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PUC DISTRIBUTION INC. (“PUC”) 
 

MANAGER’S SUMMARY  
 

2010 Distribution Rate Application  
under 3rd Generation IRM 

 
October 21, 2009 

 
1. Introduction  
PUC has prepared the 2010 IRM rate application consistent with the filing guidelines and 
reports issued by the Ontario Energy Board (the “OEB”). On July 22, 2010 the OEB 
issued Chapter 3 of the Filing Requirements for Transmission and Distribution 
Applications and Guidelines for Electricity Distribution Retail Transmission Service Rates  
(G-2008-0001). On July 31, 2009 the OEB issued a Report of the Board on Electricity 
Distributors’ Deferral and Variance Account Review Initiative (EB-2008-0046) and on 
August 24, 2009 the OEB issued the 2010 electricity distribution incentive regulation 
mechanism rate application models consisting of the 2010 rate generators, supporting 
filing modules, work forms and completion guidelines.  
 
2. Price Cap Index (X-factor) 
PUC followed the OEB methodology and 3rd GIRM supplementary filing module for 
determining the price cap index adjustment factor. The calculation is as follows: 
Price Escalator (GDP-IPI)  2.30% 
Less Productivity Factor             -0.72% 
Less Stretch Factor                        -0.40%
Price Cap Index    1.18%  
 
The GDP-IPI will be updated at the end of February 2010 when amounts are published 
by Statistics Canada and the change reflected in the final rate order issued by the Board. 
The productivity component of the X-factor is an external benchmark which all LDC’s are 
expected to achieve. The Board has determined the appropriate value for the 
productivity factor to be 0.72 percent and is fixed for the IRM plan term. PUC Distribution 
is classed in Group 2 based on the benchmarking evaluations resulting with a stretch 
factor of 0.4%. The stretch factor may change when the Board has completed the 
distributor benchmarking exercise and releases the 2010 stretch factor results.  
 
3. Revenue to Cost Ratio Adjustment 
In the OEB decision dated May 22, 2008 for PUC’s 2008 Cost of Service application it 
was determined that the revenue to cost ratios that are below the Boards target ranges  
shall move 50% toward the bottom of the Board’s target ranges and the remaining 50% 
to be moved by equal increments in years 2009 and 2010. PUC has two rate classes, 
streetlights and sentinel lights that are below the Boards target ranges. The Board 
decided the additional revenue from the streetlight and sentinel light rate classes shall 
be allocated to the General Service classes so that the revenue from General Service 
classes will be reduced and prorated on the basis of forecast revenues for the two 
general service classes. In this application the street lights and sentinel lights are moved 
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the final transition towards the bottom of the Boards target ranges. Below is a summary 
of PUC’s cost ratios.  In addition, PUC has adjusted the 2010 ratio’s to correct the issue 
related to the exclusion of the transformer ownership allowance as per Board guidelines. 
The adjustment for the transformer allowance was minimal as PUC’s transformer 
ownership allowance in the informational filing was $86,864 based on a revenue 
requirement of $13,050,901 which is a 0.66% adjustment.   
 
 
       
Customer 

Class
Informational 

Filing
Revised 

Informational 
filing  for 

TOA

2008 
Board 

Approved

2009 
Ratios

2010 
Ratios

Board 
Target 
Range

       
Residential 90 90 93 93 93 85-115 
GS < 50 
kW 

137 138 
 

117 114 113 80-120 

GS > 50 
kW 

132 130 125 123 118 80-180 

Streetlights 17 17 44 57 70 70-120 
Sentinel 
Lights 

38 38 54 62 70 70-120 

USL 82 82 82 82 82 80-120 
 
PUC calculated the cost ratios based on the methodology used in the supplemental filing 
module issued by the OEB.  
 
Below is a summary of the adjustments being applied for by PUC and a verification of an 
immaterial impact on revenue requirement due to rounding.  
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4. K-Factor Adjustment 
The Ontario Energy Board report on Cost of Capital and 2nd Generation Incentive 
Regulation dated December 20, 2006 directed that distributors will be required to phase-
in a deemed  60% debt and 40% equity capital structure to be completed by 2010. In 
PUC’s 2008 Cost of Service Rate Application and the 2009 IRM application the first and 
second phases of the capital structure transition adjustment was completed. In this 
application PUC has applied for the final capital transition adjustment resulting in a K-
Factor adjustment. The K-Factor calculation compares the revenue requirement before 
and after the capital structure transition. Refer to E1.2 “K-Factor Adjustment” in the 2010 
OEB 3 GIRM Supplementary Filing Module. The K-Factor applied for in the 2010 IRM is 
-0.25%.  A summary of the deemed capital structure is below: 

 
 Short Term Debt Long Term Debt Equity 
2008 Approved 4.0% 49.3% 46.7% 
2009 3rd 
Generation 
IRM Application 

4.0% 52.7% 43.3% 

2010 3rd 
Generation 
IRM Application 

4.0% 56.0% 40.0% 

 
 
5. Z- Factor Tax Sharing Rate Rider 
The Board has determined that a 50/50 sharing of the impact of currently known 
legislation tax changes is appropriate in the 2010 IRM application. PUC Distribution 
calculated the annual tax savings and allocated it to customer rate classes in 
accordance with the OEB methodology in the 3rd Generation Supplementary Filing 
Module. The amount will be refunded to customers through a volumetric rate rider 
derived using annualized consumption by customer rate class underlying the Board-
approved base rates.  The total tax savings calculated in the supplementary filing 
module was $65,362. A summary of the rate riders in the application is below.  
 
 
  Tax Savings 

Rate Rider
Residential kWh -0.00010 
GS < 50 kW kWh -0.00010 
GS > 50 kW KW -0.02380 
Streetlights KW -0.00010 
Sentinel Lights KW -0.17980 
USL kWh -0.12620 
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6. Incremental Capital Adjustment 
In the 2010 IRM application PUC Distribution has not applied to recover through rates 
any incremental capital investment needs. 
 
7.    Smart Meters 
At the time of this application PUC has just achieved 50% penetration of smart meters in 
its service area. However PUC is applying for continuance of the standard $1.00 smart 
meter funding adder that was approved in the 2009 IRM Application. A separate smart 
meter recovery application will submitted to the Board at a later date.  
 
8. Transmission Network Rates 
PUC has applied for a 3.5% uniform percentage increase to the 2010 network service 
rate as per the OEB guidelines (G-2008-001) issued July 22, 2009. The percentage 
increase is calculated in the 3rd GIRM Rate Generator Model and included in the 
proposed rate schedule. Once the January 1, 2010 adjustment is determined the Board 
will adjust the rate application model. Consistent with prior years PUC Distribution’s 
customers are not subject to the retail transmission service rates due to the fact that 
PUC receives power at 115kV and owns the transformer equipment to step down to 
distribution levels.  
 
9. Low Voltage Volumetric Rate 
PUC does not have any low voltage cost recovery associated with the supply through 
the low voltage facilities of a host distributor included in the distribution volumetric rate.  
 
10. Deferral and Variance Account Review 
PUC Distribution is applying for disposal of Group 1 accounts as determined by the OEB 
in its Report on Electricity Distributors’ Deferral and Variance Account Review Initiative 
issued July 31, 2009. PUC is applying for disposal of the following accounts: 
 
1580 – Wholesale Market Service Charge 
1584 – Retail Transmission Network Charge 
1588 – RSVA Power (Excluding Global Adjustment) 
1588 – Sub Account Power (Global Adjustment) 
1590 – Recovery of Regulatory Asset Balance 
 
PUC does not use accounts 1550 (LV Variance Account) or 1586 (Retail Transmission 
Connection Charge) therefore these accounts are not included in the application for 
recovery.  Account 1595 is PUC’s current regulatory asset recovery account with a rate 
rider effective until April 30, 2010. In a future application PUC will apply to dispose of the 
residual balance in 1595 when the rate rider is no longer in effect and the residual 
balance can be determined. 
   
In the deferral and variance account work form submitted with this application PUC used 
billing determinants from the 2008 RRR reporting to allocate the regulatory asset 
recovery balance to the rate classes. Account 1590 is recovered based on the 2006 
regulatory asset recovery proportionate share by rate class. Interest is projected until 
April 30, 2010 on the variance account balances and the recovery (refund) period 
applied for is one year. The total claim by variance account is below: 
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1580 – Wholesale Market Service Charge (1,810,329) 
1584 – Retail Transmission Network Charge (382,522) 
1588 – RSVA Power (Excluding Global 
Adjustment) 

(36,614) 

1588 – Sub Account Power (Global 
Adjustment) 

595,004 

1590 – Recovery of Regulatory Asset Balance 90,587 
Total (1,543,874) 
 
The regulatory asset rate rider as calculated in the deferral and variance work form 
included in the application is as follows: 
 
Residential (0.00211) 
General Service less than 50 kW (0.00219) 
General Service 50 to 4,999 kW (0.89049) 
Unmetered Scattered Load (0.00300) 
Sentinel Lighting (1.13201) 
Street Lighting (1.08535) 
 
11. Summary of Results 
PUC has applied for a Z-factor tax sharing rate rider and a deferral and variance account 
rate rider as stated above (section #5 and #10) and a 3.5% uniform increase to the 2010 
transmission network service rates. The distribution service and volumetric charges 
applied for are summarized below: 
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12. Proposed Tariff of Rates and Charges
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10. Bill Impacts 
 
Below are the bill impact schedules as a result of the rates applied for in the 2010 IRM 
application. Consumption levels are based on PUC’s estimated average usage by 
customer/connection in each rate class.  
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