deferral account?

VECC also noted that a number of utilities have requested deferral account regarding the Electrical Safety Authority fees.  This matter should also be addressed as a Generic Issue.

2.2 Revenue Losses Attributable to Unforecasted Distributed Generation

VECC does not agree that this matter should be treated as a Generic Issue.  At a general level, load uncertainty and its impact on revenues is an inherent part of a utility’s business.  Also, utilities were provided an opportunity incorporate in to the Application any anticipated material shifts in its revenue base (Handbook Section 9.2).  Furthermore, the impact of distributed generation is likely to be utility-specific and depend on factors such as the size and timing of any unforeseen distributed generation, the revenue that would be generated by the utility’s stand-by rates and whether the revenue loss is offset by other mitigating circumstances.  VECC submits that this issue should be dealt with on a utility specific basis.

3. Generalized Standby Rates for Load Displacement Generation

VECC agrees that the sample methodology provided in the 2006 Rate Handbook for determining standby rates could prove impractical for utilities with a number of distributed generators and/or where the facilities use to serve the generator(s) are not readily identifiable.  As a result, it would be reasonable for the Board to establish a workable alternative in such cases that provides for uniformity in terms of approach (though not necessarily results).  VECC’s only concern in this regard is that the method would have to be developed without the benefit of the results of the cost allocation methodology and studies that the Board is currently developing.  As a result, it may be necessary to put in place an interim solution for 2006, as was done for Unmetered Scattered Load.

4. Other Deferral Accounts

VECC does not support the inclusion of the issues identified here as Generic Issues.  Generally, the requests for a deferral account regarding each of the identified issues are limited to one or two utilities and are based on utility-specific circumstances.  It is VECC’s view that such requests should be considered on a utility-specific basis and that the threshold in terms of demonstration of need for granting such requests should set a very high level.  The methodology underlying the historical test year which allows utilities to use a historical test year incorporated a number of trade-offs – some to the benefit of the ratepayers and some to the benefit of shareholders.  To allow a plethora of deferral accounts to address cost pressures faced by utilities would upset this balance.  Also, utilities were given the option in the 2006 Rate Handbook to use a historical or forward test year and could have chosen the latter.

II. Other Potential Generic Issues

In its review of the various 2006 Distribution Rate Applications VECC has noted a couple of other issues that may warrant consideration as Generic Issues.

1. LV Charge Variances

A number of utilities are embedded distributors within either Hydro One Networks or another electricity distributor and have included in their proposed rates the anticipated impact LV charges that will be levied by Host Distributors.  At least one of these utilities (and probably more of the smaller ones which VECC has not had an opportunity to review) have requested a deferral account to address any differences between the revenues collected based on the LV adders in their approved distribution rates and the actual charges they will incur for 2006.  In VECC’s view there is a strong parallel between the LV charges to embedded utilities and the transmission charges faced by all utilities in the province.  Since variance accounts have been established for the latter, it is reasonable for the Board to consider, on a generic basis, whether a deferral account should be established for LV wheeling charges to embedded distributors.

2. Transformation Station Ownership by Distribution Utilities

A number of utilities have requested that Transformation Stations (i.e., Stations stepping power down from above 50 kV to below 50 kV) they have recently constructed and own be deemed as “distribution assets” for purposes of their Rate Applications.  The utilities concerned have included the associated costs of such stations in their rate base and operating expenses (often as a Tier 1 adjustment).  What is not clear from the Applications is whether the utilities have:

a) Adjusted (downwards) their Retail Transmission Service rates to reflect the fact that less load will now be delivered through Hydro One Networks’ facilities, and

b) Adjusted (downwards) the Cost of Power included used in the calculation of the Working Capital allowance for rate base.

VECC believes that both such adjustments are appropriate, otherwise customers are not getting the benefit of utility-ownership – just the cost.  VECC therefore submits that how these two issues are to be dealt with by all utilities owning Transformer Stations should be dealt with as a Generic Issue.

3. Debt Held by Former Utility Owners

VECC notes that there are a number of instances where utility ownership has changed since 2000 and the previous owner continues to hold debt in the utility that was issued when an affiliate relationship existed.  In all such cases the debt is now reported as “non-affiliate” debt.  However, in some cases the debt rate is in excess of the deemed rate that would be allowed by the Handbook (Section 5.2) if the issuer was considered to be an “affiliate”.  VECC believes that, as a matter of principle, this debt should continue to be considered as “debt held by an affiliate” and that direction on this matter should be considered a Generic Issue.

III. Next Steps

Set out below are two suggestions that VECC believes would improve the review process going forward and reduce the amount duplicative work that may otherwise occur.

First, it is suggested that in order to assist the process, Board Staff compile a summary of the relief requested by each utility on each of the Generic Issues and make this available by November 15th, 2005.  This could dramatically reduce the number of information requests to individual utilities.

Second, we note that the deadline for both the Board’s direction on what the Generic Issues will be and information requests on utility-specific issues is November 15th, 2005.  This makes it extremely difficult, if not impossible, for parties to ensure that the information requests filed on November 15th only address utility-specific issues, while at the same time ensuring that their requests deal with all the utility-specific issues.  It would be preferable if parties were advised what the Generic Issues were a couple of days prior to having to file their Utility-specific information requests.  In order to avoid this we would suggest that the due date for utility-specific information requests be changed to November 19th  or later.

Thank you for the opportunity to comment and, if you have any questions, please contact me.

Yours truly,

Original signed

John De Vellis

Counsel for VECC
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