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1. Introduction 

On September 29, 2006 the Ontario Energy Board (the "OEB") issued the Board Directions on Cost Allocation Methodology for Electricity Distributors (“the Directions”).  On November 15, 2006 the OEB also issued the Cost Allocation Information Filing Guidelines for Electricity Distributors (“the Guidelines”), the Cost Allocation Model (“the Model”) and User Instruction (the Instructions”) for the Model. WCHEI has prepared this information filing consistent with WCHEI’s understanding of the Directions, the Guidelines, the Model and the Instructions.
The main purpose of this cost allocation filing is to provide evidence to show the WCHEI rate classifications that are being subsidized by other classes and those rate classifications that are over contributing based on the assumptions of the Model. 
In the mid 1980’s, Ontario Hydro, the regulator at the time, completed the last cost allocation study that reflected the distribution function but this was an integrated cost study.  An integrated study reviewed the full costs of providing electricity to customers which included energy, transmission and distribution. Distribution represented only around 15% of the total costs reviewed. The results of this study assisted Ontario Hydro in developing the Rate Setting Guidelines that were used by Municipal Electric Utilities to develop the bundled rates they charged customers up until around 2000. 

Under the Energy Competition Act, 1998, the electricity industry in Ontario was separated into Generation, Transmission and Distribution companies. Along with this separation the rates also needed to be unbundled to reflect the structure of the new companies.  The unbundling of distribution from generation and transmission was completed in the 2000 to 2001 timeframe using the Electricity Distribution Rate Handbook Rate and the Rate Unbundling and Design Model (i.e. the RUD model).  The Rate Handbook and RUD model provided a method to unbundle distribution rates from the other rates by rate classification but it did not determine whether the unbundled rates collected the cost of providing service to the rate classification. The current cost allocation process is the first time a cost allocation study has been conducted in Ontario that focuses completely on distribution to determine whether or not the distribution rates are collecting the cost of providing service to the rate classifications.

In accordance with the Directions, WCHEI expects the OEB will give significant weight to the results of these filings when deciding upon specific cost allocation matters in future rate hearings.  WCHEI understands that after reviewing the results of the cost allocation filings from all distributors, and considering the overall regulatory context including results from the forthcoming distribution rate design consultations, the OEB will decide upon the priorities for, and timing of, any adjustments to future cost allocations, rate classifications or rate design. WCHEI also understand the information in this filing will be made public.
WCHEI is in the 2nd tranche of filers, due by January 15, 2007. The Directions outlined that a distributor should complete a Run 1 and Run 2. However, this filing only includes a Run 1. For WCHEI, Run 1 reflects the current approved rate classifications used by WCHEI and shows Unmetered Scattered Load (“USL”) customers as a separate rate classification.  For most other distributors, Run 1 includes the USL customers combined with the General Service < 50 kW rate classification as they typically were prior to May 1, 2006. Generally a Run 2 is also completed to show the impact of pulling the USL customers out of the General Service < 50 kW class to form a rate classification of their own. However, in the case of WCHEI a separate rate classification was established for USL prior to May 1, 2006. For WCHEI, USL customers are charged the monthly service charge on a customer basis and not on a typical connection basis.  USL customers in the WCHEI service area could have multiple USL connections but they only pay one customer charge for all connections. In this case, the separate USL rate classification is shown in Run 1. As a result, Run 2 is not needed. In addition, an optional Run 3 was not conducted.
In order to prepare this cost allocation filing, WCHEI used the services of Hydro One to prepare load data profiles by rate classification used in the Model. The cost/financial data used in the Model is consistent with the cost data that supports the current approved distribution rates for WCHEI. Based on the Guidelines, WCHEI assets were broken out into primary and secondary distribution functions. The breakout of assets, capital contributions, depreciation, accumulated depreciation, customer data and load data by primary, line transformer and secondary categories were developed from the best data available from WCHEI’s customer and financial information systems.  WCHEI also conducted a detailed study using a GIS system to determine the primary and secondary assets of the distribution system.
2. Summary of Results 
2.1 Revenue to Cost Ratios 

The results of a cost allocation are typically presented in the form of revenue to cost ratios. The ratio is shown by rate classification and is the percentage of distribution revenue collected by rate classification compared to the costs allocated to the classification. The percentage shows the rate classifications that are being subsidized and those that are over contributing. A percentage of less than 100% means the rate classification is under collecting and is being subsidized by other classes. A percentage of greater than 100% indicates the rate classification is over collecting the cost assigned to the classification and is subsidizing other classes.
The following outlines the revenue to cost ratios for the Run 1.  

	Rate Classification
	Revenue to Cost Ratio
	($Being Subsidized)/

$Over Contributing

	Residential
	82.4%
	($175,249)

	General Service <50 kW
	81.7%
	($67,570)

	General Service 50 to 499 kW
	169.1%
	$121,690

	General Service 500 to 4999 kW
	371.3%
	$165,182

	Large Use (*)
	108.0%
	$15,048

	Street Lighting
	27.8%
	($55,819)

	Sentinel Lighting
	81.1%
	($277)

	USL
	63.6%
	($3,005)

	Total
	100.0%
	0


(*) See discussion below on how transformation ownership allowance impacts revenue to cost ratio for Large Use Class.

Since the unbundled distribution rates have never been based on costs it is difficult to completely explain the rationale for the results outline above.  However, based on some historical knowledge the results can be somewhat explained. It is expected the Residential class would be the rate class being subsidized based on the method used to previously design the bundled rates for customers of a Municipal Electric Utility (“MEU”). Prior to the passing of Bill 35 by the Ontario Government on October 30, 1998, a MEU was regulated by Ontario Hydro. In order to assist a MEU with setting the retail rates for their customers, Ontario Hydro provided the MEU Rate Setting Guidelines. These guidelines provided guidance to a MEU on how to develop the bundled retail rates for their customers. However, the guidelines allowed the utility to charge a bundled kWh rate for General Service customers that was up to 10% higher than the rate for Residential customers. A review of WCHEI rates prior to unbundling indicated General Service customers paid a bundled kWh rate 7% higher than Residential customers. 
In the unbundling process, the unbundled distribution rates were determined by subtracting an estimate of the cost of power (i.e. generation and transmission) from the bundled rates.  Assuming the cost of power is the same for all customers the unbundled distribution rates for General Service customers would be higher than Residential rates because the bundled General Service rates were 7% higher. This means the above results for Residential and General Service 50 to 499 kW rate classifications appear to be reasonable. However, in the General Service 50 to 499 kW rate classification the current transformer ownership allowance of around $22,000 has not been applied to the revenue which means the revenues in the Model could be overstated for this class.  This is in turn would reduce the ‘over contributing’ amount of $121,690 to under $100,000 and the revenue to cost ratio would also reduce. 

Regarding the General Service <50 kW rate classification, the revenue to cost ratio is 81.7%. This is most likely related to fact that these customers use more of WCHEI’s line transformers and secondary system than other general service customers and the resulting costs are higher.
Assuming the results for the General Service 50 to 499 kW rate classification are reasonable, the result for the General Service 500 to 4999 kW rate classification are also reasonable.  Compared to customers in the General Service 50 to 499 kW rate classification, customers in the General Service 500 to 4999 kW rate classification have less cost allocated to them since they do not use WCHEI’s line transformers and secondary system.  However, the monthly fixed charge for a General Service 500 to 4999 kW customer is almost nine times greater than monthly fixed charge for a General Service General Service 50 to 499 kW customer.  The volumetric distribution charge for the General Service 500 to 4999 kW rate classification is 38% higher.  In addition, the current transformer ownership allowance for the General Service 500 to 4999 kW rate classification of around $24,000 has not been applied to the revenue which means the revenues in the Model could be overstated for this class. This is in turn would reduce the ‘over contributing’ amount of $165,182 to around $140,000 and the revenue to cost ratio would also reduce. 
In the case of the Large Use class, the results appear to be within a range of confidence that is inherent in the Model which would suggest the cost and revenues are balanced for this rate classification.  However, when the current transformer ownership allowance of around $78,000 is considered the ‘over contributing’ amount of $15,048 is reduced to a “being subsidized” amount of around $63,000 and it is estimated the revenue to cost ratio would move from 108% to about 66%.
With regards to Street Lighting and Sentinel Lighting, it is assumed in the cost allocation study that a street light or sentinel light connection is equivalent to a customer. This appeared to be reasonable because in the case of other rate classifications each connection is essentially a customer. This means the customer costs allocated to street lights and sentinel lights are based on 680 and 13 connections, respectively which is the biggest driver that is causing the results for these two classes.

The question is: should street lights, in particular, be allocated costs based on the number of connections or customers? There are arguments for both sides. On one hand, it could be argued that it should be connections because it would be consistent with the other rate classifications. On the other hand, it could be justified that a street light is like any other appliance or outside light on a home. It just happens to be outside on the street. In this case, a street light would be incremental load much like a stove or refrigerator and it would attract very little customer costs if any at all. The only customer costs it might attract would be the cost of sending a bill to the customer. WCHEI understand that a very low revenue to cost ratio for Street Lighting has occurred with other distributors.  In WCHEI’s view, this is a provincial issue that needs to be discussed with the OEB and other market participants. As a result, changes should not be made to Street Lighting or Sentinel Lighting pricing until this issue has been resolved.

Regarding the USL results, costs are allocated to this rate classification based on the number of connections and not the number of customers.  However, WCHEI charges the USL monthly service charge on a customer basis and not on a connection basis.  As a result the method to collect revenue is not consistent with the cost allocation method and revenues are lower than costs which in turn produces a revenue to cost ratio of 63.6% for USL. 
2.2 Monthly Fixed Charge Comparison
The Model produces customer unit costs per month for each rate classification. To assist with reviewing the range of current fixed monthly service charges, the Model generates three scenarios of reasonable cost-based customer unit costs for each rate classification. These unit costs are determined by the Model and compared to the current approved monthly service charge.
Scenario 1: Avoided Costs

With a strict “avoided cost” approach, only meter related costs, billing and collection costs are included. This approach has the advantage of focusing on the immediate costs of an additional customer.  But no administration and general overhead are applied.
Scenario 2: Directly Related Customer Costs

The directly related customer costs are those costs included in the avoided cost version but an allocation of administration and general overhead is included. 
Scenario 3: Minimum System Approach
The minimum system approach assumes that a minimum-size distribution system can be built to serve the minimum load requirements of the customer. For the purposes of this filing the minimum load requirement is assumed to be 400 watts per customer. The minimum system method involves determining the minimum size pole, conductor, cable, transformer, and service that is currently installed by the distributor. Once determined for each plant account, the minimum size distribution system is classified as customer-related costs and then used to define the monthly unit customer cost.  

There are various approaches to define the minimum system. Moreover, judgment is required to address various implementation details with this methodology. The OEB cost allocation project did not seek to develop a common minimum system methodology for use by the Ontario electricity distribution sector. Instead, the results of numerous past Ontario minimum system studies were examined and approved for use in the Model.  

The minimum system results are applied to the following accounts:

· Line Transformers (Account 1850)
· “Distribution” which includes poles and conductors, and is defined as Accounts 1830 -1845
· Related O&M accounts.
The density of the distributor (i.e. customers/route kilometer of line) is the major factor that determines the percentage of the above costs which are included in the customer costs.  The density of WCHEI is 56 customers/km. This means WCHEI is classified as a mixed distributor (i.e. 50% urban/50% rural).  As a result, 40% of WCHEI’s distribution costs (i.e. lines, poles and line transformers) are defined to be customer related cost.

The monthly customer unit cost under the minimum system approach includes the directly related customer costs plus 40% of distribution costs along with any administration and general overhead associated with distribution costs.
The following outlines the monthly fixed cost comparison.

	Rate Classification
	Approved Fixed Charge
	Minimum System Fixed Charge
	Directly Related
Fixed Charge
	Avoided Cost Fixed Charge

	Residential
	$13.90
	$13.80
	$7.58
	$4.83

	General Service <50 kW
	$33.00
	$31.48
	$27.05
	$17.45

	General Service 50 to 499 kW
	$396.99
	$80.36
	$82.94
	$54.44

	General Service 500 to 4999 kW
	$3,428.28
	$204.53
	$207.65
	$119.05

	Large Use 
	$8,532.88
	$262.82
	$274.52
	$166.30

	Street Lighting
	$0.70
	$9.41
	$0.92
	$0.57

	Sentinel Lighting
	$5.56
	$3.55
	$0.67
	$0.41

	USL
	$33.00
	$19.80
	$15.03
	$9.17


Although the above results suggest the monthly fixed charge should be significantly reduced for the General Service 50 to 499 kW, General Service 500 to 4999 kW and Large Use rate classification this is a reasonable outcome.  Under the three scenarios provided by the Model, the main cost drivers that produce a difference in the monthly unit customer cost is the difference in cost between rate classifications for meters, meter reading, billing and collecting.  
2.3 Transformer Ownership Allowance

Currently, WCHEI provides a transformer ownership allowance to those customers that own their transformation facilities.  WCHEI’s present transformer ownership allowance is $0.60 per kW and this same charge is applied consistently across the province. The amount of the allowance has not been reviewed on a generic basis in recent years. The filings from all distributors will be used by the OEB to review this allowance from a cost based perspective.  

The present allowance is intended to reflect the costs to a distributor of providing step down transformation facilities to the customer’s utilization voltage level.  Since it is assumed that the distributor provides electricity at utilization voltage, the cost of this transformation is captured in and recovered through the distribution rates.  Therefore, when a customer provides the step down transformation from primary to secondary, it should receive a credit of these costs already included in the distribution rates.
In WCHEI’s case, the Model is suggesting the allowance should be $0.54 per kW.  In WCHEI’s view, this amount appears to be reasonable but suggest the OEB review this issue on a provincial basis before the current the transformer ownership allowance is adjusted.
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