EB-2011-0073

IN THE MATTER OF the Ontario Energy Board Act, 1998,S.O. 1998, c. 15, (Schedule B);

AND IN THE MATTER OF an application by Oshawa PUCNetworks Inc. for an order or orders approving just and reasonablerates and other charges for electricity distribution to be effective January 1, 2012.
TECHNICAL CONFERENCE QUESTIONS
FROM THE

SCHOOL ENERGY COALITION

[Note:  All questions have been assigned to issues.  However, please provide answers that respond to each question in full, without being restricted by the issue  orcategory.  Many questions have application to multiple issues, but all have been asked only once to avoid duplication.]
1 GENERAL

1. [Staff #1, p. 2]  Please advise the name and position of the Applicant’s Project Advisor.

OPUCN Response

OEB Case Manager – Christie Clark. 
Issue 1.1: 
Are the Applicant’s overall economic and business planning assumptions for the Test Year appropriate?

2. [SEC #2, p. 11]  Please advise whether the Applicant:

a. Gives “advice or referrals to energy contractors or equipment”
b. Provides its “opinion regarding energy management advice, equipment or technologies”.
and if so, provide details.

OPUCN Response

a) Not applicable.

b) Not applicable.

3. [SEC #2, p. 12]  Please provide copies of the last ten “testimonials about positive experiences with the utility” that have been received by the Applicant.
OPUCN Response
Testimonials include customer’s personal information and will be delivered at the Technical Conference rather than included with this response.
4. [SEC #4, p. 14]  Please answer the original question, i.e. whether the primary conclusion of the Simul study is that customers overwhelmingly see “Better Prices” as the most important change they would like to see at their electricity distributor.  Please also answer the second part of the original question, i.e. why this is not listed among the “core concerns” on page 49.
OPUCN Response

OPUCN agrees; customers view prices as one of their core concerns. “Better Prices”  is not listed on page 23 of the Customer Service Survey report prepared by Simul Corporation (Page 49 of OPUCN’s Application). However, as per OPUCN’s response to the original interrogatory below, “Maintaining the lowest electricity delivery rates possible for our customers…” is included in OPUCN’s short list of strategic objectives found on Page 25 of its Application.

In its preamble beginning on page 25 of the Application, OPUCN provides the following Mission Statement and strategic objectives:

Mission Statement:

“We develop and provide innovative energy services to meet the needs of our customers.”

Strategic Objectives include:

· Providing a safe and reliable electricity distribution system with appropriate and sufficient capacity to meet the expectations of our customers and support local economic growth.

· Promoting and practicing excellence in safety.

· Committing to excellence in customer satisfaction.

· Maintaining the lowest electricity delivery rates possible for our customers while preserving the financial integrity of the corporation, providing a reasonable rate of return for our Shareholder and achieving corporate strategic plans to ensure the long-term success of the organization.

As evidenced above, OPUCN considers “low” electricity delivery rates to be one of the key cornerstones to its strategic objectives.

On page 132 of the Application, OPUCN provided the following under the heading “Lowest Electricity Delivery Rates”:

Based on information reported in the OEB’s 2009 Yearbook of Electricity Distributors released on August 25, 2010, OPUCN is providing the following comparisons of OPUCN’s peer cohort group as determined by Pacific Economics Group, LLC (“PEG”), and comparative industry statistics:
[image: image1.emf] 

Oshawa Whitby Waterloo Cambridge Kitchener Milton Oakville Guelph Newmarket  Burlington  Halton Hills  Brantford Industry

2009

Avg distribution revenue per customer 350 $       471 $       505 $         420 $            387 $          442 $       465 $       491 $       474 $              438 $            455 $              417 $           606 $            

Average NI (LDC) per customer 56 $          51 $          97 $            54 $              54 $            89 $          44 $          68 $          101 $              63 $              84 $                59 $             83 $               

Average FA (LDC) per customer 992 $       1,582 $    2,154 $      1,669 $         1,638 $      1,560 $    1,766 $    1,838 $    1,522 $           1,330 $         1,404 $          1,592 $        2,279 $         

Customers 52,488     39,513     51,089       50,201          85,998       27,506     62,858     49,299     32,827            63,558          21,184           37,668         4,748,577    

Cost per customer 168 $       214 $       172 $         197 $            142 $          195 $       163 $       194 $       199 $              208 $            209 $              205 $           267 $            


OPUCN has the lowest average distribution revenue per customer in the group. OPUCN believes that this is an indicator of distribution rates charged by the utilities listed and the industry as a whole. In addition, average cost per customer, average net income (“NI”) per customer and average investment in fixed assets (“FA”) per customer for OPUCN are the lowest or among the lowest when compared to its peers and the industry average.

Another important consideration with respect to electricity rates is that distribution charges as a percentage of the overall bill to a customer is less than 20% (based on a residential customer consuming 800 kWh of electricity in Oshawa per month). OPUCN has limited or no control over rates for non-distribution charges.
5. [App. A]  With respect to the original Shareholder Declaration:

a. P. 3.  Please provide any and all “statement of principles” documents issued by the Shareholder.

b. P. 10.  Please provide the last three reports from the Holdco Board to Council that report “materially significant… adverse results” related to the Applicant.
OPUCN Response

a) There are no documents issued by the Shareholder.
b) There have been no reports to Council on “materially significant… adverse results” related to the Applicant.

Issue 1.2: 
Is service quality, based on the Board specified performance indicators, acceptable?

6. [EP #2, p. 18]  Please advise the amount the Applicant saved in each of 2009 and 2010 by being below the OEB Minimum Standard.

OPUCN Response

OPUCN does not believe savings were achieved as a direct result of being below the OEB minimum standard. In response to sustained increased call activity resulting from events that included; installation of smart meters; implementation of HST; regulatory changes to the Distribution System Code, Retail Settlement Code and Standard Supply Service Code; transition to time-of-use billing; and, unusual weather conditions, OPUCN invested in and Interactive Voice Response system and increased its Customer Service staff in 2011.
7. [EP #2, p. 20] Please advise what benchmarking metrics or other standards, other than the OEB Minimum Standards, are being used by the Applicant to assess its customer service spending, e.g. customers per CSR, $ per customer, etc.

OPUCN Response

OPUCN’s key objective is to meet its Conditions of License which includes minimum telephone accessibility standards. As evidenced in the Rate Application, OPUCN engages a third-party to provide a Customer Service Survey approximately every two years to produce a report that includes benchmarking against other LDC’s in the province and across Canada.

Issue 1.3: 
Is the proposed revenue requirement appropriate?

8. [SEC #5, p. 37-8]  Please confirm that, contrary to the pre-filed evidence, “significant variances in spending from prior years” were not “documented for presentation to the Board of Directors. If they were so documented, please provide that documentation.
OPUCN Response

As stated in Exhibit 4, Page 12 during the process of developing its Operating Work Plans; “Significant variances in spending from prior years are reviewed by the management team and documented for presentation to the Board of Directors”.
In the preparation of 2012 Test Year forecast, OPUCN and its Board of Directors discussed planned expenditures and comparisons to prior years in February, March and April 2011, and in May 2011 the Board authorized OPUCN Management to finalize and submit the Application to the OEB as required. The Board of Directors approved the final 2012 test year forecasts in July 2011. There were no changes made to the 2011 or 2012 budgets since receiving Board of Directors approval.
The Board of Directors received the following report in February 2011:

OSHAWA PUC Networks Inc.

2012 Cost of Service Application

Under the Ontario Energy Board’s multi-year electricity distribution rate-setting guidelines, Oshawa PUC Networks Inc is scheduled to file its Cost of Service Application for rebasing rate-setting activities for the years 2012-2015.

The following table outlines the proposed revenue requirement which will underpin the rates for the years 2012-2015 compared with the prior rebase period 2008-2011: 
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2008 2012

(Re-base) (Re-base)

Rate Base

Net fixed assets

49,511 64,677

Working capital (cost of power & OM&A)

97,590 86,692

Working capital allowance (15%) 14,639 13,004

15% 15%

Rate base (net fixed assets & allowance)

64,150 77,681

Return on Rate Base (Note 1)

Deemed short term debt 2,566 3,107

Deemed long term debt 31,645 43,501

Deemed equity 29,939 31,072

Short term interest 122 76

Long term interest 2,120 2,384

Return on equity (ROE) 2,632 3,002

Return on rate base 4,874 5,461

Distribution Expenses

OM&A

9,911 11,692

Amortization

4,395 5,500

Ontario capital tax

197 0

Grossed up PILs

1,846 1,391

Transformer allowance

239 225

Distribution expenses

16,588 18,809

Revenue Offsets

Revenue offsets

(1,602) (1,657)

Base Revenue Requirement (BRR) 19,860 22,613

Approved BRR 18,880 21,555

Rebase Decision 95% 95%

Note 1 - Rates for Return Calculation

Deemed short term debt 4.00% 4.00%

Deemed long term debt 49.33% 56.00%

Deemed equity 46.67% 40.00%

Short term interest 4.77% 2.43%

Long term interest 6.70% 5.48%

Return on equity 8.79% 9.66%

7.60% 7.03%


9. [SEC #7, p. 41]  Please provide an answer to the question asked, i.e. relating to the drivers of the deficiency rather than the cost drivers for OM&A increases.
OPUCN Response

OPUCN believes the following response was sufficient. A summary of the cost drivers for the increase in OM&A expenses in the 2012 Test Year are presented in the Table below and are more fully explained in Exhibit 4, Table 16 of OPUCN’s Rate Application.
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Total OM&A Opening Balance

0  8,843,103  8,774,345  8,834,508  9,841,961 

2008 Board Approved

9,206,563 

A. General Inflation

20,515  130,281  134,390  151,078 

B. Salary & Wage Inflation

140,117  183,840  157,931  184,378 

C. Changes in Headcount (excluding Smart Meter 

headcount not in 2010/11 OM&A)

181,746  (684,229) (236,772) 380,278  293,220 

D. Changes in Headcount - Smart Meter costs in 2012 

OM&A

256,700 

E. Restructuring Payments - Severance

123,000  295,518  (418,518)

F. Prior Year (2008) Tax Adjustment re SR&ED

(143,866) 143,866 

G. Subcontractors / Consulting

(65,456) 32,705  244,227  (251,656) 284,558 

H. Benefits - Post Retirement Benefits Revaluations

(99,122) (215,190) 55,074  136,271  27,800 

I. Benefits - Medical, Pension etc

(288,369) (157,486) 110,335  204,710  243,576 

J. Travel & Training

(156,514) (22,868) 19,233  36,282  4,497 

K. Licenses/Permits 

(84,982)

L. Inventory Adjustment 2009 

(85,635) 85,635 

M. Temporary Staff / Students

24,340  (75,872) 28,141  35,343  3,630 

N. Overtime

96,236  (66,921) 45,426  716  28,810 

O. Bad Debts

10,171  187,740  521  63,730  66,579 

P. Overhead allocations to Capital

40,830  521,207  (9,794) 88,112  (72,665)

Q. Insurance

(2,714) (20,610) (28,456) 15,127  82,747 

R. Management Fees

220,000 

Other

(83,742) (81,614) (64,029) 6,218  65,211 

Total OM&A Closing Balance

8,843,103  8,774,345  8,834,508  9,841,961  11,682,080 


Additionally, a predicted decrease in energy consumption (“load”) in2012 at existing rates contributes approximately $350 thousand to the revenue deficiency and depreciation expense increased by approximately $900 in the 2012 Test Year.
Issue 1.4: 
What is the appropriate effective date for any new rates flowing from this Application? If that effective date is prior to the date new rates are actually implemented, what adjustments should be implemented to reflect the sufficiency or deficiency during the period from effective date to implementation date?
10. [SEC #8, p. 44]  Please provide the legal basis for the Applicant’s proposal, as requested.
OPUCN Response

OPUCN has based its request on its understanding that the OEB has authority to make decisions on rates for electricity distributors, interim or otherwise. In the event OPUCN is incorrect in its assumption, it will defer to the OEB for its decision given the legal basis for that decision.
Issue 1.5: 
Is the proposal to align the rate year with its next fiscal year, which starts January 1, 2012, appropriate?

11. [SEC #9, p. 46]  Please confirm that the Applicant has agreed with its third party lenders to financial targets that assume an alignment of the rate year and the fiscal year.  Please provide a copy of the agreement, loan commitment, or similar document setting out that covenant.
OPUCN Response

OPUCN did not indicate it had agreed with its third party lenders to financial targets that assume an alignment of the rate year and the fiscal year. OPUCN’s response included the following; “OPUCN currently has debt facilities with the Toronto Dominion Bank…” OPUCN also responded with; “Under the current banking agreement, OPUCN is obligated to meet certain covenants some of which are based on the Company’s ability to achieve financial targets.” OPUCN further stated; “A key driver to ensuring OPUCN obtains sufficient and appropriate financing is its ability to execute on its business plans.”

OPUCN is referring to its ability to execute on business plans and achieve financial targets that are compliant with its agreed bank covenants. Copies of the banking agreements were provided. 
In referring to its 2012 Test Year business plan OPUCN stated in its original response; “OPUCN has prepared its business plans on the basis of rate year and fiscal/budget year alignment, such that the rate-financing of investments and costs provided in this Application are effectively concurrent with their incurrence.”
2. RATE BASE 

Issue 2.1: 
Are the Applicant’s asset planning assumptions (e.g. asset condition, economic conditions, etc.) appropriate?

12. [EP #7, p. 51]  Please advise whether the energy savings calculations that form the basis of the Applicant’s calculation of its LRAM claim are equally “hypothetical”.
OPUCN Response

In claiming LRAM, OPUCN applies the appropriate calculations as set out in the guidelines.

13. [Staff #5, p. 56]  Please provide a reference in the pre-filed evidence to the “risk impact assessments” referred to, or file those documents.

OPUCN Response

With respect to the “risk impact assessment”, the process involves on-going discussions with engineering and construction staff, to analyze  the various options in terms of associated costs, associated pros/value and cons/risks of each option, type of risk and impact (matrix with high , medium, or low) and balanced with criteria (safety, reliability, age etc). This approach is inclusive in the prioritization of projects as described in OPUCN’s filing EB-2011-0073, Exhibit 2, page 9 of 278.
14. [Staff #6, p. 58]  Please provide a copy or summary of the “Group of Five Emergency Mutual Assistance Plan”.

OPUCN Response
Please see attached Attachment A – Copy of the “Group of Five Emergency Mutual Assistance Plan”.

Issue 2.2: 
Is the Applicant’s capitalization and depreciation policy appropriate?
15. [EP #8, p. 72]  Please advise the amount by which the sufficiency in each of 2008, 2009 and 2010 would have been greater had the half year rule been used in those years.

OPUCN Response
The sufficiency would increase by $123k, $85k and $78k in years 2008, 2009 and 2010 respectively.
Issue 2.3: 
Are the capital expenditures appropriate?

16. [EP #10, p. 75]  Please review the following comparative data with respect to existing capital per customer (from the 2010 Electricity Distributors Yearbook), and advise:

a. The primary reasons that the Applicant has such a low capital base relative to its peers.
b. All actions, if any, that have been taken in the period 2000 through 2010 that affected the level of investment by the Applicant in its infrastructure?  Please include any restrictions on capital spending at any time in that period caused by shareholder limitations or decisions, financial or liquidity problems, credit issues, operational decisions, or any other material causes.

c. The cumulative impact on PP&E in each year of the Applicant’s decision not to capitalize overheads.
d. The relevance, if any, of the estimate, in Appendix E, p. v (i.e. the Applicant’s 2006 Kinectrics Report) that the value of the assets of the Applicant as of the end of 2005 was approximately 145% of book value.
OPUCN Response

a) OPUCN stated in Exhibit 1, Page 137; “the Company’s average investment in fixed assets per customer as reported in the OEB’s 2009 Yearbook of Electricity Distributors and provided below, is well below its cohorts and industry average. We believe this is indicative of the average age of OPUCN’s assets being older than its peers and supports the incremental investment required.”
b) OPUCN can confirm there were no restrictions on capital spending at any time in that period caused by shareholder limitations or decisions, financial or liquidity problems, credit issues, operational decisions, or any other material causes.
c) OPUCN did not make a decision not to capitalize overheads. Upon estimating directly attributable expenditures as defined under IFRS, OPUCN determined the burden rates used historically in calculating capitalized overhead resulted in acceptable estimates for capitalizing expenditures under IFRS.

d) OPUCN does not believe this is relevant. The economic benefit to OPUCN of its assets is directly related to the amount recoverable from its rate payers under the OEB’s regulations.
	Comparison of Existing Capital per Customer
	

	
	
	
	
	

	Distributor
	
	Net PPE
	Customers
	PPE/Customer

	
	
	
	
	

	Oshawa PUC Networks Inc.
	52,096,264
	52,709
	$988

	Kingston Hydro Corporation
	28,726,589
	26,941
	$1,066

	Burlington Hydro Inc.
	
	85,120,183
	64,329
	$1,323

	Peterborough Distribution Incorporated
	48,005,934
	35,010
	$1,371

	Halton Hills Hydro Inc.
	
	30,104,605
	20,790
	$1,448

	Newmarket - Tay Power Distribution Ltd.
	51,028,490
	32,911
	$1,550

	Whitby Hydro Electric Corporation
	62,868,699
	39,669
	$1,585

	Cambridge and North Dumfries Hydro Inc.
	83,359,928
	50,888
	$1,638

	Kitchener-Wilmot Hydro Inc.
	147,146,504
	86,610
	$1,699

	Milton Hydro Distribution Inc.
	49,987,009
	29,140
	$1,715

	Guelph Hydro Electric Systems Inc.
	89,608,048
	50,246
	$1,783

	Oakville Hydro Electricity Distribution Inc.
	125,216,468
	62,674
	$1,998

	Waterloo North Hydro Inc.
	127,786,291
	51,913
	$2,462

	
	
	
	
	

	Source:  2010 Electricity Distributors' Yearbook
	
	
	


17. [EP #10, p. 75]  Please explain why the Applicant’s capital spending, relative to depreciation, as set out in the annual Electricity Distributors’ Yearbooks for 2006 through 2010, was 185.3% in 2007, 143.6% in 2008, 122.8% in 2009, and 101.0% in 2010.  Please explain this apparent trend of reductions in infrastructure renewal by the LDC.  [To clarify the calculation, capex is current year Gross PPE less prior year Gross PPE, and depreciation is the total amount of amortization on the income statement for the current year.]

OPUCN Response

OPUCN does not base its capital spending on historical trends. As noted in its Rate Application, OPUCN infrastructure investment decisions are guided by objectives that achieve optimal balance between reliability and quality of service, reasonable and fair cost of electricity delivery to our customers. In managing its distribution system assets, OPUCN’s main objective is to optimize performance of its assets at a reasonable cost with due regard for system reliability, safety, and customer service expectations. Estimated capital expenditures are influenced by a number of factors including growth in the customer base, the conversion of aging infrastructure and OPUCN’s capacity to finance capital projects. Capital estimates are developed based on total gross project cost to better facilitate the management of the project. There are projects, however, influenced by regulatory requirements that relate to the City of Oshawa, customers and developers which include work completed on behalf of others; for example, subdivisions assumed or the relocating of equipment to accommodate street widening. Project estimates also include capital contributions that may be received from third parties.

18. [Staff #9, p. 88]  Please confirm that no cost-benefit analyses were ever done.
OPUCN Response
Cost benefits analyses were verbally conducted. Documented copies are not available.
19. [Staff #12, p. 94]  Please provide the basis for the contributions estimated for 2011 and forecast for 2012.
OPUCN Response
These were estimates based on historical patterns.
20. [VECC #2, p. 98-100]  With respect to this response:

a. Please provide details of the “increased maintenance and operational activity”, and show where those spending increases can be found in the evidence.

b. For each of the “Planned 2008 capital enhancements not 100% completed”, please advise:

i. Amount spent (or to be spent, if applicable) in each of 2008 and each subsequent year until closed to rate base;

ii. The original amount budgeted;

iii. The reasons for any material variance between budget and actual; and

iv. The year the asset was (or if not yet, is expected to be) brought into service.

c. Please advise the impact on revenue requirement in each of 2009, 2010 and 2011 of the failure to complete these projects in 2008.

OPUCN Response
a) This increased maintenance and operational activity resulted from emergency overhead repairs caused by defective equipment, lightning and tree contact.  In addition, unplanned urgent inspections of concrete poles system wide resulting from public safety incident and unplanned inspection of plant to verify data for on- going GIS issues and design. 

As illustrated in OPUCN’s filing EB-2011-0073, Exhibit #4, page 7 of 196, the 2008 actual for Maintenance and Operations was 20% and 80% higher than budgeted respectively.  That is $1,215,986 versus $1,009,725 and $ $293,376 versus $162,576 for maintenance and operations respectively.  
b) Please see Table below for details for i) ii) iii) and iv):
[image: image4.emf]2008 Capital Projects not 100% 

completed in 2008

2008 Budget 

($)

2008 Actual 

($)

2009 Actual 

($)

2010 Actual 

($)

2011 Actual 

($)

Total  Actual 

($)

 In service 

year

Reasons

MS 9 New Substation 2,000,160.00 0.00 0.00 0.00 0.00 0.00

unknown

Not proceeding at this time

Bond St Vault 

142,560.00 0.00 0.00 53,219.00 275,065.00 328,284.00 2011

More Civil work required based 

on assessment - completed in 

2011

LTLT Coates Rd - Simcoe to 

Thornton 399,600.00 0.00 0.00 0.00 16,750.00 16,750.00 2011

Negotiating with HONI and 

City

Planned UG Cable Replacements @ 

Taunton Rd 71,496.00 870.82 113,804.00 0.00 0.00 114,674.82 2009 scope change - site conditions 

Planned UG Cable Replacements @ 

Simcoe St N 49,896.00 870.81 31,461.00 0.00 0.00 32,331.81 2009

Planned UG Cable Replacements @ 

Killdeer 119,340.00 2,391.95 125,610.00 0.00 0.00 128,001.95 2009

MS 5 Relays 124,200.00 63,868.44 246,206.00 3,540.00 0.00 313,614.44 2010 increased in scope 

Substation Oil containment 22,464.00 687.92 0.00 0.00 0.00 687.92 2008

site inspections completed. 

Actual work in 2011 and 2012

Overhead rebuild Harmony to Conlin 199,800.00 26,753.34 392,434.24 0.00 0.00 419,187.58 2009

design modifcations in  OH 

rearrangements

IVR Project 100,000.00 0.00 0.00 25,000.00 65,000.00 90,000.00 2011


c) The impact on the Revenue Requirement would be a reduction of $270k, $234k and $161k in 2009, 2010 and 2011 respectively.

21. [SEC #11, p. 101]  Please provide the “original document or documents” as requested.
OPUCN Response
As provided in the response to SEC Interrogatory #11 (pg 101), the submitted document Appendix B reflects the details or listing of the Planned Sustainment capital or Enhancement projects for 2011 and 2012.  This, along with the Table provided in response to SEC Interrogatory #17 (pg 111) are the “original documents” prepared as part of the capital budget process.

22. [SEC #16, p. 108, and App. E, p. 1, p. 19]  Please reconcile the conclusion of the consultant in 2006 “Over the next twenty years the budget it predicted to increase by three million dollars”, and the Table of future spending (Fig. 2) at page 19, with the Applicant’s proposed increase in capital spending for the Test Year.
OPUCN Response
In their 2006 report, Kinetrics conclusion of “Over the next twenty years the budget is predicted to increase by three million dollars”, and the Table of future spending (Fig. 2) at page 19, is based on their assumptions indicated on page 19 that states “Kinetrics estimates only includes capital spent to replace equipment failing at the end of its expected service life”.  The Fig 2 which illustrates the $3 million over 20 years clearly states “Estimated Capital Plan for Power System Equipment Aging only”.  Hence, if asset is only replaced at end of life, the capital spend may potentially be as estimated by Kinetrics. However, the report further clarifies that there are ‘other reasons or factors’ to impact or increase the capital spend for replacements, for example, equipment obsolescence, improving safety and service reliability, load growth. 

In consideration of these ‘other factors’ and not only reaching end of life, OPUCN is taking a more prudent or proactive approach to replacing its assets to improve overall service reliability, efficiencies, public safety, address obsolescence and load growth. Hence, for the Test year significant increase is primarily due to the capacity and switching restrictions in the impacted stations affecting reliability under first contingencies.  Cost of the power transformers accounts for the material increase in the Test Year.

Issue 2.4: 
Are the in-service dates accurate for projects closed prior to the Test Year and are they appropriate for proposed projects?

23. [EP #16, p. 117]  Please clarify or correct the table provided.
OPUCN Response

Please see corrected Table below as of June 30, 2011:
[image: image5.emf]Job Name

2011 Budget 

($000s)

2011 Actual 

($000s)

2011 Projected 

($000s)

401 Crossings 3 @ Ritson, Farewell and Wilson 300 472 500

401 52M4 Extension - Front St to Ritson Rd  335

15 320

401 crossing at bottom Grandview 194

10 180

Townline South of Bloor 225

4 221

11F4 to Oshawa Centre 265

8 265

Bond Street Vault 250

207 250

UG Cable Replacemant - Laval 100

76 100

Region Relocate - Simcoe St N. Eastwood to Conlin  295

361 361

Coates - Thorton to Simcoe (LTLT) 297

1 297

Complete MS#2 Relays  312

184 200

Substation Breaker Replacement Prog (2011-2015) 220

4 220

MS11 T1 & T2- Transformer Replacement 2,000

32 2000

MS13 T1 25MVA Replacement 700

0 700

Oil Containment MS11 182

1 100

Refurbishing of Bus Insulation 145

0 145

Annual Pole Replacements Simcoe, Beatrice to Taunton 337

4 337

Replace Underground Transformers 212

81 212

U/G Cable Unplanned Replacement 374

146 374

Customer Connections 458

285 458

Fleet additions 1,040

54 1000

Facilities 160

132 160

Total 8,401

2,077 8,400


Issue 2.5: 
Is the working capital allowance for the test year appropriate?

24. [SEC #21, p. 127]  Please advise whether the Applicant believes that the 15% working capital allowance is “reasonable”.
OPUCN Response

OPUCN believes using the 15% working capital allowance is reasonable and in compliance with the OEB’s filings requirements.
25. [SEC #22, p. 128]  Please confirm that an increase in the post-retirement accrual does not increase in fact the Applicant’s working capital requirements.
OPUCN Response

OPUCN records post retirement expenses each year resulting from a combination of cash based transactions and non-cash adjustments to the liability. That is, the liability for post-retirement benefits is adjusted each year for: (i) cash transactions required to pay for benefits used; and,  (ii) non-cash transactions resulting from changes in interest rates and actuarial variables impacting assessed future requirements. Cash flow can be positive or negative in any given year based upon the net balance of these transactions.
Issue 2.6: 
Is the proposed rate base for the test year appropriate?

Issue 2.7: 
Is the accounting for smart meters in rate base appropriate?

Issue 2.8: 
Is the accounting for stranded meters appropriate?

Issue 2.9: 
Is the basic Green Energy Plan appropriate?

3. LOADS, CUSTOMERS - THROUGHPUT REVENUE 

Issue 3.1: 
Is the load forecast methodology including weather normalization appropriate?

26. [SEC #24, p. 214]  Please provide a further explanation with respect to the columns 2011 Budget, 2011 Forecast, and 2011 Bridge.  Please reconcile with Table 4 Updated on page 219.
OPUCN Response

OPUCN corrected the Distribution Revenue allocations to customer classes and provides the following revised Table:
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Summary of Operating Revenue 2010 Actual 2011 Budget

2011 Forecast 

(June YTD + Budget)

Difference  

(Forecast to 2010)

Difference  

(Forecast to Budget)

$ $ $ % %

Distribution Revenue

Residential 10,746,046  10,731,673  10,815,901  0.7% 0.8%

GS < 50 kW 2,692,417  2,699,188  2,721,246  1.1% 0.8%

GS 50 to 999 kW (I1 & I4) 3,228,290  3,481,025  3,449,244  6.8% -0.9%

GS 1,000 to 4,999 kW (I2) 677,426  546,934  538,877  -20.5% -1.5%

Large Use (I3) 250,791  201,224  211,570  -15.6% 5.1%

Street Lighting 618,113  656,360  676,377  9.4% 3.0%

Unmetered Scattered Load 55,932  54,773  51,278  -8.3% -6.4%

Sentinel Lights 109  0  0  -100.0% 0.0%

Base Distribution Revenue 18,269,123  18,371,176  18,464,493  1.1% 0.5%


There have been a number of requests to perform additional regression models. While OPUCN has complied and performed the various iterations, it has not agreed to the results nor has it adjusted revenue or rate calculations. OPUCN has not reconciled the distribution revenues reported in the Table above with Table 4 Updated on page 219 of its interrogatory responses.
Issue 3.2: 
Are the proposed customers/connections and load forecasts (both kWh and kW) for the test year appropriate?

Issue 3.3: 
Is CDM appropriately reflected in the load forecast?

Issue 3.4: 
Are the revenues from the microFIT customers appropriate?

Issue 3.5: 
Are the proposed revenue offsets appropriate?

4. OPERATING COSTS 

Issue 4.1: 
Is the overall OM&A forecast for the test year appropriate?

27. [EP #41, p. 258]  Please reconcile the figure of $488,980 year to date for Operations with the figure of $548,159 for all of 2010 in Exhibit 4, page 7, Table 1.
OPUCN Response

The reason for this variance is timing – at June 2010, only 29% of eventual full year 2010 allocations of Engineering overhead were made ($826k full year, $240k to end June 2010). For vehicles, 45% of eventual full year allocations were made at Jun 2010.
28. [EP #45, p. 265]  Please explain why each of the affiliates “requires a minimum amount of focus from the Parent Company’s staff” when “neither affiliate has any direct employees”.  Please explain how an affiliate with no employees can have “mature management and control processes”. 
OPUCN Response

OPUCN stated in its response to Energy Probes interrogatory; “In addition to the financial metrics, consideration was given to the amount of management and governance that was afforded to each affiliate by the Parent Company’s staff and Board of Directors in the course of performing their duties. Oshawa PUC Energy Services Inc. owns and operates a 2.5 MW combined heat and power plant with one customer as its principal business activity. Oshawa PUC Services Inc. owns and operates a dark fibre telecommunications network with approximately ten subscribers.” OPUCN further stated the Affiliates; “have had limited or no growth in the past year or two. Neither affiliate has any direct employees and requires a minimum amount of focus from the Parent Company’s staff and Board of Directors. Managing and operating services are provided by OPUCN staff and intercompany affiliate charges are charged under Affiliate Agreements to account for these services.”

The Affiliates do not require significant Management at this time primarily because of the narrow scope of operating activities, amount of customer interaction and limited growth since 2008.
29. [Staff #33(c), p. 273]  Please confirm that no amounts are being forecast in the test year for legacy programmes.

OPUCN Response

Confirmed.
30. [VECC #21, p.287]  Please provide a comparison of the cost to operate the MAS through internal staff versus the cost to outsource the function, as was done in 2011 to Utilismart.
OPUCN Response

Utilismart is charging OPUCN $.32 per meter per month which is approximately $200 thousand per year. By comparison, OPUCN has forecasted 2 MAS operators to provide primary services currently performed by Utilismart. The forecasted costs of the 2 operators are approximately $160 thousand.
31. [VECC #22, p. 291]  Please confirm:

d. Changes to the Operations budget from 2008 to 2012 were the following:

i. $39,000 shifted from Maintenance;

ii. $75,000 shifted from Billing and Collecting;

iii. $624,000 shifted from Capital Projects;

iv. $55,216 net reduction due to 0.5 net lower FTEs.

v. $448,550 (275.9%) of additional increases.
e. Changes to the Maintenance budget from 2008 to 2012 were the following:
i. $39,000 shifted to Operations;

ii. $126,000 increase due to 1.0 net higher FTEs.

iii. $383,984 (38.0%) of additional increases.

f. Changes to the Billing and Collecting budget from 2008 to 2012 were the following:

i. $75,000 shifted to Operations;

ii. $51,600 net increase due to 1.0 net higher FTEs.

iii. $418,892 (18.5%) of additional increases.

For each of the subcomponents listed above, please provide an explanation of the increase, decrease, or shift, or if it is already in the evidence, please provide the evidence reference.

OPUCN Response

d) Confirmed for points i to iv, which are outlined in the response to VECC #22, p. 291. Additional increases (point v) total $558,982. Of this, the majority relates to wage and benefit inflation of approximately $500k – (cumulative 13% from 2008).
e) Confirmed for points i to ii, which are outlined in the response to VECC #22, p. 291. Additional increases (point iii) totaling $383,984 are made up of higher subcontract costs, primarily $240k for substation grid testing, and wage and benefit inflation of approximately $60k. 
f) Confirmed for point i. Point ii is a net decrease of $51,600 due to 1.0 net lower FTEs. Point iii is then $522k of other increases – this is made up primarily of increased bad debt expense of $329k, wage and benefit inflation of $82k, along with increased postage and subcontract costs.
32. [VECC #23, p. 293]  Please provide the Applicant’s multi-year maintenance plan detailing the upcoming projects described in the response.

OPUCN Response

Please see attached Attachment B - OPUCN Maintenance Manual.

Issue 4.2: 
Are the methodologies used to allocate shared services and other costs appropriate?
33. [SEC #32, p. 311]  Please answer the question as asked.  If it is more convenient, please provide a table showing, for each of the companies in the group, which of the named persons are employees or officers, and in what capacity.
OPUCN Response

As previously stated, the Board of Directors, President & CEO, and VP Finance & Regulatory Compliance are employees or officers of OPUC, OPUCN’s parent company. The VP Engineering & Operations, and Executive Assistant to the President are employees of the Applicant.
34. [SEC #35, p. 317]  Please reconcile the number of hires on SEC #35 with the specific hires referred to in SEC #38.
OPUCN Response

SEC #38 includes 2011 hires with a 2012 FTE impact compared to 2011 ie. hired during 2011 as opposed to Jan 1 2011.

SEC #35 lists the progress in 2011 on the forecast net change in headcount between end 2010 and end 2011 – forecast to be 7 (9 hires, 2 departures).

The table below reproduces the table produced for SEC # 38, with an additional column showing the date (or expected) of hiring as noted in response to SEC # 35.
[image: image7.emf]SEC IR # 38 SEC IR # 35

Position Category

Planned 

Hire

FTE 

Impact 

2012 Carryover

New 

Hires

Planned 

Hire

New Hire - Apprentice Lineman Union April 2011 0.3  1.0  Oct 2011

New Hire - Apprentice Lineman Union Jan 2012 1.0  1.0 

New Hire - Apprentice Lineman Union Jan 2012 1.0  1.0 

CSR (Allocate to Smart Meter 2011) Union May 2011 0.4  1.0  Jun 2011

MAS Operator Union Jun 2011 0.5  1.0  Jul 2011

New Hire - Director Engineering & OpsManagementApril 2011 0.3  1.0  Oct 2011

New Hire - Sr Regulatory Analyst Non-Union Jan 2012 1.0  1.0 

New Hire - Sr Analyst / Manager IT Non-Union Jan 2012 1.0  1.0 

Total FTE Impact 2012 5.5  4.0  4.0 


Issue 4.3: 
Is the proposed level of depreciation/amortization expense for the test year appropriate?

35. [EP #50 p. 318  and Exhibit 10, p. 10, Table 3]  Please confirm that the values in the column “IFRS Useful Life” are the useful lives proposed by the Applicant for the Test Year.  Please confirm that in every case those lives are the Minimum Lives from the EB-2010-0178 Kinectrics Report.  

OPUCN Response

OPUCN confirms its IFRS useful life estimates of its fixed assets are the same as the minimum lives reported by Kinectrics.
36. [Exhibit 10].  Please restate Tables 4 through 12 inclusive of Exhibit 10using the Typical Useful Lives from the EB-2010-0178 Kinectrics Report.  Please provide a new Revenue Requirement Work Form based on those revised depreciation and rate base numbers.
OPUCN Response

Please see tables 4 through 12 inclusive below, followed by revenue requirement calculation based on revised depreciation and rate base numbers. Note that these figures incorporate the removal of stranded meters as per updated evidence filing October 13th.
[image: image8.emf]Table 4 - CGAAP and MIFRS Depreciation for 2012 Test Year

$000s

CGAAP DepreciationExpense 5,262 

MIFRS DepreciationExpense 3,126 

Increase / (Decrease) in Depreciation Expense (2,135)


[image: image9.emf]Table 5 - Transition of 2010 Ending CGAAP Balances to Opening MIFRS Balances

Asset Group CGAAP 2010 

Closing Cost

Accumulated 

Depreciation 

Adjustment

Capital 

Contribution 

Adjustment

MIFRS 2011 

Opening 

Balances

(A) (B) (C) (A+B+C)

$000s $000s $000s $000s

Land and Buildings 808  (242) 0  566 

DS Equipment 13,625  (8,571) (574) 4,480 

Poles, Wires 119,338  (59,750) (20,725) 38,863 

Line Transformers 10,127  (7,093) (626) 2,408 

Meters 7,319  (4,493) (126) 2,701 

General Plant 1,158  (956) 0  202 

IT Assets 2,326  (2,245) 0  81 

Vehicles 3,623  (3,095) 0  528 

Equipment 2,832  (1,772) (59) 1,002 

Other Distribution Assets 1,315  (1,018) 0  297 

GROSS ASSETS 162,472  (89,234) (22,110) 51,127 

Contributions and Grants (28,455) 6,344  22,110  0 

Depreciation

TOTAL NET ASSETS 134,017  (82,890) 0  51,127 


[image: image10.emf]Table 6 - MIFRS Bridge Year Gross and Net Fixed Assets

Asset Group MIFRS 2011 

Opening 

Balances

MIFRS 2011 

Additions

Stranded 

Meters 

Disposal

MIFRS 2011 

Additions - 

Smart Meters

MIFRS 2011 

Closing 

Balances

$000s $000s $000s $000s

Land and Buildings 566  0  566 

DS Equipment 4,480  3,853  8,333 

Poles, Wires 38,863  6,208  45,071 

Line Transformers 2,408  170  2,578 

Meters 2,701  690  (1,829) 6,385  7,946 

General Plant 202  260  462 

IT Assets 81  309  390 

Vehicles 528  1,040  1,568 

Equipment 1,002  97  1,098 

Other Distribution Assets 297  108  404 

GROSS ASSETS 51,127  12,734  6,385  68,417 

Contributions and Grants 0  (1,994) (1,994)

Depreciation 0  (2,551) (878) (3,429)

TOTAL NET ASSETS 51,127  8,189  5,507  62,994 


[image: image11.emf]Table 7 - MIFRS 2012 Test Year Gross and Net Fixed Assets

Asset Group MIFRS 2012 

Opening 

Balances

MIFRS 2012 

Additions

MIFRS 2012 

Closing 

Balances

$000s $000s $000s

Land and Buildings 566  0  566 

DS Equipment 8,333  5,574  13,907 

Poles, Wires 45,071  5,308  50,380 

Line Transformers 2,578  147  2,725 

Meters 7,946  384  8,330 

General Plant 462  25  487 

IT Assets 390  100  490 

Vehicles 1,568  1,220  2,788 

Equipment 1,098  50  1,148 

Other Distribution Assets 404  450  854 

GROSS ASSETS 68,417  13,259  81,675 

Contributions and Grants (1,994) (2,641) (4,636)

Depreciation (3,429) (3,126) (6,555)

TOTAL NET ASSETS 62,994  7,491  70,485 


[image: image12.emf]Table 8 - Restatement of January 1, 2011 Opening Balances - Fixed Asset Continuity Schedule

USA Description

CGAAP 

Opening 

Balance 

(Revised)

Accumulated 

Depreciation 

Adjustment

Capital 

Contribution 

Adjustment

MIFRS 

Opening 

Cost

CGAAP 

Opening 

Balance 

(Revised)

Accumulated 

Depreciation 

Adjustment

MIFRS 

Opening 

Acc. Depr'n

MIFRS Net 

Book Value 

Jan 1, 2011

1805 Land

293,875 0 293,875 0 0 0 293,875

1808 Buildings and Fixtures

514,520 (242,374) 272,147 242,374 (242,374) 0 272,147

1820 Distribution Station Equipment - < 50 kV

13,625,078 (8,570,989) (574,483) 4,479,606 8,570,989 (8,570,989) 0 4,479,606

1825 Storage Battery Equipment

0 0 0 0 0 0 0

1830 Poles, Towers and Fixtures

27,466,625 (13,775,311) (4,398,362) 9,292,951 13,775,311 (13,775,311) 0 9,292,951

1835 Overhead Conductors and Devices

17,761,382 (9,058,610) (2,528,250) 6,174,521 9,058,610 (9,058,610) 0 6,174,521

1845 Underground Conductors and Devices

74,110,285 (36,915,811) (13,798,587) 23,395,886 36,915,811 (36,915,811) 0 23,395,886

1850 Line Transformers

10,127,279 (7,092,962) (626,128) 2,408,190 7,092,962 (7,092,962) 0 2,408,190

1860 Meters

7,319,009 (4,492,511) (125,859) 2,700,638 4,492,511 (4,492,511) 0 2,700,638

1910 Leasehold Improvements

296,465 (148,221) 148,244 148,221 (148,221) 0 148,244

1915 Office Furniture and Equipment

861,503 (807,818) 53,686 807,818 (807,818) 0 53,686

1920 Computer Equipment - Hardware

2,090,184 (2,014,111) 76,073 2,014,111 (2,014,111) 0 76,073

1925 Computer Software

235,770 (230,850) 4,920 230,850 (230,850) 0 4,920

1930 Transportation Equipment

3,622,595 (3,094,846) 527,750 3,094,846 (3,094,846) 0 527,750

1935 Stores Equipment

38,638 (25,353) 13,285 25,353 (25,353) 0 13,285

1940 Tools, Shop and Garage Equipment

2,046,882 (1,159,687) (54,367) 832,827 1,159,687 (1,159,687) 0 832,827

1945 Measurement and Testing Equipment

649,931 (490,038) (4,419) 155,475 490,038 (490,038) 0 155,475

1955 Communication Equipment

96,488 (96,488) 0 96,488 (96,488) 0 0

1975 Load Management Controls - Utility Premises

1,021,693 (724,891) 296,802 724,891 (724,891) 0 296,802

1980 System Supervisory Equipment

293,582 (293,582) 0 293,582 (293,582) 0 0

1995 Contributions and Grants

(28,454,846) 6,344,389 22,110,457 0 (6,344,389) 6,344,389 0 0

Total

134,016,940 (82,890,063) 0 51,126,876 82,890,063 (82,890,063) 0 51,126,876

Cost Accumulated Depreciation


[image: image13.emf]Table 9 - 2011 MIFRS - Fixed Asset Continuity Schedule

USA Description

Opening 

Balance Additions Disposals

Add Smart 

Meters

Closing 

Balance

Opening 

Balance Additions Disposals

Add Smart 

Meters

Closing 

Balance

Net Book 

Value

1805 Land 293,875 0 293,875 0 0 0 293,875

1806 Land Rights 0 0 0 0 0 0 0

1808 Buildings and Fixtures 272,147 0 272,147 0 6,686 6,686 265,461

1810 Leasehold Improvements 0 0 0 0 0 0 0

1815 Transformer Station Equipment - >50 kV 0 0 0 0 0 0 0

1820 Distribution Station Equipment - < 50 kV 4,479,606 3,852,959 8,332,565 0 199,629 199,629 8,132,936

1825 Storage Battery Equipment 0 0 0 0 0 0 0

1830 Poles, Towers and Fixtures 9,292,951 1,407,221 10,700,173 0 263,382 263,382 10,436,790

1835 Overhead Conductors and Devices 6,174,521 980,310 7,154,832 0 157,574 157,574 6,997,258

1840 Underground Conduit 0 0 0 0 0 0 0

1845 Underground Conductors and Devices 23,395,886 3,820,596 27,216,482 0 864,986 864,986 26,351,497

1850 Line Transformers 2,408,190 169,768 2,577,958 0 86,319 86,319 2,491,639

1855 Services 0 0 0 0 0 0 0

1860 Meters 2,700,638 690,083 2,101,875 1,288,846 0 204,161 272,744 (68,583) 1,357,429

1860 Smart Meters 0 6,384,742 6,384,742 0 877,708 877,708 5,507,035

1905 Land 0 0 0 0 0 0 0

1906 Land Rights 0 0 0 0 0 0 0

1908 Buildings and Fixtures 0 0 0 0 0 0 0

1910 Leasehold Improvements 148,244 260,000 408,244 0 73,715 73,715 334,529

1915 Office Furniture and Equipment 53,686 0 53,686 0 19,934 19,934 33,751

1920 Computer Equipment - Hardware 76,073 154,500 230,573 0 74,984 74,984 155,589

1925 Computer Software 4,920 154,500 159,420 0 28,210 28,210 131,210

1930 Transportation Equipment 527,750 1,040,000 1,567,750 0 134,825 134,825 1,432,925

1935 Stores Equipment 13,285 0 13,285 0 2,406 2,406 10,879

1940 Tools, Shop and Garage Equipment 832,827 96,829 929,656 0 378,646 378,646 551,010

1945 Measurement and Testing Equipment 155,475 0 155,475 0 59,000 59,000 96,474

1950 Power Operated Equipment 0 0 0 0 0 0 0

1955 Communication Equipment 0 0 0 0 0 0 0

1960 Miscellaneous Equipment 0 0 0 0 0 0 0

1970 Load Management Controls - Cust. Premises  0 0 0 0 0 0 0

1975 Load Management Controls - Utility Premises 296,802 107,500 404,302 0 20,145 20,145 384,157

1980 System Supervisory Equipment 0 0 0 0 0 0 0

1985 Sentinel Lighting Rentals 0 0 0 0 0 0 0

1990 Other Tangible Property 0 0 0 0 0 0 0

1995 Contributions and Grants 0 (1,994,208) (1,994,208) 0 (23,348) (23,348) (1,970,860)

Total 51,126,876 10,740,058 2,101,875 6,384,742 66,149,802 0 2,551,255 272,744 877,708 3,156,218 62,993,584

Cost Accumulated Depreciation


[image: image14.emf]Table 10 - 2012 MIFRS - Fixed Asset Continuity Schedule

USA Description

Opening 

Balance Additions

Closing 

Balance

Opening 

Balance Additions

Closing 

Balance

Net Book 

Value

1805 Land 293,875 0 293,875 0 0 0 293,875

1808 Buildings and Fixtures 272,147 0 272,147 6,686 6,686 13,372 258,775

1820 Distribution Station Equipment - <50 kV 8,332,565 5,574,429 13,906,994 199,629 303,739 503,368 13,403,626

1825 Storage Battery Equipment 0 0 0 0 0 0 0

1830 Poles, Towers and Fixtures 10,700,173 1,397,133 12,097,305 263,382 293,350 556,732 11,540,573

1835 Overhead Conductors and Devices 7,154,832 425,799 7,580,631 157,574 152,450 310,024 7,270,607

1840 Underground Conduit 0 0 0 0 0 0 0

1845 Underground Conductors and Devices 27,216,482 3,485,307 30,701,789 864,986 961,089 1,826,075 28,875,714

1850 Line Transformers 2,577,958 146,865 2,724,823 86,319 90,277 176,597 2,548,226

1855 Services 0 0 0 0 0 0 0

1860 Meters 1,288,846 383,974 1,672,820 (68,583) 569,623 501,039 1,171,780

1865 Other Installations on Customer's Premises 6,384,742 0 6,384,742 877,708 0 877,708 5,507,035

1910 Leasehold Improvements 408,244 25,000 433,244 73,715 102,215 175,931 257,314

1915 Office Furniture and Equipment 53,686 0 53,686 19,934 12,665 32,600 21,086

1920 Computer Equipment - Hardware 230,573 50,000 280,573 74,984 61,826 136,810 143,763

1925 Computer Software 159,420 50,000 209,420 28,210 145,627 173,837 35,583

1930 Transportation Equipment 1,567,750 1,220,000 2,787,750 134,825 246,408 381,233 2,406,517

1935 Stores Equipment 13,285 0 13,285 2,406 2,406 4,812 8,473

1940 Tools, Shop and Garage Equipment 929,656 50,000 979,656 378,646 199,393 578,039 401,617

1945 Measurement and Testing Equipment 155,475 0 155,475 59,000 22,797 81,798 73,677

1975 Load Management Controls - Utility Premises 404,302 450,000 854,302 20,145 34,083 54,228 800,074

1995 Contributions and Grants (1,994,208) (2,641,312) (4,635,520) (23,348) (78,515) (101,863) (4,533,657)

Total 66,149,802 10,617,194 76,766,997 3,156,218 3,126,119 6,282,338 70,484,659

Cost Accumulated Depreciation


[image: image15.emf]Table 11 - MIFRS Depreciation 2011 Bridge Year

Asset Group CGAAP 2011 MIFRS 2011 Variance

$000s $000s $000s

Land and Buildings 19  7  12 

DS Equipment 348  200  148 

Poles, Wires 3,916  1,286  2,631 

Line Transformers 397  86  311 

Meters 291  204  87 

General Plant 29  94  (65)

IT Assets 83  103  (21)

Vehicles 212  135  77 

Equipment 159  440  (281)

Other Distribution Assets 48  20  28 

Contributions and Grants (1,138) (23) (1,115)

TOTAL  4,363  2,551  1,812 


[image: image16.emf]Table 12 - MIFRS Depreciation 2012 Test Year

Asset Group CGAAP 2012 MIFRS 2012 Variance

$000s $000s $000s

Land and Buildings 35  7  28 

DS Equipment 382  304  79 

Poles, Wires 4,010  1,407  2,603 

Line Transformers 453  90  362 

Meters 703  570  133 

General Plant 36  115  (79)

IT Assets 248  207  40 

Vehicles 295  246  48 

Equipment 163  225  (62)

Other Distribution Assets 76  34  42 

Contributions and Grants (1,138) (79) (1,060)

TOTAL  5,262  3,126  2,135 


[image: image17.emf]Description

2011 Bridge 

Actual

2012 Test     

Existing 

Rates

2012 Test - 

Required 

Revenue

Revenue

    Revenue Deficiency 932,183 

    Distribution Revenue  18,509,651  18,368,984  18,368,984 

    Other Operating Revenue (Net)  1,740,021  1,849,947  1,849,947 

Total Revenue  20,249,673  20,218,931  21,151,115 

Costs and Expenses

    Administrative & General, Billing & Collecting 7,538,578  8,797,029  8,797,029 

    Operation & Maintenance   2,303,383  3,390,200  3,390,200 

    Depreciation & Amortization   2,551,255  2,708,509  2,708,509 

    Property Taxes 145,000  149,350  149,350 

    Deemed Interest 2,239,877  2,500,010  2,500,010 

Total Costs and Expenses   14,778,093  17,545,098  17,545,098 

    Less OCT Included Above 0  0  0 

Total Costs and Expenses Net of OCT 14,778,093  17,545,098  17,545,098 

Utility Income Before Income Taxes   5,471,579  2,673,833  3,606,016 

Income Taxes:

    Corporate Income Taxes 1,117,672  225,143  431,852 

Total Income Taxes 1,117,672  225,143  431,852 

Utility Net Income   4,353,907  2,448,690  3,174,164 

Income Tax Expense Calculation:

    Accounting Income 5,471,579  2,673,833  3,606,016 

    Tax Adjustments to Accounting Income (1,479,820) (1,658,519) (1,658,519)

Taxable Income 3,991,759  1,015,314  1,947,497 

Income Tax Expense 1,117,672  225,143  431,852 

Tax Rate Refecting Tax Credits 28.00% 22.17% 22.17%

Actual Return on Rate Base:

    Rate Base 72,589,719  82,833,100  82,833,100 

    Interest Expense 2,239,877  2,500,010  2,500,010 

    Net Income 4,353,907  2,448,690  3,174,164 

Total Actual Return on Rate Base 6,593,785  4,948,700  5,674,175 

Actual Return on Rate Base 9.08% 5.97% 6.85%

Required Return on Rate Base:

    Rate Base 72,589,719  82,833,100  82,833,100 

Return Rates:

    Return on Debt (Weighted) 5.14% 5.03% 5.03%

    Return on Equity 9.66% 8.57% 8.57%

    Deemed Interest Expense 2,239,877  2,500,010  2,500,010 

    Return On Equity 2,804,867  3,174,164  3,174,164 

Total Return 5,044,744  5,674,175  5,674,175 

Expected Return on Rate Base 6.95% 6.85% 6.85%

Revenue Deficiency After Tax  (1,549,041) 725,474  0 

Revenue Deficiency Before Tax  (2,151,430) 932,183  0 

Revenue Deficiency Determination


[image: image18.emf]Tax Exhibit

2012

Deemed Utility Income 3,174,164 

    Tax Adjustments to Accounting Income (1,658,519)

Taxable Income prior to adjusting revenue to PILs 1,515,646 

Tax Rate 22.17%

Total PILs before gross up 336,090 

Grossed up PILs 431,852 


Issue 4.4: 
Are the 2012 compensation costs and employee levels appropriate?
37. [SEC #38, p. 334]  Please advise, for each person scheduled to start January 2012, the current status of the hiring process.
OPUCN Response

OPUCN has recently completed the hiring of an Apprentice Lineman. During the hiring process OPUCN received a significant response and believes it can draw from the pool of applicants it has on hand. This will allow OPUCN to expedite the hiring of these 2 positions with minimal effort and in a timely fashion.

With respect to the 2 remaining positions, OPUCN is at the beginning of the hiring process; drawing up clear, concise job descriptions.
38. [SEC #43, p.345]Please explain why labour and benefits expenses were $532,000 (6.57%) below budget in 2010.
OPUCN Response

The favourable variance to budget of $532k is due primarily to staff turnover/realignment and timing of replacement hires. The $532k is made up of $421k labour and $120k benefits (represents 28.5% of labour savings). For 2010 there were 66 full time equivalent staff, compared to a budgeted number of 70.
39. [App. M]  Please describe the purpose of the early departure program, and the response received.  Please provide any estimates of dollars saved as a result of the program. 

OPUCN Response

The Early Departure Program was offered in late 2008 to save costs at a time when OPUCN needed to adjust to the changing economic environment. As a result of this program implemented in early 2009, OPUCN was able to reduce personnel by 7 providing savings of approximately $550 thousand.

Issue 4.5: 
Has the Applicant demonstrated improvements in efficiency and value for dollar associated with its costs of operations?

Issue 4.6: 
Is the test year forecast of property taxes appropriate?

Issue 4.7: 
Is the test year forecast of PILs appropriate?

5. COST OF CAPITAL AND RATE OF RETURN 

Issue 5.1: 
Is the proposed capital structure appropriate?

Issue 5.2: 
Is the cost of debt appropriate?

40. [Staff #45, p. 360]  Please provide details of all efforts made by the Applicant to borrow the $23 million at a lower rate than that being claimed in this Application.
OPUCN Response

The $23 million note payable to OPUC (parent company) has an interest rate of 7.25% per year. Based upon its 2008 Rate Application, OPUCN has applied the OEB prescribed long term rate of interest (5.32%) in determining the cost for this Application. OPUCN has not obtained alternative financing to replace this intercompany loan in the 2011 Bridge Year or 2012 Test Year.
41. [EP #59, p. 364]  Please advise the terms and conditions on which the Applicant believes it is able to borrow $23 million to finance capital expenditures, and identify the lender or lenders the Applicant would use in those circumstances.
OPUCN Response

In its response to EP #59 OPUCN stated; “OPUCN does not plan on obtaining any additional long-term debt in 2012. OPUCN intends to use its cash reserves plus cash flow from operations in the bridge year and test year to finance its planned capital expenditures. In the event debt financing is required, OPUCN believes it has the necessary leverage within its covenants under the current credit facilities to finance capital expenditures totaling nearly $23 million in the bridge and test years.”

OPUCN currently has debt financing; $23 million with OPUC and $7 million with TD Bank. OPUCN does not anticipate any additional debt will be required. In the event incremental debt is required, OPUCN has access to other facilities including a $10 million operating loan.
Issue 5.3: 
Is the proposed return on equity appropriate?

6. CALCULATION OF REVENUE DEFICIENCY OR SURPLUS 
Issue 6.1: 
Is the calculation of Revenue Deficiency accurate?

7. COST ALLOCATION 

Issue 7.1: 
Is the Applicant’s cost allocation appropriate?

Issue 7.2: 
Are the proposed revenue-to-cost ratios appropriate?

8. RATE DESIGN 

Issue 8.1: 
Are the customer charges and the fixed-variable splits for each class appropriate?

Issue 8.2: 
Are the proposed Retail Transmission Service Rates appropriate?

Issue 8.3: 
Are the proposed loss factors appropriate?

Issue 8.4: 
Is the Applicant’s proposed Tariff of Rates and Charges appropriate?

9. DEFERRAL AND VARIANCE ACCOUNTS 

Issue 9.1: 
Are the account balances, cost allocation methodology and disposition period appropriate?

Issue 9.2: 
Are the proposed rate riders to dispose of the account balances appropriate?

10. LRAM/SSM 

Issue 10.1: 
Did Oshawa PUC follow the Guidelines for Electricity Distributor Conservation and Demand Management issued on March 28, 2008?

Issue 10.2: 
Are the input assumptions used by Oshawa PUC appropriate?

Issue 10.3: 
Is the period for disposition of the LRAM / SSM amounts reasonable and appropriate?

11. Modified International Financial Reporting Standards

Issue 11.1:
Does Oshawa meet the Board’s requirements for modified IFRS applications as set out in Report of the Board Transition to International Financial Reporting Standards, July 28, 2009 [EB-2008-0408], the Addendum to Report of the Board, June 13, 2011 [EB-2008-0408] and related documents?

42. [SEC #51, p. 464]  Please provide a response to thequestion as asked, i.e.:
“Please provide a summary of all actions taken with respect to IFRS between the April 21, 2011 date of the financial statements, and the current date.  Please provide copies of all consultants’ reports, including but not limited to those from the Applicant’s audit firm, and whether before or after the date of the financial statements, dealing with the impact of IFRS on the Applicant.”
OPUCN Response

Since April 21, 2011, OPUCN has: updated componentization of its fixed assets; applied revised depreciation rates; calculated the amount for deferral resulting from the transitional adjustment to PP&E; reviewed its capitalization policy under IFRS with its auditors; updated the post retirement benefits liability; calculated the unamortized loss to be set up as a deferral; held discussions with OPUCN’s valuator to confirm amounts were reasonable; and adjusted its Rate Application for the applicable changes resulting from the work.
OPUCN attaches reports from its auditors as Attachment C.
43. [Exhibit 10, p 16]  Please provide the full calculation of the “cumulative actuarial losses” of $2.6 million referred to, together with all reports from external or internal sources dealing with that calculation.   

OPUCN Response

OPUCN has attached a copy of the most recent full valuation of its post retirement obligation along with a schedule prepared by its valuator to update the balances as Attachment D. 

44. [Exhibit 10, p. 21, Table 9]  With respect to this Table:

g. Please explain the Accumulated Depreciation on Additions in account 1940 of $599,773.

h. Please provide full details on the adjustments made to the Opening Balance of each line to reflect the netting out of the pre-2011 Contributions and Grants.

OPUCN Response

g) Equipment/Tools, prior to componentization, were not separately categorized but were included as part of larger categories such as Overhead Conductors and Devices (USA 1835), and amortized over 25 years. On completion of componentization and separation of these amounts, many of these assets had already exceeded their useful life under MIFRS. The depreciation catch up is reflected in the $599,773.

h) Please see table below:
[image: image19.emf]Restatement of January 1, 2011 Opening Balances - Fixed Asset Continuity Schedule
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Book Value 

Jan 1, 2011

1805 Land 293,875 0 293,875 0 0 0 293,875

1808 Buildings and Fixtures 514,520 (242,374) 272,147 242,374 (242,374) 0 272,147

1820 Distribution Station Equipment - < 50 kV 13,625,078 (8,570,989) (574,483) 4,479,606 8,570,989 (8,570,989) 0 4,479,606

1825 Storage Battery Equipment 0 0 0 0 0 0 0

1830 Poles, Towers and Fixtures 27,466,625 (13,775,311) (4,398,362) 9,292,951 13,775,311 (13,775,311) 0 9,292,951

1835 Overhead Conductors and Devices 17,761,382 (9,058,610) (2,528,250) 6,174,521 9,058,610 (9,058,610) 0 6,174,521

1845 Underground Conductors and Devices 74,110,285 (36,915,811) (13,798,587) 23,395,886 36,915,811 (36,915,811) 0 23,395,886

1850 Line Transformers 10,127,279 (7,092,962) (626,128) 2,408,190 7,092,962 (7,092,962) 0 2,408,190

1860 Meters 7,319,009 (4,492,511) (125,859) 2,700,638 4,492,511 (4,492,511) 0 2,700,638

1910 Leasehold Improvements 296,465 (148,221) 148,244 148,221 (148,221) 0 148,244

1915 Office Furniture and Equipment 861,503 (807,818) 53,686 807,818 (807,818) 0 53,686

1920 Computer Equipment - Hardware 2,090,184 (2,014,111) 76,073 2,014,111 (2,014,111) 0 76,073

1925 Computer Software 235,770 (230,850) 4,920 230,850 (230,850) 0 4,920

1930 Transportation Equipment 3,622,595 (3,094,846) 527,750 3,094,846 (3,094,846) 0 527,750

1935 Stores Equipment 38,638 (25,353) 13,285 25,353 (25,353) 0 13,285

1940 Tools, Shop and Garage Equipment 2,046,882 (1,159,687) (54,367) 832,827 1,159,687 (1,159,687) 0 832,827

1945 Measurement and Testing Equipment 649,931 (490,038) (4,419) 155,475 490,038 (490,038) 0 155,475

1955 Communication Equipment 96,488 (96,488) 0 96,488 (96,488) 0 0

1975 Load Management Controls - Utility Premises 1,021,693 (724,891) 296,802 724,891 (724,891) 0 296,802

1980 System Supervisory Equipment 293,582 (293,582) 0 293,582 (293,582) 0 0

1995 Contributions and Grants (28,454,846) 6,344,389 22,110,457 0 (6,344,389) 6,344,389 0 0

Total 134,016,940 (82,890,063) 0 51,126,876 82,890,063 (82,890,063) 0 51,126,876

Cost Accumulated Depreciation



Submitted by the School Energy Coalition on this 28thday of September, 2011.
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_____________________

Jay Shepherd
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