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Hydro One Networks Inc. 
Comments Respecting Ontario Energy Board Staff Proposal Re:

Minimum Filing Requirements For Transmission And Distribution Rate Applications And Leave To Construct Projects Board File No. Eb-2006-0170
Introductory Remarks

This memo is in response to the Board’s request for comments respecting the Board staff discussion paper entitled “Staff Proposal on the Minimum Filing requirements for Transmission and Distribution Rate Applications and Leave to Construct Projects for Ontario’s Electricity Distributors” issued on July 17, 2006. Hydro One Networks Inc. (“Hydro One”) comments have been tempered by the positive meeting held with Board staff on August 1, 2006 at which Board staff encouraged Hydro One to present alternative filing options for the Board’s consideration.
While encouraged by Board staff’s initiatives to streamline and standardize filing requirements for the Ontario Electricity Local Distribution Companies (“LDCs”) and transmitters, Hydro One is at the same time disappointed with the initial path Board staff recommended for adoption as the minimum filing requirements for the LDCs for rate applications. 
All stakeholders spent considerable time and effort in the development of the 2006 Distribution Rate Handbook. It would appear Board staff has chosen to abandon this work effort in favour of adopting the natural gas common filing approach. The natural gas utilities have had over thirty years of OEB regulation using variations of the suggested approach. The gas approach has resulted in large volumes of prefiled evidence, extensive interrogatories and lengthy hearings.  The gas companies have over time and at considerable expense, developed the necessary business planning, budgeting and load forecast models and processes necessary to meet the gas minimum filing requirements. Board staff believe that the LDCs and transmitters can quickly adapt their systems and processes to meet similar filing requirements without any consideration of the time, effort and cost that would be required to either re-engineer these processes, or outsource all or part of the required work efforts to a third party.
Hydro One notes that natural gas rate hearings following the natural gas common filing requirements have not met with the degree of success implied by Board staff. Hearings tend to be fairly lengthy and interrogatories quite numerous in comparison to the recently completed RP-2005-0020/EB-2005-0378 Hydro One Distribution proceeding which established 2006 rates. Hydro One is therefore not convinced that the guidelines as currently proposed, would achieve staff’s stated objectives. 
It is Hydro One’s understanding that the Board has adopted the multiyear electricity distribution rate setting plan in part, to manage the workload associated with the review of 87 LDCs. Hydro One fails to see how, the adoption of the gas utility minimum filing requirements aids this process. The adoption of a revenue/sufficiency approach, coupled with the need to file extensive additional variance analysis at a much greater level of detail plus the provision of “average of the monthly average” rate base support, can only increase hearing times. This would appear to be at odds with stated Board objectives for the multiyear electricity distribution rate setting plan.

For the 2006 test year distribution filing Hydro One followed the 2006 Distribution Rate Handbook revenue requirement methodology. In so doing, Hydro One presented a work-based view of its capital and operating requirements and successfully defended these requirements before the Board. In fact, Hydro One received very strong favourable comments on the quality of the evidence and the ability of the witnesses to explain Hydro One’s distribution requirements from stakeholders and Board members.  
At the conclusion of the oral argument phase of RP-2005-0020/EB-2005-0511 Hydro One Distribution proceeding on February 9, 2006, the presiding member, Ms. Nowina made the following comments at Volume 13, TR. 99:
“I think, first, that we would like to say that the cooperative approach that Hydro One has taken in this proceeding has greatly facilitated the proceeding, and the Board very much appreciates the approach that you have taken. Without commenting on your remarks about the submissions of intervenors, I do have to say that in the end of this proceeding, that the intervenors have accepted the company's evidence on a number of key issues, and as a result we have far fewer issues to deal with at the end of the proceeding than we might have had if you had not taken that approach.  So I wouldn't want you to be discouraged about the approach that you have taken.  It has, I believe, reaped benefits for all of us.”

Mr. Betts, another panel member concluded the hearing with the following comments at Volume 13, TR. 100:  

“One thing, I certainly endorse what the Chair has said here about the cooperative nature and so on. You indicated, as you began your examination in‑chief of witnesses, how many of them were new to this process and the fact that this is a novel application by Hydro One.  I'm just hoping that the freshness, that the openness, the cooperation was not a function of the newness and that it can continue into the future.  I appreciate that you even pointed out that there are risks in this kind of adversarial arrangement, so it could cause an applicant to go in a different direction.  I just hope that it doesn't and that Hydro One continues in the form that it's chosen for this application.”

Given these comments and the fact that Hydro One did not receive any interrogatories requesting the type of information Board staff is now requesting, Hydro One encourages the Board to consider Hydro One’s work based filing format on a go forward basis as the standard for LDCs and transmitters. 
The level of information filed by Hydro One Distribution allowed for a full review of the Company’s forecasts and provided sufficient information for the Board to exercise due process and to make an informed decision. Given Board staffs indication at the meeting held on August 1, 2006, that they would be willing to consider alternative filing formats and that they would appreciate Hydro One proposing a workable alternative, our comments going forward will address our preferred alternative.
Hydro One Transmission will be filing its 2007/2008 revenue requirement and rate application in early September. This application will follow a format similar to the Hydro One Distribution 2006 application. This format was discussed and reviewed with Board staff and stakeholders per the Board’s Notice of Hearing of October 26, 2005. No objections were raised by the stakeholders with Hydro One’s proposed filing format. 

Hydro One therefore recommends the Board adopt the Hydro One work based approach as the preferred filing format for LDCs and transmitters on a going forward basis. A format that concentrates on the work to be achieved provides the appropriate area of focus for the Board given the major initiatives that must be undertaken in Ontario over the next decade. This approach facilitates comparisons across utilities as it is independent of how work is accomplished whether by internal or external third party resources.
Hydro One is supportive of the Board staff proposal for Section 92 applications in which project need only be addressed and justified in one place, either in a rate application, a Section 92 application or in the Ontario Power Authority’s (“OPA”) Integrated Power Supply Plan (“IPSP”), whichever is approved first. Hydro One also supports the need to clarify the specific roles and responsibilities of the transmitters, LDCs, the Independent Electricity System Operator (“IESO”) and the OPA in the filing of evidence and the provision of supporting testimony. Hydro One does however, have some concerns with the filing details, particularly, with respect to land matters, which will be discussed under the appropriate section of this response.

Hydro One’s specific comments will follow the chapter and sub-heading format in the Board staff proposal for ease of reference.
Chapter 2 Minimum filing requirements for electricity transmission and distribution companies’ cost of service rate applications, based on a forward test year
2.1
Introduction
Minimum Filing Deficiencies
Board staff indicates that if any significant element of the minimum filing requirements is not included in the filing, the application will be deemed incomplete and will not be processed until completed.
The adoption of any new minimum filing guidelines no matter what final format or alternative formats are eventually approved by the Board, will require LDCs to either modify or develop new business planning, budgeting and load/revenue forecast models in order to meet future test year filing needs. Hydro One suggests that the Board allow sufficient time for the LDCs to develop these enhancements in a cost effective manner before imposing the strict condition suggested by Board staff. Hydro One would therefore recommend a phased approach to the implementation of the final guidelines. As an example, does it make sense for each LDC to develop their own load forecast models? Would it not make more sense for the Board to initiate the development of a standard forecast model similar to what has been undertaken in the development of the cost allocation model under the EB-2005-0317 proceeding.
Detailed Variance Analysis
Board staff has suggested that detailed variance explanations should be provided between the test year, bridge year, last historical year and the last Board approved year. 
During the development of the Distribution Rate Handbook three years of historical information was seen as essential to establishing a trend or pattern for costs.  The variance analysis was seen to be far more helpful to focus on trends rather than on year over year analysis.  During Hydro One’s recent Transmission Revenue Requirement stakeholdering sessions, Hydro One was encouraged to provide 3 years of history in addition to the bridge and test years.

Hydro One notes that depending upon where in the three year cost of service review process an LDC falls, the comparison to the last Board approved year may span several years and may therefore be of limited value to the Board. For example Hydro One Transmission’s last approved test year is 2000. 
Revenue Sufficiency/Deficiency Approach
Board staff is recommending the adoption of the natural gas revenue sufficiency/deficiency approach to electricity filings versus the revenue requirement approach which has been the standard followed in all electricity rate proceedings before the OEB to date.
Hydro One sees no reason for the Board to move away from the revenue requirement approach adopted for the electricity industry in 1999. The adoption of the revenue sufficiency/deficiency model will require most LDCs and transmitters to develop new normalized load and revenue forecast models possibly at considerable cost. Hydro One questions the need for this added expense when the revenue requirement model provides all the detail necessary for the Board to render an informed decision.
Since transmitters provide services under uniform rates, revenue requirement is a more appropriate model for applications than a revenue sufficiency / deficiency test.

In the case of Hydro One, a load forecast is provided as part of our transmission and distribution applications and intervenors can question the witnesses with respect to the forecast detail. Hydro One does not see any added benefit of then taking the normalized load forecast and providing a revenue forecast at existing rates and then developing the pro forma income statements necessary to derive the revenue sufficiency/deficiency comparison and the associated variance analysis. 
2.1.1
Key Planning Parameters

In this section, Board staff have listed a number of key planning parameters. Hydro One will provide comment on those parameters (not already addressed) for which it has concerns and will suggest an alternative approach for consideration, where appropriate. 
Average of Monthly Averages Valuation Method

Hydro One sees little benefit in adding more complexity to the rate applications by requiring the average of the monthly averages valuation method be adopted for the determination of rate base. Hydro One feels little if any benefit can be gleamed by the Board by requiring LDCs and transmitters to file the monthly detail required to meet this requirement. The mid-year average method which was the basis for the 2006 distribution rate proceedings provides a sufficient smoothing adjustment for annual growth in rate base.
Reconciliation of Appendix 2-A Accounts

Board staff is proposing that LDCs and transmitters provide reconciliations between the USofA accounts filed in Appendix 2-A, with the functionalized totals in the cost allocation models, the RRR filings and the audited financial statements.  
Hydro One believes that this level of reconciling is far too detailed. It is our understanding that like Hydro One, the majority of electric utilities in the province have not adopted the USofA account structure for general ledger accounting purposes and like Hydro One, they map expenditures to the appropriate USofA accounts. As such, detailed account reconciliations would appear to be of little value. Hydro One would recommend that any reconciliations required, be provided at the USofA consolidated level which was incorporated into the 2006 EDR Model and  filed as Exhibits C2, Tab 2, Schedule 2, C3, Tab 2, Schedule 2, D2,Tab 2, Schedule 4 and D3, Tab 1, Schedule 3 in the 2006 Distribution Rate Application. Hydro One also notes that Appendix 2-A does not include transmission or generation USofA accounts which would be applicable to the Company’s operations.
2.2
Administrative Documents

2.2.1
Administration

Utility Organizational Charts

Board staff is requesting that LDCs and transmitters file organization charts down to the management level. Hydro One cannot understand the need to file organization charts at this level of organizational structure. Since Hydro One is an integrated transmission and distribution company and has shared common functions, services and operating groups, providing organization charts on a departmental basis would provide little value to the individual rate applications.  
Focusing on work and not on resources levels would further limit the value of detailed organization charts.
2.2.2
Overview

Correspondence Regarding Budget Levels

Hydro One views Board staff’s request to file correspondence regarding budget levels, goals, strategies and guidelines as onerous in nature and not necessary. Hydro One includes as part of its filing a discussion of the Company’s planning process, goals, objectives and economic assumptions underlying the application. The level of detail provided satisfied the stakeholders in the Hydro One Distribution 2006 rate proceeding as this area was deemed by all stakeholders not to be an issue.

2.2.3
Overview

Pro Forma Financial Statements 
Assuming the Board adopts the revenue requirement model for LDC and transmitter rate regulation, Hydro One believes Board staff’s requirement for bridge and test year pro forma statements would not be required.

2.3
Exhibit 2. Rate Base
Variance Analysis and Capital Budget
Board staff is requesting written variance explanations for rate base-related variances greater than or equal to 10% or $500,000. Hydro One suggests that the dollar limit is too low. Hydro One’s rate base is $6,505 million for Transmission and approximately $3,700 million for Distribution, a threshold of $500,000 would add a large amount of analysis. In the Hydro One Distribution application a $1 million level was accepted as appropriate and in the forthcoming Hydro One Transmission application Board staff has already agreed that a $3 million dollar level is appropriate. These dollar level are less than 0.05% of rate base. Hydro One suggests that these levels or even higher dollar levels are appropriate for Hydro One applications.
Hydro One also notes that the reference to customer additions and system expansion with PI values is a natural gas concept and is not applicable to the electricity utility business. Electricity utilities have an obligation to serve, whereas natural gas expansion is subject to the PI economic test.

Allowance for Working Capital

Hydro One’s applications included detailed working capital calculations supported by external expert studies. Hydro One does not see the need to provide detailed average of the monthly average information as noted earlier. Mid-year average determinations continue to be the appropriate level of detail for rate base determination.

2.4
Exhibit 3. Operating Revenue

Throughput Revenue and Variance Analysis
As discussed in the revenue sufficiency/deficiency section, the requirements to provide the revenue detail requested by Board staff will be extremely onerous for LDCs to provide and would not be required if the Board continues to accept the revenue requirement method as the standard for the electricity utilities. It is highly unlikely that the consumption data requested will be available for the historical periods requested.
2.5
Exhibit 4. Operating Costs

Operating Costs and Variance Analysis

The natural gas filing requirements are focused on a departmental and resource approach to reporting versus the work based focus used at Hydro One. 

Hydro One is an integrated transmission and distribution company and has shared common functions, services, assets and operating groups which are shared between distribution and transmission functions, in order to take advantage of cost savings opportunities.  As a result, filing information at the detailed department level requested is not appropriate for Hydro One applications and would require an extensive investment in new systems and processes to meet the Board staff’s suggested guidelines. Hydro One addresses this issue further in the section entitled “Systems and Operational Change Requirements”.

The work based filing approach was well received in Hydro One Distributions recent rate proceeding as already noted. At the August 1, 2006 meeting with Board staff, staff requested Hydro One to prepare an illustration of how the work based approach would provide the Board and stakeholders with all necessary information to judge the appropriateness of work program expenditure levels.
An examination based on the work, links to the asset condition and performance requirements for the system.  New externally directed programs such as equipment inspections, new conservation initiatives or smart meter compliant billing systems can be easily understood and the impact on review requirement assessed with this work program view of the utility.  

Appendix A provides an illustrative example of how work programs in general, including how administrative and general expenses are charged to the various work programs. In Hydro One applications, detailed supporting evidence is provided in support of the derivation of the standard unit rates that are applied to the forecast work effort requirements for each program. 

In addition, Hydro One’s applications include detailed discussions on administrative and general expenses at the Hydro One Networks Inc. level as well as the amount allocated to the transmission and distribution operations. These allocations are supported by the provision of an externally prepared cost allocation study. Hydro One therefore feels the evidence provided following the work based approach has in the past and can in the future provide the Board with the information necessary to make an informed decision respecting an appropriate level of revenue requirement. 
It should also be noted that this same methodology is used to price contestable work, thus providing a consistent costing approach. 
With respect to the level for which variance explanations should be required, Hydro One would recommend a threshold of 1% on total OM&A expenditures with no specified dollar limit.
2.8
Calculation of Revenue Deficiency or Surplus
Please refer to Hydro One’s earlier discussion of this topic.

2.10 Exhibit 9. Rate Design

The Board staff requirement to file three years of revenue to cost data will need to be phased in over time as the LDCs implement the Board approved cost allocation model and accumulate the necessary data to provide such analysis. 
It should be noted in the guidelines that transmitters do not provide rate design evidence since uniform transmission rates are in effect in Ontario. The Board determines these rates based upon revenue requirement and charge determinant information by tariff pool provided by transmitters in their cost of service applications.
Systems and Operational Change Requirements

Hydro One’s current processes and systems do not support or produce the level of information detail requested.  To make the changes required to produce information at this level of detail will be costly and still not result in information that is any better than the information that is currently filed with the Board.

The Board’s proposal would require significant changes to how Hydro One currently manages its business.  As a result substantial systems and operational changes would be required to meet the minimum requirements resulting in additional costs.  

Below are major changes from current procedures

As explained to the Board in the 2006 Distribution Rate Hearing (RP‑2005‑0020 / EB‑2005‑0378), Hydro One organizes and conducts its operations on the basis of work programs and functions performed by the company.  This results in reporting OM&A costs by program, which includes costs from across departments.  To report to the Board on a resource breakdown would require a complete change to our planning process - from a project base to a resource base.  To complete this would require development of a new planning system and its rollout and training to all planning staff.  Our current methodology does not allow us to provide information on a departmental basis with costs uniquely identified to support separate transmission and distribution filings.

Hydro One’s work program focus allows for measuring and managing unit cost efficiency by directly tying program costs to unit accomplishments. Moving to a resource focus would move us away from focusing on efficiency of maintaining our assets to a focus on managing resources which, Hydro One feels believes would be inappropriate. 

Hydro One outsources many key functions of its operations.  This will impact any analysis of staffing levels between utilities.  To compare the employee mix between a LDC that outsources and one that does not would result in a distorted comparison of staff utilization. 

Hydro One does not assign or manage work on a USofA basis.  The requirement to report in this manner would result in significant changes in both the financial reporting system and in management of costs.  This is a significant project and would require considerable time and effort.
Board staff suggests that line losses can be tracked and variance explanations provided.  Hydro One does not currently track actual line losses and it is apparent that other LDCs can also only estimate line losses today.  With the introduction of smart meters there will be an improvement in the ability to assess losses; however, given that some load will continue to be un-metered, line losses will not be tracked. 
To comply with the recommended filing requirements as currently drafted would require considerable time and effort. Once the final filing requirements are determined the LDCs and transmitters should be requested to make an assessment of the time and cost needed to be compliant, prior to Board approval of the final guidelines.

Chapter 4 
Minimum filing requirements for electricity transmission projects under Section 92 of the OEB Act

4.1
Introduction

As noted earlier, Hydro One is supportive of the Board staff proposal for Section 92 applications in which project need only be addressed and justified in one place, either in a rate application, a Section 92 application or in the OPA’s Integrated Power Supply Plan (IPSP), whichever is approved first. Hydro One is also supportive of the need to clarify the specific roles and responsibilities of the transmitters, LDCs, the Independent Electricity System Operator (IESO) and the OPA in the filing of evidence and the provision of supporting testimony. Hydro One does however, have some concerns with the filing details required with respect to land matters. These concerns are addressed below.

4.3.6
Land Matters

The OEB Act sets out the filing requirements pertaining to land matters for a leave to construct application. The Board staff draft filing guidelines actually require more of the Applicant than is currently filed for a typical leave to construct approval, and more than is required by the legislation.
The legislation reads as follows:
94.  An applicant for an order granting leave under this Part shall file with the application a map showing the general location of the proposed work and the municipalities, highways, railways, utility lines and navigable waters through, under, over, upon or across which the proposed work is to pass.  1998, c. 15, Sched. B, s. 94.
97.  In an application under section 90, 91 or 92, leave to construct shall not be granted until the applicant satisfies the Board that it has offered or will offer to each owner of land affected by the approved route or location an agreement in a form approved by the Board.  1998, c. 15, Sched. B, s. 97.
In addition, there is a notice requirement to properly serve the application on affected Parties.  These legislative and notice requirements are met by means of the current practice of conducting a registry office search of current owners and encumbrances for notice purposes, and by filing a site route map with the application, which does show the “general location of the proposed work and the municipalities, highways, railways, utility lines and navigable waters though, under, over, upon or across which the proposed work is to pass.”
Effect of new proposed requirements:

The following requirements are not practical at the filing stage:

“The applicant’s plan for acquiring new easements or amending existing easements: and the progress achieved to date with affected landowners, any concerns, or objections registered by affected landowners and municipalities with respect to the proposed construction, and the resolution of these concerns.”
At the time of filing a leave to construct application, although the general proposed route is known and a map can therefore be filed with the application, negotiations with land owners for rights have either not commenced or are not far enough advanced  to allow this requirement to be met. It would be problematic if it became necessary to pre-negotiate with landowners prior to filing for a leave to construct. This requirement could unnecessarily delay the filing of an application for needed infrastructure. It also goes beyond what is currently required by the legislation.

If a landowner and/or municipality has legitimate concern then they may register their concerns with the Board through the Section 92 process. It is not practical for Hydro One to be held accountable to document these concerns and resolve them as part of the filing requirements. Hydro One attempts to accommodate/resolve concerns throughout the planning and construction phases but to make this part of the filing process is premature. 
Hydro One therefore recommends that this requirement be removed from the Board’s minimum filing requirements.

The suggestions made by Board staff in this area, appear to be lifted largely from the natural gas guidelines where the OEB has environmental assessment approval responsibility. In the electricity environment, routing of transmission infrastructure is subject to the Environmental Assessment Act and as such is part of a separate approval process from a Section 92 application. Hydro One recommends Board staff redraft this section to ensure applicability to the way in which electric transmission facilities are approved and constructed in Ontario.
For example, reference should be made for the need to file the status of the environmental assessment as part of the application. Most of the route selection issues will have been dealt with through the environmental assessment process.
4.3.9
Customer Impact Assessment
The current draft reads:
“A transmitter would provide each affected customer with a new available fault current level”

Hydro One believes the words “at its delivery point” are required to be added to the end of this sentence.
Chapter 5 
Prior to the approval of an Integrated Power System Plan: Minimum filing requirements for the approval a capital budget for a transmission project in a rate application or for the approval of projects under section 92 of the OEB Act
5.2.2
Project Need

Board staff has identified project need according to two criteria:
1. Non-discretionary – whereby project need is determined beyond the control of the applicant; and

2. Discretionary – where project need is determined at the discretion of the applicant.

With respect to the list of examples that Board staff have listed that they consider to be discretionary, it is quite possible that projects within this list could be directed by the IESO or the Board and therefore considered non-discretionary.

5.3.1
Evidence in Support of Need

Hydro One feels it is necessary for this section to clearly delineate the roles and responsibilities of the IESO and the OPA with respect to the justification of project need, the level and type of justification support required and the timing of the provision of any evidence and witness support. The guidelines should also specify the IESO and the OPA’s role in providing evidence with respect to non-transmission alternatives considered.
Project Cost Recovery

Hydro One recommends that the Board give consideration to providing certainty of cost recovery at the same time the Board approves a leave to construct application. Since project costs will have been reviewed in the Section 92 application, approval of the project’s costs by the Board at this time could then be considered approval of an amount which would be included in rates at the next rate reset. Actual costs would be tracked in a variance account in the interim. This approach is similar in nature to the need discussion, whereby project costs would also be determined and approved once. This would result in a more efficient process.
Conclusion
Hydro One is hopeful that these comments are helpful to the Board in determining the filing guidelines for rate and Section 92 applications. Hydro One would be pleased to meet with the Board staff to discuss any of our recommendations.
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Example of Standard Labour Rate Composition 

[a]

:

Payroll obligations $49.54

Contractual time away from work $8.25

Time not directly benefiting a specific Program or Project $4.45

Support activities $10.99

Standard Labour Rate $73.23

Resources

Customer Operations 

Trades:

Standard Labour Rate

1

X  # 

of hours

Fleet Used: Standard Rate x 

# hours used

[a]

Reference: RP-2005-0020/EB-2005-0378; Exhibit C1, Tab 5, Schedule 1, Page 9

Customer Operations trades:

Standard Labour Rate
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X  # 
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# hours used
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