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Introduction

As an incentive to LDCs to participate in Conservation and Demand Management (CDM) programs, the Ontario Energy Board (OEB) introduced rates-based applications to recover revenues lost to customer energy conservation, and to share in gains from effective CDM programs.  The mechanisms developed by the OEB to calculate lost revenue or savings are the Lost Revenue Adjustment (LRAM) and the Shared Savings Mechanism (SSM). 
The underlying basis for LRAM and SSM applications, is information from CDM program results, or other documented results that qualify.  Therefore, it is incumbent on the distributor that sufficient time needs to have passed to ensure measurable results and information have accumulated before LRAM and SSM application is made.  

Thus far, three LDCs have formally submitted application for LRAM and SSM to the OEB:   Toronto Hydro; Enersource; and Halton Hills Hydro.  Thus far, an order has been issued for the Toronto Hydro application allowing some $3.1 million in compensation for LRAM, and $7.2 million under SSM, based on the results reported in the LDC’s 2005 and 2006 Annual CDM Reports.  However, the OEB has asked Toronto Hydro to resubmit its SSM application without PILS, and to reduce its LRAM amount to reflect free ridership.  
Oshawa PUC Networks Inc. has determined that it will file application for LRAM and SSM adjustments based on its 2006 CDM results, reported to the OEB in March, 2007 in its 2006 CDM Annual Report.

Required
Oshawa PUC Networks Inc. has asked EnerSpectrum Group to assist the LDC with its LRAM and SSM applications on three levels:
1. Review the SSM calculations and underlying data, and assess if the application complies with OEB requirements and make recommendations for improvement as appropriate
2. Assess available lost revenue information associated with Oshawa PUC Networks Inc.’s 2006 CDM results; determine if an LRAM application is feasible based on OEB requirements; and prepare LRAM calculations suitable for submission

3. Provide a letter of verification of SSM and LRAM calculations and assumptions for inclusion Oshawa PUC Networks Inc.’s rates application
About SSM 

Under the SSM regime, a distributor may recover 5% of the net benefits created by the approved CDM portfolio, through a rate rider.   An SSM claim requires all of the information as required for LRAM, and it applies only to customer focused initiatives that reduce the demand for electricity and/or reduce the amount of energy used, and only where the costs of the initiatives are expensed.   The distributor must calculate the net benefits of a program using the Total Resource Cost (TRC) test that is applied for CDM program annual reporting.  

Methodology
To optimize the calculation of LRAM and SSM amounts, EnerSpectrum Group proposes that it: 

1. Review existing LRAM and SSM guidelines and LDC submissions to the OEB, and the OEB order issued to Toronto Hydro, to identify the most prudent course for Oshawa PUC Networks Inc. to complete its LRAM and SSM applications.

2. Seek counsel within the OEB to verify the appropriate assumptions and processes to complete LRAM and SSM submissions
3. Review Oshawa PUC Networks Inc. CDM program results and SSM submission, verify assumptions and calculations, and recommend improvements where appropriate
4. Provide LRAM calculations based on prudent assumptions, CDM results and appropriate rate classes within OEB guidelines 

5. Prepare report and recommendations related to LRAM and SSM calculations

6. Prepare a letter of verification by EnerSpectrum Group to be included in the Oshawa PUC Networks Inc. application

Review of Oshawa PUC Networks Inc. SSM Application

EnerSpectrum Group has reviewed Oshawa PUC Networks Inc.’s SSM application and calculations against the OEB’s RP-2004-0203 Report, calculated net TRC benefits (or in the case of program support, costs) for each CDM program.  The LDC has confirmed to EnerSpectrum Group that appropriate documentation is on file in support of the costs used in the TRC calculations.
As set out in the TRC Guide, program net benefits are determined by the present value of the benefits (avoided electricity costs minus the present value of program costs over the program’s life).   On a program basis, gross load reductions are in turn calculated based on TRC guidelines, and then further reduced to recognize free ridership of customers who would have undertaken load and energy consumption reductions regardless of CDM incentives.
The TRC Guide prescribes the calculations as well as the use of such parameters as the unit savings per measure for different measures, free-rider rates, and avoided electricity costs.  Moreover, utility-side programs, such as loss reduction initiatives, are not eligible for SSM treatment.
As the spreadsheet in Appendix 1 details, EnerSpectrum Group has reviewed Oshawa PUC Networks Inc.’s TRC calculations for each of its CDM programs and has identified any inconsistencies in the application of program costs, TRC calculations, or assumptions.  In some cases, costs or assumptions adjusted, as noted in the spreadsheet comments.  Based on these revisions, EnerSpectrum Group arrived at a slightly higher TRC value of $1,242,300 vs $1,229,600 as originally calculated by Oshawa PUC Networks Inc. 
The Shared Savings Mechanism allows for 5% of portfolio net TRC values to be retained by the LDC.  In this case, that amount computes to $62,115 to be applied for SSM purposes.

About LRAM 

The OEB prescribed in its RP-2004-0203 decision of December 2004, and outlined in the subsequent 2006 EDR Report of the Board, that a distributor is expected to calculate the energy savings by customer class and to value those energy savings using the Board-approved variable distribution charge appropriate to the class.  This amount is entered into a deferral account, which may be claimed in a subsequent rate year as compensation for lost revenue. 

Lost revenue is calculated using the variable distribution rate (kW or kWh) for each affected class and does not include any Regulatory Asset Recovery rate riders, as these funds have their own independent true-up process in place. In addition, lost revenues are only accruable until new rates (new revenue requirement and load forecast) are set by the Board, as the savings are assumed to be incorporated in the load forecast at that time. LRAM information for an application should include: 

· kW or kWh impacts (both gross and net of free riders) of each program and for each class; 

· A calculation of the impact of the CDM program on distribution revenues in each class; 

· Verification of the participation levels; 

· Where savings information is not provided in the TRC Guide, the distributor must comply with the requirements set out in the TRC Guide respecting custom projects;

· Duration of the program in years or months. 

· All information filed for the LRAM proposal should correspond to program information used in the calculation of the cost/benefit analysis. 

Oshawa PUC Networks Inc. LRAM Considerations and Calculations

EnerSpectrum Group has reviewed Oshawa PUC Networks Inc.’s CDM program results with respect to completing an LRAM application by class in a manner consistent with the OEB’s RP-2004-0188 Report.  Input has also been sought directly from OEB personnel.

Determination of LRAM Amount

Unlike SSM evaluation, LRAM accounts for variances between actual CDM results and the corresponding energy or load reductions, rather than net present value. For LRAM reductions in customer demand and energy due to CDM programs are applied to the specific rate class and adjusted to reflect free riders, and applied to the appropriate customer class to determine lost revenue.

Consistent with OEB guidelines, and input, EnerSpectrum applied the following steps to assess and calculate eligible LRAM amounts:

1. Obtain kW or kWh savings from 2006 CDM Annual Report

2. Obtain appropriate customer class rate(s)to annual savings

3. Multiply savings by appropriate class rate(s) 

4. Reduce amount of lost revenue by applicable free ridership rate to obtain to obtain eligible lost revenue 

5. Sum classes of lost revenue to obtain forgone revenues

Calculated LRAM amounts for the reported 2006 CDM program results are shown in the following table:

2005 Residential Load and Revenue Impacts
	Program
	Load Impact
	Rate/ kWh
	Revenue Impact

	
	kWh
	kW
	
	

	Library Watt Reader Program
	13,154
	3
	$0.0119
	$157

	Every Kilowatt Counts (Spring)
	1,674,492
	107
	$0.0119
	$19,926

	Every Kilowatt Counts (Fall/Winter)
	2,452,998
	48
	$0.0119
	$29,191

	Residential 155 Colbourne Replace Bulk with Individual Meters
	43,200
	2
	$0.0119
	$514

	Total
	4,183,845
	160
	 
	$49,788


A residential class rate rider would be suggested to recover SSM and LRAM amounts over the next 6 months.  However, Oshawa PUC Networks Inc. is advised to first assess the magnitude of the required rider based on the total residential energy delivered in 2006.  
Although Oshawa PUC Networks Inc. has focused on its 2006 CDM Annual Report as the basis for its application, EnerSpectrum Group has found some applicable program expenditures and results from 2005 that also qualify.  
Recommendations
After reviewing Oshawa PUC Networks Inc.’s SSM and LRAM calculations and amounts, recommends:

· In support of a submission to the OEB, ensure consistency of TRC calculation by using one calculation tool.  Revised TRC values are included in Appendix 1.
· Use OEB data tables for inputs to TRC calculations wherever possible to ensure compliance.  Use custom or non-table data only where it can be verified or substantiated beyond a reasonable doubt.  Revised TRC values are all based on OEB published tables.
· Maintain a bound paper audit for CDM costs and results as a backup to annual CDM filings, and for inquiries related to specific program details.  
· Consider the extension of existing CDM programs or the selection of future CDM  programs based on potential SSM and LRAM returns. 

· Consider the magnitude and resulting materiality of rate riders required to recover SSM and LRAM amounts.  
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