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May 28, 2012

VIA E-MAIL

Ms. Kirsten Walli 

Board Secretary

Ontario Energy Board

P.O. Box 2319

2300 Yonge St.

Toronto, ON

M4P 1E4

Dear Ms. Walli: 

Re:
EB-2012-0180 - Hydro One Networks 
Transmission Request for an Accounting Order to Establish 
an Incumbent Transmitter Deferral Account
Vulnerable Energy Consumers Coalition (VECC) Final Submissions

Please find enclosed the submissions of the Vulnerable Energy Consumers Coalition (VECC) in the above noted proceeding.

Thank you.

Yours truly,

Original signed
Michael Janigan
Counsel for VECC
cc:
Hydro One Networks Inc. – Susan Frank – Regulatory@hydroone.com

All Intervenors

EB-2012-0180

ONTARIO ENERGY BOARD

IN THE MATTER OF the Ontario Energy Board Act, 1998, S.O. 1998, c.15 (Schedule B); 

AND IN THE MATTER OF a request by Hydro One Networks Inc. for a deferral account related to an ongoing proceeding (EB-2012-0180) to designate an electricity transmitter to undertake development work for the East-West Tie Line

FINAL SUBMISSIONS 


On Behalf of The


VULNERABLE ENERGY CONSUMERS COALITION (VECC)

May 28, 2012
Michael Janigan
Public Interest Advocacy Centre

One Nicholas Street, Suite 1204
Ottawa, Ontario

K1N 7B7
(613) 562-4002 extension 26 (office)

(613) 562-0007 (fax)

mjanigan@piac.ca
Vulnerable Energy Consumers Coalition (VECC)

Final Argument
1 Introduction
1.1 On March 22, 2012, Hydro One Networks Inc. (HONI) filed an Application with the Ontario Energy Board for an Accounting Order authorizing it to establish a new deferral account – the East-West Tie Deferral Account (“EWTDA”) – for the purpose of recording expenses relating to:  i) the East-West Tie Lie proceeding (EB-2011-0140) to designate an electricity transmitter to undertake development work and ii) subsequent connection project-related activities for a new electricity transmission line
.
1.2 Set out below are VECC’s final submissions on these matters.
2 Need for a Deferral Account
OEB Designation Process

2.1 HONI is proposing the Deferral Account capture both its share of the OEB Allocated Proceedings costs associated with EB-2011-0140 and any incremental costs incurred by HONI (in its role as the incumbent transmitter) in supporting the OEB’s East-West Tie designation process
.  HONI has indicated that its current transmission rates do not include any allowance for costs associated with the East-West Tie proceeding
.  Furthermore, Hydro One points out in response to interrogatories that it was not in a position to anticipate implementation of the East-West Tie designation process at the time its Application for 2011-2012 rates was filed
.  VECC accepts that this is case.

2.2 VECC also acknowledges that the OEB Designation Process is new to Ontario and parties, including HONI, have no precedent or experience upon which to estimate the likely cost of an incumbent transmitter’s (in this case HONI) participation in the process.   VECC submits that it is appropriate for the OEB to approve a deferral account in order to record the costs incurred by HONI for future review and possible recovery.
Development Work Associated with Stations and Other Supporting Asset Expenditures

2.3 Hydro One Networks is also proposing the Deferral Account capture certain development expenditures associated with its existing station assets and other supporting assets to permit the eventual connection of the East-West Tie Line to its transmission system
.  Hydro One acknowledges that these costs would normally be capitalized.  However, in this instance it believes it is appropriate to record them in a deferral account instead given the unique nature of the East-West Tie Line project.  HONI’s rationale appears to be that, because the designation process is new and it is not the proponent, there is a greater risk associated with the completion of the project.  

2.4 VECC does not necessarily accept this rationale.  However, VECC acknowledges that it is reasonable for HONI to undertake the necessary development activities in order to ensure the timely connection of the East-West Tie to its system when it is completed.  VECC also acknowledges that HONI should not be “out of pocket” for prudently incurred costs in this regard.  As a result, VECC submits that a deferral account should be approved for the recording of the costs.  VECC also notes that in its Decision on Hydro One’s last rate application (EB-2010-0002) the Board approved a deferral account to capture the costs incurred by the Company to plan, develop and implement transmission Green Projects
 as identified by the Minister.  While the projects associated with this already approved deferral account are different, the types of costs and the genesis of the costs (i.e., government direction) are very similar.
2.5 However, VECC also wants to note its expectation that, should the East-West Tie project proceed, the development costs in the deferral account that have been determined to have been prudently incurred will be capitalized as part of the overall capital expenditures incurred by HONI on stations and supporting assets.

Materiality Issues

2.6 In its interrogatories, OEB Staff raised the issue of the materiality of the costs involved
.  VECC agrees that materiality is important and that deferral/variance accounts should not be used to track every dollar of unforecasted expense but rather reserved for special cases.  In this instance, VECC notes that the East-West Tie designation process is unique, has been imposed on HONI by the government and that the cost implications for HONI are unknown.  On this basis, VECC submits that approval of the requested deferral account is reasonable.  VECC also agrees with HONI’s position
 that any materiality consideration should be applicable only at the time the disposition of the account balances is being considered.  

3 Structure and Scope of the Account and Costs
3.1 From VECC’s reading of the Application and the interrogatory responses, the proposed Deferral Account will have three sub-accounts:  The first would track the OEB-Allocated Proceeding costs; the second would track the Support Costs associated with the OEB Designation Process while the third would track the Development Work Costs
.  In the case of the Support Costs, the three types of incremental support expenditures included in the account (i.e., Incremental Consultant, Incremental Administration and Labour) will not have their own sub-accounts but will be tracked separately through an excel spreadsheet
.  Finally, there will be a contra-account to record (and offset) the non-incremental portion of the labour costs recorded
.  VECC considers this structure to be appropriate but requests that, in its Reply, HONI confirm that this understanding is correct and, if not, clarify exactly how the Account will be structured.

3.2 VECC notes that the first sub-account records HONI’s allocated shared of the proceeding costs and, as result, there will be OEB invoices/cost award orders supporting the costs recorded
.  In the case of OEB Support Costs all related activities should be directly traceable to the OEB either as the originator of the request for support or as the designated “gate-keeper” for information requests from parties seeking to become the “designated transmitter”
.  As a result, documentation should also be available supporting the need for activities underlying these costs as well.  The Board should make it clear, as part of its approval for the account, that it expects such documentation to be provided as part of any future request for disposition of the Account.
3.3 In the case of the third sub-account (i.e., for Development Work costs) the costs to be recorded
 are typical of those required to support the development and implementation of a capital project and, at the time of disposition, can ultimately be assessed in that context.

3.4 A unique aspect of HONI’s Application is its request that the Deferral Account record both incremental and non-incremental labour costs associated with its role as the incumbent transmitter in the designation process
.  HONI readily acknowledges that it could track the non-incremental costs without the use of a deferral account
.  However, it believes there are benefits to recording these expenditures in its formal accounting records to ensure auditability and accuracy.  VECC submits that HONI must also accept that, having been formally recorded in a Deferral Account, these costs will be subject to the same level of scrutiny as the incremental labour costs when the disposition of the account is ultimately considered.  With this caveat, VECC accepts HONI’s proposal to also record (and contra) any non-incremental labour costs.
4 Effective Date

4.1 Although its Application is dated March 22, 2012, HONI has asked for an effective date of January 3, 2012
.  HONI has indicated that it is not aware of the Board having ever approved the creation of a deferral or variance account with an effective date prior to the date of the request
.  In principle, VECC does not support such requests and views them as a form of retroactive rate making.  

4.2 However, in this case, HONI has not incurred any incremental costs prior to March 22, 2012 for which it will be seeking recovery
.  Indeed, the only reason for requesting a January 3, 2012 effective date appears to be that it has been incurring and tracking non-incremental labour costs
 since January 3, 2012 and setting this as the “effective date” will permit these costs to be tracked in the same account.  As a result, it appears that the only costs incurred prior to March 22, 2012 for which HONI may ultimately seek recovery are OEB proceeding costs for EB-2011-0140 incurred by the OEB or interveners prior to that date.  However, HONI will not be invoiced for these costs until the completion of the proceeding.  Given this context and understanding as to the pre-March 22, 2012 costs that HONI may seek to ultimately recover, VECC accepts the January 3, 2012 effective date as being reasonable.

5 Recovery of Reasonably Incurred Costs

5.1 VECC submits that its participation in this proceeding has been focused and responsible.  Accordingly, VECC requests an award of costs in the amount of 100% of its reasonably-incurred fees and disbursements.

All of which is respectfully submitted this 28th day of May 2012
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