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Vulnerable Energy Consumers Coalition (VECC)

Final Argument

1 The Application

11

1.2

1.3

1.4

Hydro Hawkesbury Inc. ("HHI,” “the Applicant,” or “the Utility”) filed an application
(“the Application”) with the Ontario Energy Board (“the Board” or “the OEB”) on
November 5, 2009, under section 78 of the Ontario Energy Board Act, 1998 for
electricity distribution rates effective May 1, 2010. The Application projected a
2010 rate base of $4,146,090%, requested a distribution revenue requirement of
$1,304,216 for the 2010 test year and claimed a gross revenue deficiency of
$394,455 based on existing rates.” The associated percentage increase in

distribution revenues was 36.20%.>

In its Application, HHI also requested: (i) approval for revised Retail Service
Transmission Rates; (ii) approval of a utility-specific Smart Meter rate adder of
$1.51/customer/month; (iii) approval of a revised loss factor; and (iv) approval to
dispose of an aggregate balance of $1,885,598 in a number of its Deferral and

Variance accounts.?

On December 18, 2009, the Board issued Procedural Order No. 1 which provided
for a round of written interrogatories with responses due on January 26, 2010. By
letter dated January 26, 2010, HHI requested an extension for interrogatory

responses to February 3, 2010.

In its responses to first round interrogatories, HHI provided a “Summary of
Proposed Changes to Revenue Requirement” list that made revisions with respect
to rate base, revenue, operating costs, deferral/variance account balances, and
rate design.

1 Exhibit 2/Tab 1/Schedule 1

2 Exhibit 6/Tab 2/Schedule 1, Attachment 1

3 Based on the claimed deficiency of $394,455 and distribution revenues at
current rates (excluding miscellaneous revenues) of $1,089,759 as derived by
taking the 2010 distribution service revenue requirement of $1,484,214 per
Exhibit 6/Tab 1/Schedule 1, Attachment 1 and backing out the gross
deficiency.

4 Exhibit 1/Tab 1/Schedule 3, page 2



1.5

1.6

1.7

1.8

On February19, 2010, the Board issued Procedural Order No. 2 which provided

for a second round of written interrogatories with responses due on March 5, 2010.

In its responses to the second round of interrogatories, HHI provided additional
information, largely correcting and clarifying its earlier responses. In response to a
second round Board Staff interrogatory,® HHI indicated that the corrections made
to its pre-filed evidence arising from three first-round Board staff interrogatories,
the 2010 rate base was now projected to be $4,234,148.

However, as parties required more clarification on the evidence, and subsequent
to a teleconference call involving Board Staff, HHI, and VECC, on March 29, 2010,
HHI provided further written “Amendments to Responses to Board Staff
Supplemental Interrogatories” and “Amendments to Responses to VECC
Supplemental Interrogatories.” Among other things, the Board Staff
“Amendments” indicated a revised 2010 rate base of $4,270,260 which VECC
understands to have changed mainly in response to Board staff’s efforts to correct
recorded depreciation and HHI's updates to the cost of power included in the
working capital component.

On March 30, 2010, the Board issued Procedural Order No. 3 which directed that
VECC file its revenue requirement submissions no later than April 6, 2010 and to
file its submissions regarding load forecast, cost allocation and rate design by April
8, 2010. The following sections contain VECC's final submissions regarding all

aspects of HHI's Application.

2 Capital Spending and Rate Base

2.1

2.2

The amended projected Test Year rate base is $4,270,262, comprised of
$2,155,830 in net fixed assets and $2,114,431 in working capital allowance.®

VECC submits that the record on these issues is quite difficult to follow as at each

stage of the numerous stages of this process the numbers underlying the net fixed

5 Second Round IR#2
6 Exhibit 2/tab 5/Schedule 1 as amended March 29, 2010



2.3

2.4

2.5

2.6

2.7

2.8

assets and working capital components of rate base changed as

revisions/updates/corrections were made.

Notwithstanding the preceding, VECC notes that Board Staff took an active lead
role in focusing on the correctness of the depreciation schedule in this proceeding.
Further, in its submissions, Board Staff indicated that they were finally satisfied
that the historical depreciation record was finally appropriate and, as such, Staff
was satisfied that HHI's 2010 net fixed assets of $2,155,830 “is appropriately

derived.”’

VECC notes that in all its incarnations, the HHI rate base is relatively flat over the
period 2006-2010. VECC further notes that HHI forecasts no retirements and no
contributions for 2010.8

VECC therefore accepts the net fixed asset amount of $2,155,830 as appropriate
for 2010.

VECC notes that while HHI has indicated it has no asset management strategy or
performance targets, it does adhere to the Minimum Inspections Requirement of
the Distribution System Code.’®

VECC accepts that HHI appears to be a good candidate for “minimum inspections
requirement” regarding its distribution assets due to its small size. However, the
service quality indicators provided by HHI in response to interrogatories'® lead
VECC to question whether HHI should investigate the extent to which outages
could be reduced through a more active asset management approach and

whether a more active approach is economically justified.

VECC submits that HHI should undertake a “threshold study,” at least at a high
level focusing on the costs and benefits of reduced outages, regarding the

appropriateness of increasing its asset management activity. VECC submits that

” Board Staff Submission, April 1, 2010, page 3.
8 VECC IR#20

® Board Staff IR #6

10 Board Staff IR #7 and VECC IR #22



HHI should file such a study at its next rebasing proceeding.

2.9 VECC believes that the savings in PST which will begin as of July 1, 2010 as a
result of the agreement between the federal and provincial government to
harmonize the GST and the PST should be reflected in the 2010 revenue
requirement. HHI has estimated that $16,603 in PST is included in the capital

expenditures for 2010.*

2.10 VECC submits that it would be appropriate to remove the revenue requirement
impact of half of this amount in 2010 since the HST will be in effect for half of
2010. VECC notes that HHI has agreed to establish a variance account to track
HST savings*? and submits that such a variance account should be established.

Working Capital Allowance (WCA)
2.11 HHI has used the “15% rule” to calculate its 2010 WCA of $2,114,431.5

2.12 Over the period 2006-2010, the working capital component for HHI represents
approximately 50% of rate base.**

2.13 HHI has not undertaken a lead-lag study and estimates the cost of such a study as

“unknown.”*®

2.14 VECC accepts the methodology used by HHI in calculating the WCA component
of rate base for this proceeding and concurs with the submissions of Board Staff
regarding (i) updating the WCA to reflect updated UTRs and (ii) costing the non-
RPP load at estimated non-RPP costs.’® VECC notes that the LV costs included
in the cost of power also need to be updated to reflect the $60,500 revised value
submitted on March 29, 2010%.

11 VECC IR#17 )

12 Board Staff IR #16a)

13 Exhibit 2/Tab 5/Schedule 1 as amended March 29,2010
14 VECC IR #18a)

15 VECC IR #18b) and c)

1 Board Staff Submission, April 1, 2010, page 3

7 VECC #29 - revised



2.15 VECC adds that the WCA should also reflect the Board’s determinations in this

case regarding controllable expenses and the load forecast.

2.16 Finally, VECC submits that a lead-lag study should be filed with HHI's next

rebasing application to assess the appropriateness of continuing with the “15%
option,” an option that might generate a figure that bears no relationship to actual

working capital requirements or their actual cost.

3 Load Forecast

Load Forecast Methodology

3.1 Hawkesbury’s load forecast methodology consists of the following steps:

First, weather normalized purchases for 2010 are estimated based on a
multifactor regression analysis that includes weather, employment levels and
seasonal calendar variables as independent explanatory variables. The
regression equation was developed using monthly data for the period January
2004 to December 2008*%. Normal weather is based on a 10 year average™. It
should be noted that for purposes of the analysis the load associated with
Hawkesbury’s one Large Use customer was excluded, on the basis that it ceased
operation in 2009%°.

Second, for the weather sensitive classes (Residential, GS<50 and GS>50), the
2010 retail kwWh were determined based on each class’ 2008 share of wholesale
kWh, exclusive of distribution losses. For the remaining classes (Street Lighting,
Sentinel Lighting and USL), 2010 sales are assumed to be the same as those for
2008°*

Finally, for the customer count forecast, residential connections were assumed to
drop in 2009 by the same amount as they did in 2008 (1.1%) and then grow

slightly in 2010. Similarly, the customer count for the GS<50 class is also

18 Exhibit 3/Tab 1/Scheduele
19 Exhibit 3/Tab 1/Scheduele
20 Exhibit 3/Tab 1/Scheduele
2l Exhibit 3/Tab 1/Scheduele

Attachment 1 (ERA Report), page 2
Attachment 1 (ERA Report), page 7
Attachment 1 (ERA Report), page 3
Attachment 1 (ERA Report), pages 9-12

N = =



3.2

3.3

3.4

forecast to decline slightly in both 2009 and 2010 as it did in 2008,

Overall, the total billed energy for 2010 is forecast to be 161.85 GWh? as
compared to an actual 2008 billed energy value of 167.38 GWh and a 2008
weather normalized value of 168.88 GWh?* — a reduction of roughly 4.2%.

In terms of the regression model used to predict total weather normalized
purchases, VECC notes that model has an adjusted R-squared value of over 95%
and that the coefficients are all (statistically) significant and intuitively correct?>.
VECC submits that the model should provide a reasonable forecast for purposes
of setting 2010 rates.

VECC notes that Hawkesbury’s approach to determining the 2010 weather
normalized use by customer class is simplistic in that it assumes all (weather
sensitive) customer classes (i.e. Residential, GS<50 and GS>50) have the same
degree of weather sensitivity. Furthermore, there is disconnect between the
methodology used to determine the 2010 weather normal use for these customer
classes (which uses percentage of 2008 actual sales) and the methodology used
for the smaller customer classes (which uses actual 2008 sales levels). Implicit in
using the Residential, GS<50 and GS>50 actual sales as a percentage of total
purchases is the assumption that the sales to all customer classes vary with the
weather. However, this is not the case as Hawkesbury assumes that USL, Street
Lighting and Sentinel Lighting are not weather sensitive?.

2010 Load Forecast Results

3.5

The Ontario employment forecast used by Hawkesbury to estimate 2010
purchases is based on various forecasts developed in early 2009. The cumulative
projected change in employment levels from 2008 to 2010 was -2.2% (-2.6% in

22 Exhibit 3/Tab 1/Scheduele 1, Attachment 1 (ERA Report), pages 13-14

28 OEB Staff Supplementary IR #3

24 Exhibit 3/Tab 1/Scheduele 1, Attachment 1 (ERA Load Forecast Report), page
9 — note the historic values quoted exclude Large User loads for 2008.

2> Exhibit 3/Tab 1/Scheduele 1, Attachment 1, page 6

26 Exhibit 3/Tab 1/Scheduele 1, Attachment 1, page 10



2009 followed by +0.4% in 2010)?’. In response to VECC #3 a) Hawkesbury
noted that the employment forecast issued by the Provincial Government in the
Fall of 2009 was not materially different (cumulative change of -2.0%) and, as a
result, did not update its 2010 forecast.

3.6 VECC notes that in the recent 2010 Budget delivered by Provincial Government
last month the forecast growth in employment over the 2008-2010 period is -1.3%
(-2.4% in 2010 followed by +1.1% in 2010)?®. VECC submits that this is a material
change that should be reflected in Hawkesbury’s load forecast for 2010. One
approach would be for the Board to direct Hawkesbury to revise its load forecast

based on the updated employment projection.

3.7 Another approach would be to make a “bottom line” adjustment to the existing
forecast. Given that the original forecast was 4.2% less than the 2008 weather
normalized use (excluding the large use customer) and the employment reduction
forecast between 2008 and 2010 is now only 60% of the originally projected
change, reducing the 2008 weather normalized use by 2.5% (60% of 4.2%) would
provide a rough estimate of the impact. This would yield a 2010 purchase forecast
of 164.66 GWh as oppose to the 161.85 GWH forecast proposed by Hawkesbury.

3.8 Interms of the individual customer class volume forecasts, VECC submits that a
more consistent approach would have been to determine the 2008 percentage use
by customer class of total 2008 purchases excluding the sales to USL, Street
Lighting and Sentinel Lighting. These percentages would then be applied to the
forecast 2010 purchases (again excluding USL, Street Lighting and Sentinel
Lighting) to determine the 2010 weather normalized sales for Residential, GS<50
and GS>50. However, as the loss factors implicit in Hawkesbury’'s approach are
not materially different from historic values®, it appears that Hawkesbury’s

approach is reasonable for 2010.

2T Exhibit 3/Tab 1/Scheduele 1, Attachment 1, page 8
2http://www.Fin_gov.on.ca/en/budget/ontariobudgets/2010/ch2c.html#c2_secC_tab
le5

2 VECC #30



3.9

Finally, VECC has reviewed and agrees with Board Staff's submission regarding

Hawkesbury’s forecast customer count for 2010%.

4 Revenue Offsets

4.1

4.2

4.3

4.4

In its original pre-filed evidence, HHI indicated that its forecast 2010 revenues and
costs related to Merchandising and Jobbing were $45,000 and $25,000

respectively.>!

In response to an interrogatory, HHI proposed to amend its estimated 2010
revenues and costs related to Merchandising and Jobbing to $64,902.73 and
$51,480.84 respectively.

In response to a further interrogatory, HHI stated that the revenue requirement
impact of this change was $96,400.%® VECC does not understand how the

revenue requirement impact was calculated.

VECC submits that HHI should clarify and if necessary correct how this impact

was calculated in its reply submission.

5 Operating Costs

5.1

5.2

HHI agreed that the growth in OM&A costs from actual 2006 to projected 2010

was consistent with an annual growth rate of 5.77% compounded.

However, HHI maintained that such a comparison was “deceptive” insofar as there
were uncontrollable costs in 2010 such as IFRS and rebasing costs. HHI
therefore suggested that an appropriate period to use to calculate the growth in
OM&A spending would be from 2006 ($770,907) to 2009 ($873,491), with that
particular period exhibiting a compounded annual growth rate of 3.17%.3* VECC

submits that using the period suggested by HHI still results in a compounded

30 Board Staff Submission, pages 5-6

31 Exhibit 3/Tab 3/Schedule 2, Attachment 1
32 VECC IR #8b)

33 VECC IR #36

34 VECC IR #23



annual growth rate of 4.25%, not 3.17%.

5.3 VECC also notes that using the actual OM&A costs from 2004 of $703,451%* and
looking at the period 2004-2009 results in a compounded annual growth rate of
4.425% in terms of actual costs.

5.4 VECC submits that rather than choosing a different period that excludes the Test
Year, it is more appropriate to include the Test Year and make any required
adjustments in one-time Test Year expenses to look at the trend in OM&A costs.
VECC further notes that the Test Year costs included an amortization of rebasing

costs and IFRS costs, not the full amounts.*®

5.5 As the preceding analysis indicates, even with the removal of amortized IFRS and
rebasing costs, the increase in OM&A is above twice the general rate of inflation
over the years 2006-2010.

5.6 VECC submits that for its next rebasing application, HHI should undertake a
review with respect to the control of controllable costs and be prepared to explain
any overall increases in OM&A costs that materially exceed the general increases

in inflation.

5.7 With respect to regulatory costs, VECC agrees with Board Staff that HHI’s
estimates appear to be excessive and VECC suggests that Board Staff’s

recommendations in this respect are fairly generous to the utility.®’

5.8 With respect to the included LEAP costs of $2,000, VECC submits that while it
strongly supports initiatives to mitigate the impacts on Low Income customers,

given (i) that there is no apparent specific purpose for the funds or benefit to Low

35 VECC IR #37

36 Removing the originally proposed amortized IFRS costs of $15,000 and the
originally proposed amortized regulatory costs of $31,250 from the originally
proposed Test Year OM&A spending of $965,143, results in adjusted OM&A for
2010 of $918,893. This together with actual 2006 OM&A of $770,907 results in
a compounded annual growth rate of 4.49% over the period 2006-2010.

37 Board Staff Submission, April 1, 2010, page 7 — Staff suggests that no more
than $270K should be approved for regulatory costs, i.e., approximately twice
the average of such costs approved in 2009 COS decisions.



Income customers®, and given (ii) that there is no regulatory or government
direction provided with respect to LEAP proposals at the present time, the amount

of $2,000 should be removed from the Test Year revenue requirement.

5.9 Finally, similar to its submissions made regarding 2010 capital spending, VECC
submit that the 2010 OM&A costs should be reduced to account for the planned
introduction of the harmonized sales tax July 1, 2010. VECC submits that the best
estimate of such savings in evidence is $5,500 for 2010.%° VECC submits that a
variance account be established about this estimate to hold parties harmless

should the actual savings deviate significantly from this estimate.

6 Payments in Lieu of Taxes

6.1 VECC accepts Board Staff's view that the proposal is appropriate.*

7 Cost of Capital/Capital Structure

7.1 VECC supports Board Staff’s position that HHI's proposal be revised to

incorporate the Board’s 2010 parameter updates.*

8 Cost Allocation

8.1 Hawkesbury has prepared a 2010 cost allocation study using 2010 costs and
scaling the various loads used in its 2006 study to match the change in load
forecast for each customer class between then and 2010*%. In preparing the 2010
Cost Allocation study Hawkesbury’s consultant used 2010 revenues by customer
class based on 2009 rates and, as a result, the overall revenue to cost ratio is
73.42% as opposed to 100%*. In response to a VECC interrogatory, Hawkesbury
produced a table setting out the revenue to cost ratios that would result if the 2010

revenue deficiency was addressed through a uniform rate increase to all customer

38 VECC IR #24a)
39 VECC IR# 17 — the $5.5K is half of the full year estimated savings of
$11,079.11 to account for the introduction of the HST mid-year
ﬁ Board Staff Submission, April 1, 2010, page 9
Ibid
42 Exhibit 7, ERA Report, pages 5-8
43 Exhibit 7, ERA Report, page 13

10



classes**. The following table compares these results with those from

Hawkesbury’s 2006 Cost Allocation (corrected for the treatment of the transformer

ownership allowance).

REVENUE TO COST RATIOS - 2006 vs. 2010 Results

Customer Class

2006 (TOA Adjustment)
Cost Allocation

2010 Cost Allocation

(Uniform Increase)

Residential 127.84 141.26
GS<50 111.08 118.91
GS>50 26.72 29.33
Large Use 140.87 Not Applicable
Street Lighting 26.26 36.32
Sentinel Lighting 147.77 197.39
USL 7.53 198.48
Total 100.0 100.0
Sources: Exhibit 7, Tab 1, Schedule 1, ERA Report, page 13

VECC #9 a)

8.2 The results are materially different as the 2010 Cost Allocation reflects the

changes in costs and load between 2006 and 2010 as well as the elimination of

the Large Use Class.

Use of the Cost Allocation Study Results in Setting 2010 Rates

8.3 For 2010, Hawkesbury has used the 2006 Cost Allocation results are the “starting

point” for determining its proposed revenue to cost ratio adjustments for 2010%°.

The following table compares Hawkesbury’s proposed R/C ratios with those from

the 2006 Cost Allocation and the 2010 Cost Allocation.

4 VECC #9 a)- Column B

45 VECC #11 b)

11




REVENUE TO COST RATIOS

Customer Class

2006 (TOA Adj)

Cost Allocation

2010 Cost

Allocation (Uniform

2010 Proposed

Increase)
Residential 127.84 141.26 112
GS<50 111.08 118.91 111
GS>50 26.72 29.33 80
Large Use 140.87 Not Applicable Not Applicable
Street Lighting 26.26 36.32 70
Sentinel Lighting 147.77 197.39 120
USL 7.53 198.48 80
Total 100.0 100.0 100
Sources: Exhibit 7, Tab 1, Schedule 1, ERA Report, page 13

VECC #9 a)
Exhibit 8, Tab 2, Schedule 1, Attachment 1, page 2

8.4 For those customer classes whose (2006) revenue to cost ratios are below the

Board’s target range, Hawkesbury is proposing to move the revenue to cost ratio

to the minimum value in 2010. Similarly, Hawkesbury is proposing to move the

ratio for Sentinel Lighting down to the upper end of the target range for the class.

The balance of the excess revenue generated by these adjustments is used to

reduce the revenue to cost ratios for both Residential and GS<50.

8.5 VECC notes that the use of the 2006 Cost Allocation as the “starting point” only

impacts the ratio for 2010 (and beyond) if either:

a) the starting ratios are outside the range and the proposal is to phase-in the

adjustment to the target range, or

b) the choice of starting point alters whether the revenue to cost ratio is

above/below the target range.

12




8.6

8.7

8.8

8.9

In the case of Hawkesbury, the utility has chosen to not phase-in the adjustments
required to achieve the Board’s target ranges. While this is a departure from the
normal practice approved for other distributors, the total bill impacts are all less
than 10%, due to the change in loss factor and the rate riders proposed for 2010°.
However, the choice of 2006 vs. 2010 as the starting point does affect whether the
ratio for USL is above or below the Board’s target range. As a result, for this

class, the choice is an issue.

Hawkesbury's rationale for using the 2006 Cost Allocation as the starting point is
that it believes the revenue to cost ratios arising from the last non-IRM rate setting
process that are most appropriate to use as the reference point*’. VECC
disagrees. A uniform across increase in all customers’ rates is consistent with a
neutral approach to cost allocation and, VECC submits, that the results of cost
allocation using 2010 costs and loads is the appropriate starting point for

considering 2010 cost allocation adjustments.

As Hawkesbury’s consultants noted*® both costs and loads have changed since
2006 — both of which will affect the calculation of the revenue to cost ratios.
Indeed, in the case of Hawkesbury, the 2006 Cost Allocation included a Large Use
customer class that does not exist in 2010. This anomaly simply highlights the
inconsistency in trying to apply the 2006 Cost Allocation as the starting point for
2010.

Furthermore, VECC notes that its proposed approach is consistent with that

generally used by other utilities whose approved rates are based on an Application

that included an updated cost allocation study:

e The approach used by Hydro One Networks in its 2008 Rate Application*®
where the results were adopted by the Board for rate setting and again in its
most recent 2010/2011 Rate Application®.

46 Exhibit 8, Tab 4, Schedule 3, pages 2-3

47T VECC #31

48 Exhibit 7, Tab 1, Schedule 1, ERA Report, page 13

49 EB-2007-0681, Exhibit G1, Tab 3, Schedule 1, pages 1-2
50 EB-2009-0096, Exhibit G1, Tab 3, Schedule 1, pages 1-2

13



8.10

8.11

8.12

8.13

e The approach used by Burlington Hydro in its 2010 Rate Application which was
recently approved by the OEB®!.

e The approach used by Festival Hydro in its 2010 Rate Application which was
recently approved by the OEB®2.

Indeed, apart from the 2010 Application by Embrun Hydro, VECC is not aware of
another utility where the 2006 Cost Allocation results have been used in the
determination of the approved 2010 cost allocation adjustments when more
current results based on the test year are available. In Embrun’s case, while
VECC raised the issue in its final argument, the Board’s final Decision®® does not

provide any specific direction as to which is the appropriate starting point.

Overall VECC submits that Hawkesbury should use the 2010 Cost Allocation
(assuming a uniform increase) as the starting point. The immediate effect is that
the 2010 ratio for USL should be 120% (the upper limit of the Board’s target range
for that class). Otherwise, the ratios originally proposed for GS>50, Street Lighting
and Sentinel Lighting are acceptable subject to the need to ameliorate any bill

impacts arising from the Board’s findings on other issues.

VECC also agrees with the approach adopted by Hawkesbury where any excess
revenues are first used to reduce the Residential ratio to 119% (same as GS<50)

and then the ratios for both classes are reduced in tandem.

VECC'’s only other concern is that Hawkesbury calculates its 2010 proposed
revenue to cost ratios based on a comparison of customer class base distribution
revenues vs. allocated base revenue requirement® (as opposed to based on total
revenues versus the allocation of service revenues by class — as per the Board’s
cost allocation model). While the effect of this is very small®>, VECC submits that
the calculation should follow the Board’s methodology and notes that the Board

51 EB-2009-0259, VECC #27

52 EB-2009-0263, VECC #16 and Board Decision, page 35
53 EB-2009-0132, Board Decision, page 16

5 Exhibit 8, Tab 2, Schedule 1, Attachment 1, page 2
5 VECC #11

14



9

9.1

9.2

9.3

recently directed Embrun to use the service revenue based calculations®®.

Rate Design

Hawkesbury claims that its fixed-variable split is more weighted to the “variable”
portion than that of comparable utilities. As a result, it has calculated the average
fixed-variable split for its comparator group and proposes to increase its fixed
recovery portion 75% of the way to this average for each class. The only
exception is the GS>50 class where adoption of this approach would yield a
monthly service charge above the Board’'s recommended range. For this class,
Hawkesbury proposes to set the monthly service charge at the upper end of the
Board’s target range. For all other classes, the results fall within the Board’s target

range”’.

VECC notes that in past Decisions the Board has, in situations where the current
fixed-variable split yields rates within the range established by the Board,
approved increases in the fixed portion of the Distributor’s rates®; decreases®® in
the fixed portion of the rate structure and maintained the existing fixed-variable
split®®. The general approach of the Board appears® to be that the choice is
within the discretion of the Distributor as long as the result falls within the Board’s

prescribed range.

As noted in the discussions to date during the OEB’s Rate Design review — there
are arguments to be made in favour of an increase in the fixed portion of the rate
design®® and arguments to be made in favour of an increase® in the variable
portion of the rate design. VECC submits that it is inappropriate to allow a

distributor to pick and choose among these arguments to support its particular

56 EB-2009-0132, page 17

5" Exhibit 8, Tab 2, Schedule 1.

%8 Centre Wellington, EB-2008-0225

* Innisfil, EB-2008-0233

80 Niagara-on-the-Lake, EB-2008-0237

61 EB-2008-0233, page 29

%2 One such argument is “revenue stability” as put forward by THI

8 One such argument is an improved conservation signal as put forward by
Lakeland Power (EB-2008-0234

15



9.4

9.5

position.

In VECC'’s view a more standardized and principled approach is required. VECC
submits that, subject to bill impact considerations, when the resulting service
charge for a customer class is within the range established by the Board’s Report,
the distributor should be required to maintain its existing fixed-variable split.

Based on this approach, VECC submits that Hawkesbury’s proposed fixed-
variable split for all it customer classes should reflect the existing (2009) fixed-
variable split. The only exception is the GS>50 class where application of the
existing split yields a service charge that exceeds the Board’s recommended
range®®. In this case, the service charge should be set at the upper limit (currently
$94.41).

Finally, Hawkesbury has included LV charges/revenues in the determination of its
fixed-variable splits®>. VECC submits that this is inconsistent with the Board’s cost
allocation model which excludes LV costs and submits that the calculation of the
splits for each class should be calculated excluding LV charges. VECC notes that
in the recent Embrun Decision®® the utility was directed to exclude LV charges

from the determination of the monthly charge.

10 Retail Transmission Service Rates

10.1 In response to a Board Staff interrogatory®’, Hawkesbury has revised its proposed

2010 Retail Transmission Service rates to account for both the recent trends in
cost over-recovery and the July 2009 UTR adjustments. VECC submits that the

proposed rates should be accepted by the Board.

11 LV Costs

11.1 In response to VECC interrogatories®, Hawkesbury has revised its proposed 2010

84 Exhibit 8, Tab 2, Schedule 1, Attachment 2, page 1.
6 VECC #10 b)

¢ EB-2009-0132, page 17

57 OEB Staff #23

68 VECC #28 and #29 - revised
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LV costs from $70,600 to $60,500. VECC submits that this latter value is

reasonable and should be adopted by the Board.

12 Losses

12.1

Based on a five-year average, HHI proposes a total loss factor of 4.66% for the
Test Year as compared to the current factor of 6.35%.%° VECC notes that overall
the loss factor is trending downward and that if one takes the most recent three-
year average, the calculated factor would be 4.46%.’° VECC submits that the
Board should consider the lower three-year average in determining the appropriate

loss factor.

13 Deferral and Variance Accounts

Miscellaneous Deferred Debits (Account #1525)

13.1

13.2

13.3

Hawkesbury proposes to dispose of the $272,862 balance’® in this account and
has allocated it to customer classes based on customer count. VECC notes that
the Report of the Board on Electricity Distributors’ Deferral and Variance Account
Review Initiative specifically directs the use of “number of customers with rebate
cheques” as the allocation factor for the #1525 Rebate Cheques Sub-account.
The Report does not provide any direction as to how any other sub-accounts

within Account #1525 are to be allocated.

In the case of Hawkesbury, over 85% of the balance ($237,727) in Account #1525
consists of past charges from Hydro One Networks for the recovery of
environmental costs and only 1% is related to the Ontario Price Credit Rebate
cheques’. In VECC's view it is inappropriate to allocate environmental costs to

customer classes based on customer count.

Environmental costs are part of overall distribution expenses. Indeed, in its

8 Board Staff IR # 20c)

° Based on the information in Board Staff IR # 20c)

" OEB #21 a)

2 OEB Staff #21 a). The remaining amount of balance is carrying costs.
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December 2004 Decision Regarding the Recovery of Regulatory Assets — Phase
2, the Board approved the Hydro One Networks’ allocation of these costs based
on distribution/LV revenues’. In VECC's view a similar allocation (i.e., the
allocation of LV costs to customer classes) should be used by Hawkesbury in
recovering its share of Hydro One Networks costs from its customers.
Furthermore, given that only a very small portion of the costs are related to “rebate
cheques”, it would be reasonable for the Board to consider extending this

allocation approach to the entire Account #1525 balance.
Power Supply — Global Adjustment Subaccount (Account #1588)

13.4 VECC has reviewed and concurs with the Board Staff’'s submissions regarding the
recovery of the balance in this account from non-RPP customers. VECC notes
that in its March 29, 2010 amendments to Board Staff’s interrogatories
Hawkesbury indicates that is billing software provider can accommodate the
allocation of costs to a sub-group within a rate class. As a result, VECC assumes

there will be minimal expense involved in implementing the preferred approach.

14 Recovery of Reasonably Incurred Costs

14.1 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 6™ day of April 2010

78 Board”s Decision regarding Recovery of Regulatory Assets — Phase 2,
December 2004, page 42. In the Decision LV revenues were to be used to
allocate the costs to embedded distributors while distribution revenues were
to be used to allocate the costs to HON’s retail customer classes.
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	1 The Application
	1.1 Hydro Hawkesbury Inc. (”HHI,” “the Applicant,” or “the Utility”) filed an application (“the Application”) with the Ontario Energy Board (“the Board” or “the OEB”) on November 5, 2009, under section 78 of the Ontario Energy Board Act, 1998 for electricity distribution rates effective May 1, 2010.  The Application projected a 2010 rate base of $4,146,090, requested a distribution revenue requirement of $1,304,216 for the 2010 test year and claimed a gross revenue deficiency of $394,455 based on existing rates.  The associated percentage increase in distribution revenues was 36.20%.  
	1.2 In its Application, HHI also requested: (i) approval for revised Retail Service Transmission Rates; (ii) approval of a utility-specific Smart Meter rate adder of $1.51/customer/month; (iii) approval of a revised loss factor; and (iv) approval to dispose of an aggregate balance of $1,885,598 in a number of its Deferral and Variance accounts.  
	1.3 On December 18, 2009, the Board issued Procedural Order No. 1 which provided for a round of written interrogatories with responses due on January 26, 2010.  By letter dated January 26, 2010, HHI requested an extension for interrogatory responses to February 3, 2010.
	1.4 In its responses to first round interrogatories, HHI provided a “Summary of Proposed Changes to Revenue Requirement” list that made revisions with respect to rate base, revenue, operating costs, deferral/variance account balances, and rate design.
	1.5  On February19, 2010, the Board issued Procedural Order No. 2 which provided for a second round of written interrogatories with responses due on March 5, 2010.  
	1.6 In its responses to the second round of interrogatories, HHI provided additional information, largely correcting and clarifying its earlier responses.  In response to a second round Board Staff interrogatory, HHI indicated that the corrections made to its pre-filed evidence arising from three first-round Board staff interrogatories, the 2010 rate base was now projected to be $4,234,148.  
	1.7 However, as parties required more clarification on the evidence, and subsequent to a teleconference call involving Board Staff, HHI, and VECC, on March 29, 2010, HHI provided further written “Amendments to Responses to Board Staff Supplemental Interrogatories” and “Amendments to Responses to VECC Supplemental Interrogatories.”  Among other things, the Board Staff “Amendments” indicated a revised 2010 rate base of $4,270,260 which VECC understands to have changed mainly in response to Board staff’s efforts to correct recorded depreciation and HHI’s updates to the cost of power included in the working capital component.
	1.8 On March 30, 2010, the Board issued Procedural Order No. 3 which directed that VECC file its revenue requirement submissions no later than April 6, 2010 and to file its submissions regarding load forecast, cost allocation and rate design by April 8, 2010.  The following sections contain VECC’s final submissions regarding all aspects of HHI’s Application.

	2 Capital Spending and Rate Base
	2.1 The amended projected Test Year rate base is $4,270,262, comprised of $2,155,830 in net fixed assets and $2,114,431 in working capital allowance. 
	2.2 VECC submits that the record on these issues is quite difficult to follow as at each stage of the numerous stages of this process the numbers underlying the net fixed assets and working capital components of rate base changed as revisions/updates/corrections were made.    
	2.3 Notwithstanding the preceding, VECC notes that Board Staff took an active lead role in focusing on the correctness of the depreciation schedule in this proceeding.  Further,  in its submissions, Board Staff indicated that they were finally satisfied that the historical depreciation record was finally appropriate and, as such, Staff was satisfied that HHI’s 2010 net fixed assets of $2,155,830 “is appropriately derived.”  
	2.4  VECC notes that in all its incarnations, the HHI rate base is relatively flat over the period 2006-2010.  VECC further notes that HHI forecasts no retirements and no contributions for 2010.  
	2.5 VECC therefore accepts the net fixed asset amount of $2,155,830 as appropriate for 2010.
	2.6 VECC notes that while HHI has indicated it has no asset management strategy or performance targets, it does adhere to the Minimum Inspections Requirement of the Distribution System Code.  
	2.7 VECC accepts that HHI appears to be a good candidate for “minimum inspections requirement” regarding its distribution assets due to its small size.  However, the service quality indicators provided by HHI in response to interrogatories lead VECC to question whether HHI should investigate the extent to which outages could be reduced through a more active asset management approach and whether a more active approach is economically justified.  
	2.8 VECC submits that HHI should undertake a “threshold study,” at least at a high level focusing on the costs and benefits of reduced outages, regarding the appropriateness of increasing its asset management activity.  VECC submits that HHI should file such a study at its next rebasing proceeding.  
	2.9 VECC believes that the savings in PST which will begin as of July 1, 2010 as a result of the agreement between the federal and provincial government to harmonize the GST and the PST should be reflected in the 2010 revenue requirement. HHI has estimated that $16,603 in PST is included in the capital expenditures for 2010.  
	2.10 VECC submits that it would be appropriate to remove the revenue requirement impact of half of this amount in 2010 since the HST will be in effect for half of 2010.  VECC notes that HHI has agreed to establish a variance account to track HST savings and submits that such a variance account should be established. 
	2.11 HHI has used the “15% rule” to calculate its 2010 WCA of $2,114,431.
	2.12 Over the period 2006-2010, the working capital component for HHI represents approximately 50% of rate base.  
	2.13 HHI has not undertaken a lead-lag study and estimates the cost of such a study as “unknown.”
	2.14 VECC accepts the methodology used by HHI in calculating the WCA component of rate base for this proceeding and concurs with the submissions of Board Staff regarding (i) updating the WCA to reflect updated UTRs and (ii) costing the non-RPP load at estimated non-RPP costs.  VECC notes that the LV costs included in the cost of power also need to be updated to reflect the $60,500 revised value submitted on March 29, 2010.
	2.15 VECC adds that the WCA should also reflect the Board’s determinations in this case regarding controllable expenses and the load forecast.  
	2.16 Finally, VECC submits that a lead-lag study should be filed with HHI’s next rebasing application to assess the appropriateness of continuing with the “15% option,” an option that might generate a figure that bears no relationship to actual working capital requirements or their actual cost. 

	3 Load Forecast
	3.1 Hawkesbury’s load forecast methodology consists of the following steps:
	3.2 Overall, the total billed energy for 2010 is forecast to be 161.85 GWh as compared to an actual 2008 billed energy value of 167.38 GWh and a 2008 weather normalized value of 168.88 GWh – a reduction of roughly 4.2%.
	3.3 In terms of the regression model used to predict total weather normalized purchases, VECC notes that model has an adjusted R-squared value of over 95% and that the coefficients are all (statistically) significant and intuitively correct.  VECC submits that the model should provide a reasonable forecast for purposes of setting 2010 rates.  
	3.4 VECC notes that Hawkesbury’s approach to determining the 2010 weather normalized use by customer class is simplistic in that it assumes all (weather sensitive) customer classes (i.e. Residential, GS<50 and GS>50) have the same degree of weather sensitivity.  Furthermore, there is disconnect between the methodology used to determine the 2010 weather normal use for these customer classes (which uses percentage of 2008 actual sales) and the methodology used for the smaller customer classes (which uses actual 2008 sales levels).  Implicit in using the Residential, GS<50 and GS>50 actual sales as a percentage of total purchases is the assumption that the sales to all customer classes vary with the weather.  However, this is not the case as Hawkesbury assumes that USL, Street Lighting and Sentinel Lighting are not weather sensitive.
	2010 Load Forecast Results
	3.5 The Ontario employment forecast used by Hawkesbury to estimate 2010 purchases is based on various forecasts developed in early 2009.  The cumulative projected change in employment levels from 2008 to 2010 was -2.2% (-2.6% in 2009 followed by +0.4% in 2010).  In response to VECC #3 a) Hawkesbury noted that the employment forecast issued by the Provincial Government in the Fall of 2009 was not materially different (cumulative change of -2.0%) and, as a result, did not update its 2010 forecast.
	3.6 VECC notes that in the recent 2010 Budget delivered by Provincial Government last month the forecast growth in employment over the 2008-2010 period is -1.3% (-2.4% in 2010 followed by +1.1% in 2010).  VECC submits that this is a material change that should be reflected in Hawkesbury’s load forecast for 2010.  One approach would be for the Board to direct Hawkesbury to revise its load forecast based on the updated employment projection.  
	3.7 Another approach would be to make a “bottom line” adjustment to the existing forecast.  Given that the original forecast was 4.2% less than the 2008 weather normalized use (excluding the large use customer) and the employment reduction forecast between 2008 and 2010 is now only 60% of the originally projected change, reducing the 2008 weather normalized use by 2.5% (60% of 4.2%) would provide a rough estimate of the impact.  This would yield a 2010 purchase forecast of 164.66 GWh as oppose to the 161.85 GWH forecast proposed by Hawkesbury.
	3.8 In terms of the individual customer class volume forecasts, VECC submits that a more consistent approach would have been to determine the 2008 percentage use by customer class of total 2008 purchases excluding the sales to USL, Street Lighting and Sentinel Lighting.  These percentages would then be applied to the forecast 2010 purchases (again excluding USL, Street Lighting and Sentinel Lighting) to determine the 2010 weather normalized sales for Residential, GS<50 and GS>50.  However, as the loss factors implicit in Hawkesbury’s approach are not materially different from historic values, it appears that Hawkesbury’s approach is reasonable for 2010.
	3.9 Finally, VECC has reviewed and agrees with Board Staff’s submission regarding Hawkesbury’s forecast customer count for 2010.

	4 Revenue Offsets
	4.1 In its original pre-filed evidence, HHI indicated that its forecast 2010 revenues and costs related to Merchandising and Jobbing were $45,000 and $25,000 respectively.
	4.2 In response to an interrogatory, HHI proposed to amend its estimated 2010 revenues and costs related to Merchandising and Jobbing to $64,902.73 and $51,480.84 respectively.  
	4.3 In response to a further interrogatory, HHI stated that the revenue requirement impact of this change was $96,400.  VECC does not understand how the revenue requirement impact was calculated.
	4.4 VECC submits that HHI should clarify and if necessary correct how this impact was calculated in its reply submission. 

	5 Operating Costs
	5.1 HHI agreed that the growth in OM&A costs from actual 2006 to projected 2010 was consistent with an annual growth rate of 5.77% compounded.
	5.2 However, HHI maintained that such a comparison was “deceptive” insofar as there were uncontrollable costs in 2010 such as IFRS and rebasing costs.  HHI therefore suggested that an appropriate period to use to calculate the growth in OM&A spending would be from 2006 ($770,907) to 2009 ($873,491), with that particular period exhibiting a compounded annual growth rate of 3.17%.   VECC submits that using the period suggested by HHI still results in a compounded annual growth rate of 4.25%, not 3.17%.
	5.3 VECC also notes that using the actual OM&A costs from 2004 of $703,451 and looking at the period 2004-2009 results in a compounded annual growth rate of 4.425% in terms of actual costs.  
	5.4 VECC submits that rather than choosing a different period that excludes the Test Year, it is more appropriate to include the Test Year and make any required adjustments in one-time Test Year expenses to look at the trend in OM&A costs.  VECC further notes that the Test Year costs included an amortization of rebasing costs and IFRS costs, not the full amounts.
	5.5 As the preceding analysis indicates, even with the removal of amortized IFRS and rebasing costs, the increase in OM&A is above twice the general rate of inflation over the years 2006-2010.
	5.6 VECC submits that for its next rebasing application, HHI should undertake a review with respect to the control of controllable costs and be prepared to explain any overall increases in OM&A costs that materially exceed the general increases in inflation.
	5.7 With respect to regulatory costs, VECC agrees with Board Staff that HHI’s estimates appear to be excessive and VECC suggests that Board Staff’s recommendations in this respect are fairly generous to the utility.
	5.8  With respect to the included LEAP costs of $2,000, VECC submits that while it strongly supports initiatives to mitigate the impacts on Low Income customers, given (i) that there is no apparent specific purpose for the funds or benefit to Low Income customers, and given (ii) that there is no regulatory or government direction provided with respect to LEAP proposals at the present time, the amount of $2,000 should be removed from the Test Year revenue requirement.
	5.9 Finally, similar to its submissions made regarding 2010 capital spending, VECC submit that the 2010 OM&A costs should be reduced to account for the planned introduction of the harmonized sales tax July 1, 2010.  VECC submits that the best estimate of such savings in evidence is $5,500 for 2010.  VECC submits that a variance account be established about this estimate to hold parties harmless should the actual savings deviate significantly from this estimate.

	6 Payments in Lieu of Taxes
	6.1 VECC accepts Board Staff’s view that the proposal is appropriate.  

	7 Cost of Capital/Capital Structure
	7.1 VECC supports Board Staff’s position that HHI’s proposal be revised to incorporate the Board’s 2010 parameter updates.

	8 Cost Allocation
	8.1 Hawkesbury has prepared a 2010 cost allocation study using 2010 costs and scaling the various loads used in its 2006 study to match the change in load forecast for each customer class between then and 2010.  In preparing the 2010 Cost Allocation study Hawkesbury’s consultant used 2010 revenues by customer class based on 2009 rates and, as a result, the overall revenue to cost ratio is 73.42% as opposed to 100%.  In response to a VECC interrogatory, Hawkesbury produced a table setting out the revenue to cost ratios that would result if the 2010 revenue deficiency was addressed through a uniform rate increase to all customer classes.  The following table compares these results with those from Hawkesbury’s 2006 Cost Allocation (corrected for the treatment of the transformer ownership allowance).
	REVENUE TO COST RATIOS – 2006 vs. 2010 Results
	Customer Class
	2006 (TOA Adjustment) Cost Allocation
	2010 Cost Allocation (Uniform Increase)
	Residential
	127.84
	141.26
	GS<50
	111.08
	118.91
	GS>50
	26.72
	29.33
	Large Use
	140.87
	Not Applicable
	Street Lighting 
	26.26
	36.32
	Sentinel Lighting
	147.77
	197.39
	USL
	7.53
	198.48
	Total
	100.0
	100.0
	Sources: Exhibit 7, Tab 1, Schedule 1, ERA Report, page 13
	8.2 The results are materially different as the 2010 Cost Allocation reflects the changes in costs and load between 2006 and 2010 as well as the elimination of the Large Use Class.
	8.3 For 2010, Hawkesbury has used the 2006 Cost Allocation results are the “starting point” for determining its proposed revenue to cost ratio adjustments for 2010.  The following table compares Hawkesbury’s proposed R/C ratios with those from the 2006 Cost Allocation and the 2010 Cost Allocation.
	REVENUE TO COST RATIOS
	Customer Class
	2006 (TOA Adj) Cost Allocation
	2010 Cost Allocation (Uniform Increase) 
	2010 Proposed
	Residential
	127.84
	141.26
	112
	GS<50
	111.08
	118.91
	111
	GS>50
	26.72
	29.33
	80
	Large Use
	140.87
	Not Applicable
	Not Applicable
	Street Lighting
	26.26
	36.32
	70
	Sentinel Lighting
	147.77
	197.39
	120
	USL
	7.53
	198.48
	80
	Total
	100.0
	100.0
	100
	Sources: Exhibit 7, Tab 1, Schedule 1, ERA Report, page 13
	8.4 For those customer classes whose (2006) revenue to cost ratios are below the Board’s target range, Hawkesbury is proposing to move the revenue to cost ratio to the minimum value in 2010.  Similarly, Hawkesbury is proposing to move the ratio for Sentinel Lighting down to the upper end of the target range for the class.  The balance of the excess revenue generated by these adjustments is used to reduce the revenue to cost ratios for both Residential and GS<50.
	8.5 VECC notes that the use of the 2006 Cost Allocation as the “starting point” only impacts the ratio for 2010 (and beyond) if either:
	a) the starting ratios are outside the range and the proposal is to phase-in the adjustment to the target range, or
	b) the choice of starting point alters whether the revenue to cost ratio is above/below the target range.
	8.6 In the case of Hawkesbury, the utility has chosen to not phase-in the adjustments required to achieve the Board’s target ranges.  While this is a departure from the normal practice approved for other distributors, the total bill impacts are all less than 10%, due to the change in loss factor and the rate riders proposed for 2010.  However, the choice of 2006 vs. 2010 as the starting point does affect whether the ratio for USL is above or below the Board’s target range.  As a result, for this class, the choice is an issue.
	8.7 Hawkesbury’s rationale for using the 2006 Cost Allocation as the starting point is that it believes the revenue to cost ratios arising from the last non-IRM rate setting process that are most appropriate to use as the reference point.  VECC disagrees.  A uniform across increase in all customers’ rates is consistent with a neutral approach to cost allocation and, VECC submits, that the results of cost allocation using 2010 costs and loads is the appropriate starting point for considering 2010 cost allocation adjustments.
	8.8 As Hawkesbury’s consultants noted both costs and loads have changed since 2006 – both of which will affect the calculation of the revenue to cost ratios.  Indeed, in the case of Hawkesbury, the 2006 Cost Allocation included a Large Use customer class that does not exist in 2010.  This anomaly simply highlights the inconsistency in trying to apply the 2006 Cost Allocation as the starting point for 2010.
	8.9 Furthermore, VECC notes that its proposed approach is consistent with that generally used by other utilities whose approved rates are based on an Application that included an updated cost allocation study:
	 The approach used by Hydro One Networks in its 2008 Rate Application where the results were adopted by the Board for rate setting and again in its most recent 2010/2011 Rate Application.
	8.10 Indeed, apart from the 2010 Application by Embrun Hydro, VECC is not aware of another utility where the 2006 Cost Allocation results have been used in the determination of the approved 2010 cost allocation adjustments when more current results based on the test year are available.  In Embrun’s case, while VECC raised the issue in its final argument, the Board’s final Decision does not provide any specific direction as to which is the appropriate starting point.
	8.11  Overall VECC submits that Hawkesbury should use the 2010 Cost Allocation (assuming a uniform increase) as the starting point.  The immediate effect is that the 2010 ratio for USL should be 120% (the upper limit of the Board’s target range for that class).  Otherwise, the ratios originally proposed for GS>50, Street Lighting and Sentinel Lighting are acceptable subject to the need to ameliorate any bill impacts arising from the Board’s findings on other issues.  
	8.12 VECC also agrees with the approach adopted by Hawkesbury where any excess revenues are first used to reduce the Residential ratio to 119% (same as GS<50) and then the ratios for both classes are reduced in tandem.
	8.13 VECC’s only other concern is that Hawkesbury calculates its 2010 proposed revenue to cost ratios based on a comparison of customer class base distribution revenues vs. allocated base revenue requirement (as opposed to based on total revenues versus the allocation of service revenues by class – as per the Board’s cost allocation model).  While the effect of this is very small, VECC submits that the calculation should follow the Board’s methodology and notes that the Board recently directed Embrun to use the service revenue based calculations.

	9 Rate Design
	9.1 Hawkesbury claims that its fixed-variable split is more weighted to the “variable” portion than that of comparable utilities.  As a result, it has calculated the average fixed-variable split for its comparator group and proposes to increase its fixed recovery portion 75% of the way to this average for each class.  The only exception is the GS>50 class where adoption of this approach would yield a monthly service charge above the Board’s recommended range.  For this class, Hawkesbury proposes to set the monthly service charge at the upper end of the Board’s target range.  For all other classes, the results fall within the Board’s target range.
	9.2 VECC notes that in past Decisions the Board has, in situations where the current fixed-variable split yields rates within the range established by the Board, approved increases in the fixed portion of the Distributor’s rates; decreases in the fixed portion of the rate structure and maintained the existing fixed-variable split.  The general approach of the Board appears to be that the choice is within the discretion of the Distributor as long as the result falls within the Board’s prescribed range. 
	9.3  As noted in the discussions to date during the OEB’s Rate Design review – there are arguments to be made in favour of an increase in the fixed portion of the rate design and arguments to be made in favour of an increase in the variable portion of the rate design.  VECC submits that it is inappropriate to allow a distributor to pick and choose among these arguments to support its particular position.  
	9.4 In VECC’s view a more standardized and principled approach is required.  VECC submits that, subject to bill impact considerations, when the resulting service charge for a customer class is within the range established by the Board’s Report, the distributor should be required to maintain its existing fixed-variable split.  Based on this approach, VECC submits that Hawkesbury’s proposed fixed-variable split for all it customer classes should reflect the existing (2009) fixed-variable split.  The only exception is the GS>50 class where application of the existing split yields a service charge that exceeds the Board’s recommended range.  In this case, the service charge should be set at the upper limit (currently $94.41).
	9.5 Finally, Hawkesbury has included LV charges/revenues in the determination of its fixed-variable splits.  VECC submits that this is inconsistent with the Board’s cost allocation model which excludes LV costs and submits that the calculation of the splits for each class should be calculated excluding LV charges.  VECC notes that in the recent Embrun Decision the utility was directed to exclude LV charges from the determination of the monthly charge.

	10 Retail Transmission Service Rates
	10.1 In response to a Board Staff interrogatory, Hawkesbury has revised its proposed 2010 Retail Transmission Service rates to account for both the recent trends in cost over-recovery and the July 2009 UTR adjustments.  VECC submits that the proposed rates should be accepted by the Board.

	11 LV Costs
	11.1 In response to VECC interrogatories, Hawkesbury has revised its proposed 2010 LV costs from $70,600 to $60,500.  VECC submits that this latter value is reasonable and should be adopted by the Board.

	12 Losses
	12.1 Based on a five-year average, HHI proposes a total loss factor of 4.66% for the Test Year as compared to the current factor of 6.35%.  VECC notes that overall the loss factor is trending downward and that if one takes the most recent three-year average, the calculated factor would be 4.46%.   VECC submits that the Board should consider the lower three-year average in determining the appropriate loss factor. 

	13 Deferral and Variance Accounts
	Miscellaneous Deferred Debits (Account #1525)
	13.1 Hawkesbury proposes to dispose of the $272,862 balance in this account and has allocated it to customer classes based on customer count.  VECC notes that the Report of the Board on Electricity Distributors’ Deferral and Variance Account Review Initiative specifically directs the use of “number of customers with rebate cheques” as the allocation factor for the #1525 Rebate Cheques Sub-account.  The Report does not provide any direction as to how any other sub-accounts within Account #1525 are to be allocated.
	13.2 In the case of Hawkesbury, over 85% of the balance ($237,727) in Account #1525 consists of past charges from Hydro One Networks for the recovery of environmental costs and only 1% is related to the Ontario Price Credit Rebate cheques.  In VECC’s view it is inappropriate to allocate environmental costs to customer classes based on customer count.  
	13.3 Environmental costs are part of overall distribution expenses.  Indeed, in its December 2004 Decision Regarding the Recovery of Regulatory Assets – Phase 2, the Board approved the Hydro One Networks’ allocation of these costs based on distribution/LV revenues.  In VECC’s view a similar allocation (i.e., the allocation of LV costs to customer classes) should be used by Hawkesbury in recovering its share of Hydro One Networks costs from its customers.  Furthermore, given that only a very small portion of the costs are related to “rebate cheques” , it would be reasonable for the Board to consider extending this allocation approach to the entire Account #1525 balance.
	Power Supply – Global Adjustment Subaccount (Account #1588)
	13.4 VECC has reviewed and concurs with the Board Staff’s submissions regarding the recovery of the balance in this account from non-RPP customers.  VECC notes that in its March 29, 2010 amendments to Board Staff’s interrogatories Hawkesbury indicates that is billing software provider can accommodate the allocation of costs to a sub-group within a rate class.  As a result, VECC assumes there will be minimal expense involved in implementing the preferred approach.

	14 Recovery of Reasonably Incurred Costs
	14.1 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 6th day of April 2010


