Cost Allocation Policy Review

VECC’s Questions for Elenchus Research Associates (Elenchus)

QUESTION #1 – MicroFIT Rates
Reference:
Elenchus Report, pages 8-12

a) Did Elenchus review the appropriateness of using the 9 accounts identified in the Board’s EB-2009-0326 Report as the basis for establishing the fixed monthly charge for microFIT and satisfy itself that “all related costs have been appropriately captured” per the basis for Option #1 as discussed on page 11?

b) In particular, did Elenchus consider why it was appropriate to allocate a portion of the “PILs for general plant assigned to meters” to the monthly charge but not allocate any of the net income (or debt costs) for general plant assigned to meters since PILs is based on net income (see the list of included cost elements on page 9)?

c) If Option #3 were approved, would it be reasonable to permit the input sheet for the Cost Allocation model to allow for a Service count greater than zero in the event that some microFit installations do have a separate service drop?

d) Assigning the same Billing weighting factor to the microFIT as is used for the Residential class presupposes that the effort required to prepare both bills is the same.  Has Elenchus undertaken any analysis or assessment to determine if this is the case?  Would it be reasonable to permit LDCs to over ride this default value if they considered  different weighting to be appropriate?
e) The recommendation calls for the continued use of the USoA accounts currently identified to establish the uniform provincial fixed rate for microFIT.  How does Elenchus foresee the Board updating the microFIt rate each year?  Would the inclusion of specific “microFIT” worksheet in the cost allocation model facilitate the provision of the data necessary for such an update?

f) If microFIT is not a separate rate class, are changes required so as to ensure the anticipated revenues for microFIT customers are included in the determination of the revenue to cost ratios?  More specifically, has Elenchus undertaken any assessment as to how microFIT revenues should be allocated to customer classes?

QUESTION #2 – Unmetered Loads

Reference:
Elenchus Report, pages 13-17

a) The Board’s September 2006 Cost Allocation Report (page 67) made a distinction between number of customers, number of connections and number of devices.  Where one connection can link a number of devices to a distributor’s system and a customer can have a number of connections.  The Elenchus Report appears to discuss the difference between customers and connections but not acknowledge the difference between connections and devices.  Should the proposed “separate input sheet” allow for the input of al three values and require the distributor to document the basis for the differences.
b) With respect to page 15, what is Elenchus’ understanding as to the assumed invoicing practice that underlies the default weighting factor for Billing currently used in the Cost Allocation model and is the current value of 1.0 (the same as Residential) reasonable given this invoicing arrangement?
c) Given the possible variation in invoicing approaches (see page 15), is it possible to have one set of default values or should there be a different set of default values for each invoicing arrangement?

d) The recommendation (page 17) calls for distributors that do not have a separate USL class to demonstrate that the revenue to cost ratio for these types of customers would still be within the Board’s recommended range.

· How does Elenchus see distributors making such a “demonstration?

· Does the current Cost Allocation model provide the necessary data to make such a demonstration absent the inclusion of a USL class?  If not, what changes are required?

QUESTION #3 – Transformer Ownership Allowance
Reference:
Elenchus Report, pages 18-22

a) The current directions from the Board exclude the “cost” of the TOA from the revenue requirement to be allocated to customer classes and require that the distribution revenues used in the determination of the revenue to cost ratios reflect the revenues net of (i.e., after) the transformer ownership discount is applied.  It is not clear precisely what changes Elenchus is proposing (pages 21-22) should be made to the Cost Allocation model for purposes of determining customer class revenue to cost ratios.  Please clarify.
QUESTION #4 – Allocation of Miscellaneous Charges

Reference:
Elenchus Report, pages 22-26

a) The Report recommends (page 26) that the major components included in Miscellaneous Revenues should be identified and allocated to customer classes of these revenue categories in a manner similar to the allocation of the corresponding costs.  Since miscellaneous charges are derived from specific customer-related activities, it is the level of this activity that drives the cost to provide the service.  Given this context, why should the costs not follow the revenues by customer class as oppose to vice versa?
b) What is Elenchus understanding as to where the costs incurred with respect to each of the following Miscellaneous revenue categories are recorded (i.e. USOA accounts) and how the costs are subsequently allocated to customer classes:

· Late Payment Charges

· Account Set Up and Charge/Change of Occupancy Charge

· Collection of Account Charges

· Specific Charge for Access to Power Poles?

c) Based on the response to part (b), specifically how would the revenues fro each of these four sources be allocated to customer classes?

d) How does Elenchus’ recommendation differ from the approach currently used in the Cost Allocation model?

e) On page 25, the Elenchus Report states that related Miscellaneous Revenues are excluded from derivation of the revenue to cost ratios (in the current cost allocation model).  However, Sheet O1 of the Cost Allocation model specifically includes miscellaneous revenues in the determination of the revenues used in the revenue to cost ratio calculation.  Please explain the basis for the statement and what specific changes would be made to the Cost Allocation model based on Elenchus’ recommendation.
QUESTION #5 – Allocation of Host Distributors Costs to Embedded Distributors
Reference:
Elenchus Report, pages 28-33
a) Are the thresholds meant to apply per embedded distributor delivery point or with respect to the embedded distributor’s total load?
b) The 2006 EDR Handbook was developed prior to the Board issuing its Directions on Cost Allocation Methodology for Electricity Distributors (RP-2005-0317).  As a result, there are inconsistencies been Schedule 10.7 in the 206 EDR Handbook and the Board’s Cost Allocation Methodology in terms of i) the types of costs that would be deemed to be associated with serving an embedded distributor (e.g., Schedule 10.7 makes no provision for metering-related costs, billing costs, general administrative costs or general plant costs) and ii) how costs are allocated.  What is Elenchus’ view on the need update Schedule 10.7?

QUESTION #6 – Allocation of Costs to Load Displacement Generation

Reference:
Elenchus Report, pages 33-39

a) With respect to Option #1, is there a “standard approach” used in other jurisdictions or would this option require Board direction on which approach should be used?

b) With respect to Option #3, please indicate what is meant by the term “avoided cost”.  Is the intent to base costs on the incremental cost of providing stand-service; on an “allocated share” of existing costs or some other approach?
c) Please provide more details as what Elenchus anticipates “a specific customer avoided cost analysis” would entail.  Also, please provide details as to how the proposed default value(s) would be established?
d) The Board did not make any findings in EB-2007-063 as to the how either the costs or the benefits associated with distributed generation should be established.  How does Elenchus see these issues being addressed for purposes of implementing Option #3?
e) The Report states that if the generator is above a certain size (e.g. 5 MW) then the rate capacity should be taken into account in the rate design.  To what extent should the rated capacity be taken into account for purposes of cost allocation when the generator’s size exceeds 500 kW or 5 MW?
QUESTION #7 – Revenue:Cost Ratio Range Recommendations

Reference:
Elenchus Report, pages 39-44

a) In terms of revenue:cost ratios the Board has frequently approved not only ratios for the test year but also further adjustments in the ratios during the subsequent IRM period.  Do the highest/lowest ratios reported on page 42 represent the approved test year values or the approved target values to be achieved over the IRM period?

QUESTION #8 – Addressing Accounting Changes and the Transition to the International Financial Reporting Standards
Reference:
Elenchus Report, pages 44-47

a) The Report does not specifically address the accounts listed in Attachment A and explain why they should be included in the cost allocation model.  Most of the accounts are deferral/variance accounts whose balances are disposed of through separate rate riders.  Why is it appropriate to include these accounts in the cost allocation model, since they do not form part of the Distribution Revenue Requirement?

b) Similarly, why is it appropriate to include Accounts #4750 and #4075 in the cost allocation model as these accounts record the costs charge to embedded distributors for transmission and LV and the related revenues recovered from its customers to cover off such charges?  Again, the RTSR and LV charges are typically recovered through separate rate adders or charges and not part of the Distribution Revenue Requirement.

