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January 24, 2007
Ontario Energy Board

2300 Yonge Street, 26th Floor

Toronto ON      M4P 1E4

Attention:
Kirsten Walli
Board Secretary

Dear Sir:
RE:
2007 Distribution Rate Application for Festival Hydro Inc. EB 2007-0527 
Enclosed please find three copies of the rate application model (2007 IRM Model) and one CD containing the rate application for Festival Hydro Inc.  
Manager’s Summary

The rate model has been completed according to the instructions outlined in Appendix D: Filing Requirements for 2007 Rate Adjustments found in the Report to the Board dated December 20, 2006, and the instructions on pages 3 and 4 in the associated letter dated December 20, 2006. 
The following details the approach followed by Festival Hydro in completing the 2007 IRM models. We have presented our comments on a Sheet by Sheet basis. 
LDC Information
The LDC information has been completed according to the instructions.  Note that on the drop down box for Name of LDC it lists Festival Hydro Inc and Festival Hydro Inc. (Hensall).  In discussions with Lee Harmer, he agreed for Festival Hydro Inc. to include the Hensall rates in with the main Festival Hydro IRM model.  The only rates which exist for Hensall are residential rates.  This is the same as was done for the 2006 EDR model.
2006 Rate Classes 

The rate classes are taken from the Tariff of Rates and Charges (effective May 1, 2006) which was issued by the OEB as part of its Rate Decision and Order dated April 12, 2006.
2006 Tariff Sheet 

The rates are taken from the Tariff of Rates and Charges (effective May 1, 2006) which was issued by the OEB as part of its Rate Decision and Order dated April 12, 2006.

2006 Smart Meter Information 

The smart meter rate adder has been taken from Festival Hydro’s 2006 OEB final approved 2006 EDR Model, Sheet 8-5.

Removal of 2006 Smart Meter Rate Adder 

The spreadsheet had been calculated automatically based on inputs.

CDM Adjustment

The CDM rate adder has been taken from Festival Hydro’s 2006 OEB final approved 2006 EDR Model, Sheet 8-3 Rates CDM.

LCT Adjustment

No LCT Adjustment is required because Festival Hydro did not require an LCT adjustment as part of the 2006 EDR model.

Dx IRM Adjustment

The spreadsheet had been calculated automatically based on inputs.

Add Back of Smart Meter Amount
The spreadsheet had been calculated automatically based on inputs.

2007 Tariff Sheet

The spreadsheet had been calculated automatically based on inputs.

Bill Impact – Summer, Winter, Annualized

These spreadsheets have been calculated automatically based on inputs; however, changes were made as follows:

1. The unmettered scattered load sheets were calculating on a kW basis.  They have been have changed to calculate on a kWh basis, which is the method Festival Hydro customers are billed.  The quantities have also been changed to better reflect our usages. 
2. The last two Large Use examples have been changed to approximate the average usage of our large use accounts.

3. The spreadsheets for General Service 50 to 4,999 kW have been changed.  The KW other charges was adding together the Network and Connection charges for both non-interval and interval.  I have changed so that the examples of less than 200kW are calculated on the non-interval basis and the 200 KW and greater are calculated on the interval basis.  
Based on the results, distribution rates will be increasing for all customer classes, however, the impact as noted on the examples on Appendix 11 to 13, shows increases to distribution rates of 1.01% or less.  The overall bill in all examples is decreasing due to the impact of the GST reduction.
Proposed Rate Changes outside of the Model 
Festival Hydro accepts the rates as calculated by the 2007 IRM Model; however, we would request that the Board approve the following two changes as part of the 2007 rates:

1. Direct Mitigation for Hensall Rates
In 2000, Festival Hydro purchased the electrical assets of the former Hensall Public Utilities Commission.  Because of the large differences in residential rates, the rates were not harmonized at that time.  As part of the 2006 rate application process and previous RAM models, we have taken steps to harmonize these rates through direct mitigation. 

According to the OEBs web page titled Bill Comparisons, if we refer to the amounts being paid by a 1,000 kWh customer, Festival Hydro’s Hensall residential customers are paying only $107.52 compared to the remaining Festival Hydro customers who are paying $119.01.  All Festival Hydro residential customers receive the same level of service, regardless of whether they live in Hensall or anywhere else in Festival Hydro’s territory (i.e. in Stratford, St. Marys, Seaforth, Dashwood, Brussels, Zurich and Hensall).  As such, we want to move towards full rate harmonize so that Hensall residential customers pay the same for their service.  

Festival Hydro has been making attempts to harmonize these rates through the 2006 EDR model and past RAM models.  The 2007 IRM model does not allow for any direct mitigation to occur within the spreadsheet.  We are proposing that we continue to take steps towards this rate harmonization by adjusting outside of the model, as described below.  

According to the 2006 EDR model, Sheet 6-2, Hensall residential has 408 (2.5%) customers and the remaining Festival Hydro residential customers total 16,055 (97.5%), for a grand total of 16,463 customers.  We are proposing a $1.18 increase to the monthly fixed charge for Hensall.  In order to stay revenue neutral, it would result in all remaining residential customers receiving a $0.03 monthly decrease in their fixed monthly service charge. 

The impact of this direct mitigation is outlined below: 
IRM Model calculated Hensall Rates – Sheet 13 Bill Impact Annualized, 1,000 kWh customer:






2006 Bill
2007 Bill
Change

Sheet 13, Total Bill after taxes
112.99

112.72

-$0.27 /-.24% 

Proposed additional $1.25 increase in Fixed Service Charge for Hensall residential (i.e. $1.18 Fixed Service Charge plus .07 GST)









2007







2006 Bill
Revised Bill
Change

Revised, Total Bill after taxes

112.99

113.97

$0.98 /.87% 

An increase of $1.25 ($1.18 monthly service charges and .07 GST) on the total bill, along with the other 2007 IMR changes, translates into less than $1.00 a month increase in their monthly bill and helps to move closer to rate harmonization. 
Impact on remaining Festival Hydro residential customers as a result of staying revenue neutral:
Number of Hensall customers


          408

Proposed Increase in monthly fixed rate
$       1.18
Additional distribution revenues - monthly
$   481.44





    - Annually
$5,777.28

Number of other FHI residential customers
     16,055

Additional distn revenues to be divided
$5,777.28


Annual distn rev above /# other customers
$0.35984 per customer per year

Monthly decrease in fixed service charges 
$0.02999 (.03) per customer per mth
IRM Model calculated FHI Other Residential Rates – Sheet 13 Bill Impact Annualized, 1,000 kWh customer:







2006 Bill
2007 Bill
Change

Sheet 13, Total Bill after taxes
124.52

124.37

-$0.15 /-.12% 

Proposed $0.03 decrease in fixed service charge for FHI other residential as a result of the $1.25 increase for Hensall residential fixed distn charge ($1.18 plus .07 GST)









2007






2006 Bill
Revised Bill
Change

Revised, Total Bill after taxes

124.52

124.34

-$0.18 /-.14% 

Even with an increase to the fixed service charge of $1.18, Hensall residential customers on their total bill will be paying only $113.97 compared to $124.34 by FHI other residential customers.  This monthly total bill for Hensall will still be on the low side compared to the OEB web page, Bill Comparison where the average of all utilities is currently $117.51. 
We request that the OEB considers this application outside of the model so Festival Hydro may continue with its rate harmonization process.
2. Recovery of a Significant Bad Debt

The 2007 IRM model does not have a section which allows for the recovery of significant bad debts which arise, despite following prudent collection activities. Festival Hydro is applying to seek recovery through the 2007 rates for a significant loss which occurred in 2006.
On October 31, 2006, Festival Hydro had a major automotive-related company (Dura Automotive Systems) enter into Chapter 11 proceedings in the U.S (see attached documents).  That same week, the courts in Ontario approved the content of the Chapter 11 proposal to apply equally under the Companies Creditor Arrangements Act (CCAA) within Ontario (documents attached).  As a result, Festival Hydro has $106,733. outstanding of pre-petition claims for which there is limited expectation of receiving any further payments. According to the Utilities Order issued by the U.S. District Court of Delaware, paragraph 6 of the submission indicates that “Debtors do not owe any past amounts”. 
The customer did not have a deposit at the time of entering Chapter 11/CCAA as they met the waiver policies as defined in the Distribution System Code.  The Company has been in business for many years in Stratford and in the last five years has been late in payment only once (April 2006 – 1 day late) and again in October 2006 in conjunction with the Chapter 11 filing.  
Under the Chapter 11 court order, the Company was only required to put up a deposit equal to two weeks worth of an average monthly bill.  A deposit of $23,304 has been collected from the customer and applied to their new accounts.  To further mitigate any future losses, Festival Hydro has negotitated billing the Company on a weekly basis.  

In addition to the actual loss noted above of $106,733., we will also be losing their entire load due to plant closure (see attached article) sometime during 2007.  Their load is approximately 1,318 kW per month or 15,816 per year, which translates into lost distribution revenues of approximately $ 38,145. based on the 2006 EDR rates.

Based on the 2006 EDR model, Festival Hydro’s allowed rate of return for the 2006 rate year is $1,574,993.  The $106,733. after-tax will have a $68,202 impact on our bottom line.  This means that Festival Hydro will have less capital available to invest in activities such as smart meters and other capital projects.  Equally, our cash-flow is also impacted by the non payment.
As part of our 2007 IRM model, we are applying to have this loss amount recovered via our rates.  Our bad debts for 2006, excluding this account, will total approximately $64,000, which is very close to the approved amount of $60,816 in the 2006 EDR model (per Sheet Adj 5 attached).  

This single customer loss is clearly up and beyond Festival Hydro’s normal losses.  Festival Hydro has never experienced a single loss of this magnitude.  The largest single previous written-off in the past five years was for $6,429 in 2004.      

The 2006 rate model on Sheet Adj 5 defines a material bad debt occurrence as .2% of distribution expenses, which in the 2006 EDR model was $10,702 for Festival Hydro.  We believe this significant loss warrants recovery through the 2007 rates as it is greatly in excess of the bad debt occurrence amount.
We would recommend recovery of this loss over all classes rather than increasing the rates only for the General Service >50 kW class.  In the past, most of our losses have arisen from the residential and general service less than 50 kW classes and the losses have been recovered over all rate classes.  So for this situation we recommend continuing with the same philosophy.  

We would recommend this amount be collected based on distribution revenues, as a volumetric distribution charge.  Attached is a spreadsheet (Bad debt recovery worksheet) showing the calculations of the amounts to be charged to each rate class, based on the 2006 EDR model.    
We request that the OEB take into consideration this exceptional circumstance and allow Festival Hydro to recover this bad debt as part of our 2007 rates.
Final Revised Tariff Sheet

As part of the filing, we have included a Revised Tariff Sheet which incorporates both the Hensall Rate Mitigation and the Bad Debt recovery.  Also included is a revised Sheet 13 Annualized Rate showing impact for selected usages.  The impact of these two additional changes on selected usages is as follows:








Revised 2007





2006 Total Bill       
Total Bill
     Change
Residential, 1000 kWh

$    124.52

$    124.76
 $ 0.24      .19%

Residential (Hensall), 1000 kWh
      112.99 

      114.17
 $ 1.18    1.05%
Gen Service < 50 kW, 5000 kWh
      588.25

      588.80
 $ 0.55      .09%
Gen Service > 50 kW, 1000 kW
 42,066.21

 41,992.66       -$73.55   - .17%

Large Use 3 million kWh, 5000 kW   298,836.72

298,218.83
-$617.89  -.21%

USL 15000 kWh


   1,700.43
                1,699.55      -$0.88      -.05%

We request that the OEB approve the revised tariff sheet which incorporates the calculated IMR model along with the Hensall Rate mitigation and the bad debt recovery.

Yours truly,

Festival Hydro Inc.

W. G. Zehr

President

Enc:
2007 IRM model

Ontario Superior Court Filing Re: Dura Automotive

Chapter 11 Utilities Order


Dura Plant Closure newspaper article


EDR Model _ Adj 5 - Bad Debt Expense


EDR Model _ 10-4 - Distribution Revenues


EDR Model _ 7-1 - Customer kWh and kW usage


Recovery of Bad Debt Worksheet


Revised Tariff sheet including Hensall Direct Mitigation & Bad Debt Recovery 


Revised Appendix 13 including Hensall Direct Mitigation & Bad Debt Recovery 


CD ROM of electronic files
