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Michael Janigan
Counsel for VECC
cc:
Chapleau Public Utilities Corporation - Ms. Marita Morin - chec@onlink.net
EB-2011-0322

ONTARIO ENERGY BOARD

IN THE MATTER OF the Ontario Energy Board Act, 1998, S.O. 1998, c. 15, Sch.B, as amended;

AND IN THE MATTER OF an Application by Chapleau Public Utilities Corporation pursuant to section 78 of the Ontario Energy Board Act for an Order or Orders approving just and reasonable rates for electricity  distribution to be effective May 1, 2012.

FINAL SUBMISSIONS 


On Behalf of The


VULNERABLE ENERGY CONSUMERS COALITION (VECC)

August 28, 2012
Michael Janigan
Public Interest Advocacy Centre

Vulnerable Energy Consumers Coalition (VECC)

Chapleau Public Utilities Corporation (Chapleau or CPUC) 

Final Argument - Application for 2012 Rates
1 The Application/Implementation/Rate Mitigation
1.1 These are the final submissions of VECC with respect to the issues.  VECC has reviewed the submissions of Board Staff and commented on these where necessary.
1.2 Chapleau is seeking to have rates made effective May 1, 2012.  The Application was filed on January 30, 2012, significantly past the Board’s deadline for Applicants seeking a May 1, 2012 implementation date.  The Application was not completed until March 16, 2012.  Chapleau stated that the reason for the late filing was its lack of resources and the onerous filing requirements.  
1.3 Based on an implementation date of October 1, 2012 Chapleau estimated the lost revenue to be $78,700.  As noted by Board staff, CPUC updated this estimate for a November 1, 2012 implementation date and a lower lost revenue amount of $22,858.

1.4 In VECC’s submission no compensation should be provided by ratepayers for the late filing of this Application.  Rates should be made effective in the normal course and on the date of, or subsequent to, the issuance of a final rate order.

1.5 CPUC proposed a detailed rate mitigation plan.
  Should the Board adopt the submissions of Board Staff and VECC the need for rate mitigation would be eliminated.  
1.6 In VECC’s submission the size and nature of the community served by Chapleau argue against rate mitigation.
2 Rate Base and Capital Spending
2.1 CPUC’s historical and adjusted proposed rate bases are shown in the table below
.

	
	2008
Board
Approved
	2008
Actual
	2009
Actual
	2010
Actual
	Bridge
Year
2011
	Test Year
2012

	Gross fixed Assets
	2,249,202
	2,218,312
	2,226,567
	2,236,084
	2,096,750
	2,583,670

	Accumulated Depreciation
	1,339,613
	1,341,746
	1,386,047
	1,426,415
	1,370,105
	1,555,631

	Net Book Value
	909,589
	876,566
	840,520
	809,669
	726,645
	1,028,039

	Average Net Book Value
	895,939
	874,683
	858,543
	825,095
	768,157
	1,036,682

	Working Capital
	2,693,225
	2,576,357
	2,676,605
	2,713,221
	3,084,711
	3,212,844

	Work. Capital Allowance (15%)
	403,984
	386,454
	401,491
	406,903
	462,707
	481,927

	Rate Base
	1,299,923
	1,261,137
	1,265,526
	1,233,231
	1,230,864
	1,518,609


2.2 The table below shows CPUC’s additions to gross fixed assets since its last cost of service application.
     

	OEB
	Description
	2008 Board
Approved
	2008 Actual
	2009 Actual
	2010 Actual
	2011 Bridge
Year
	2012 Test
Year

	1805
	Land
	$          141
	$          141
	$          141
	$          141
	$          141
	$          141

	1815
	Transformer Station Equipment >50

kV
	$    457,508
	$    457,508
	$    460,589
	$    462,817
	$    462,817
	$    482,582

	1830
	Poles, Towers & Fixtures
	$ 1,118,699
	$ 1,116,729
	$ 1,118,665
	$ 1,120,455
	$ 1,122,816
	$ 1,145,978

	1835
	Overhead Conductors & Devices
	$      23,500
	
	
	
	
	

	1840
	Underground Conduit
	$      77,300
	$      77,300
	$      77,511
	$      77,511
	$      77,511
	$      77,511

	1845
	Underground Conductors & Devices
	
	
	
	$            -
	$        4,850
	$        4,850

	1850
	Line Transformers
	$    374,842
	$    386,303
	$    388,667
	$    388,667
	$    388,667
	$    397,530

	1855
	Services (Overhead & Underground)
	
	
	
	
	
	

	1860
	Meters
	$    197,213
	$    169,148
	$    169,148
	$    174,647
	$    28,102
	$    28,102

	1860
	Meters (Smart Meters)
	
	
	
	
	
	$    374,974

	1920
	Computer Equip.-Hardware (Post Mar.

19/07)
	$            -
	$            -
	$          661
	$          661
	$          661
	$          661

	1925
	Computer Software(inc. Smart Meters)
	$            -
	$      11,186
	$      11,186
	$      11,186
	$      11,186
	$      71,342

	1995
	Contributions & Grants
	
	
	
	
	
	

	
	Total
	$ 2,249,202
	$ 2,218,312
	$ 2,226,567
	$ 2,236,084
	$ 2,096,750
	$ 2,583,670


2.3 VECC offers the following comment on the additions to rate base since 2008.  CPUC has predominately added to its service plant over the past four years.  However, the capital additions during the IRM period have been small.  Given its small and declining customer base a modest addition to rate base might be expected.  However, the limited capital expenditures during the IRM period are indicative of a utility that is underinvesting in plant.  
Reliability Standards

2.4 CPUC’s reliability statistics are reproduced in the table below.
  
	SQI
	2008
	2009
	2010

	
	Excludes Outages Caused by a Loss of Supply
	Including Outages Caused by a Loss of Supply
	Excludes Outages Caused by a Loss of Supply
	Including Outages Caused by a Loss of Supply
	Excludes Outages Caused by a Loss of Supply
	Including Outages Caused by a Loss of Supply

	SAIDI
	3.89
	3.89
	4.10
	8.22
	1.98
	101.68

	SAIFI
	1.05
	1.05
	1.27
	2.16
	0.92
	3.25

	CAIDI
	3.71
	3.71
	3.22
	3.80
	2.15
	31.26


2.5 VECC makes the following observations in respect to service quality.  By far the largest service risk to CPUC is loss of supply.  This is a natural outcome of its remote location.  Otherwise CPUC appears to be maintaining service standards.  Chapleau explained that it noted the source of a large number of its 2010 outages and was directing capital expenditures toward solving these service issues.

2012 Capital Expenditures 
2.6 .A summary of CPUC’s capital expenditures is shown below.
	USoA
#
	Description
	CCA
Class
	2006
	2007
	2008
	2009
	2010
	2011
	2012

	1820
	Distribution Station Equipment - Normally < 50 kV
	1
	$           -
	$           -
	$           -
	$     3,081
	$     2,228
	$            -
	$19,765

	1830
	Poles Towers and Fixtures
	1
	$     1,551
	$           -
	$     4,530
	$     1,936
	$     1,790
	$      2,361
	$   23,162

	1840
	Underground Conduit
	1
	$           -
	$           -
	$           -
	$        211
	$           -
	$            -
	$           -

	1845
	Underground

Conductors/Devices
	1
	$           -
	$           -
	$           -
	$           -
	$           -
	$      4,850
	$           -

	1850
	Line Transformers
	1
	$   21,899
	$           -
	$   25,362
	$     2,365
	$           -
	$            -
	$     8,863

	1860
	Meters and Smart Meters
	1
	$        842
	$           -
	$     1,296
	$           -
	$     5,500
	$            -
	$    1,500

	1920
	Computer Equipment
	39
	$           -
	$           -
	$           -
	$        661
	$           -
	$            -
	$           -

	1925
	Computer Software
	39
	$           -
	$           -
	$   11,186
	$           -
	$           -
	$            -
	$     5,000

	1995
	Contributions and Grants -

Credit
	
	$           -
	$           -
	$           -
	$           -
	$           -
	$           -
	$           -

	Total
	
	
	$   24,292
	$           -
	$   42,374
	$     8,254
	$     9,518
	$      7,211
	$   58,290


2.7 Board Staff have made substantive submissions in respect to the relationship between the capital expenditures program of CPUC and the subsequent lack of impact on lowering of line losses.  We are in general agreement with those arguments.

2.8 VECC also agrees with Board Staff that the cost of Asset Management Plan (AMP) is large especially when viewed in comparison to the Utility’s annual capital expenditures.   CPUC proposes to spend $30,000 on simply developing the plan.  This is nearly 50% of its 2012 capital budget and more than what it spent on capital expenditures in the last three years.  A further $70,000 in costs is estimated for investigating and implementing an automated asset management system.

2.9 VECC understands the total cost of the automated asset management system is estimated to be $130,000.  Much of this amount is to be paid to one single, untendered contract with Burman Energy.

2.10 After three years of expending less than $10,000 per annum on capital expenditures CPUC proposes to increase its 2012 expenditures by more than seven times it’s 2011 expenditures.  VECC questions the prudence of such a large increase in capital expenditures and prior to the completion of CPUC’s Asset Management Plan.

2.11 VECC inquired as to how capital expenditure priorities were being established in the absence of a comprehensive asset management plan.  In essence the response was that most capital expenditures are determined by a simple patrol of the existing plant and the replacement of poles and associated equipment based on these site inspections
.

2.12 The facts are that CPUC spend significantly less in capital over the period of the IRM than in the last rebasing year.  It does not have a comprehensive asset management plan to support a significant increase in capital expenditures and its service quality shows no sign of degradation.  Chapleau has an existing method of determining its capital budget which, while simple, appears to be appropriate for a very small utility.
2.13 In VECC’s submission CPUC’s plan for an automated asset management plan is in excess of the requirements for this small remote utility.  The evidence shows that the Chapleau has adequate service quality and that its existing means of assessing its capital needs are adequate.  

2.14 VECC submits that CPUC should establish an ongoing capital expenditure plan that is no more than 10% greater than the 2008 actual level of $42,370, or approximately $47,000.  The 2012 average rate base should incorporate the $11,000 reduction in 2012 capital expenditures.
GEA Plan

2.15 Chapleau states that is has no applications for renewable generation.  It further states it is seeking a prudence review for a basic GEA plan and a deferral variance account to recover the cost of this plan.

2.16 No plan has been filed, therefore there is no GEA plan, basic or otherwise for the Board to consider.  In VECC’s submission no deferral (or variance) account is therefore required.  
Working Capital

2.17 VECC submits that CPUC should be required to use the working capital adjustment of 13% of controllable costs as outlined in the Board’s direction on April 12, 2012.  VECC has consistently argued in all 2012 cost of service rate applications that a default value of 15% of the cost of power and controllable expenses is excessive to the needs of utilities.  This has been borne out by the various lead-lag studies that have been submitted in applications over the past two years.  The Board’s default working capital value is presumably based on the best information.  These values are provided to the applicant as a matter of regulatory efficiency.  The Board has lowered the default value in recognition of the best information being a 13% factor.

2.18 No substantive reason was given by CPUC as to why it should not use the revised working capital calculation.  There is only small adjustment to revenue requirement for this adjustment
.  
2.19 In the absence of specific evidence a utility is not entitled, in our submission, to use out-of-date information.  To do so is to penalize ratepayers by ignoring the best information available and relying instead on the technicality of what year rates were filed for.  Rates will not be implemented until the late in 2012 and the Applicant is fully able to make the adjustment without incremental cost.
3 Load Forecast
Load Forecast Methodology
3.1 Chapleau’s load forecast methodology consists of the following steps
:

· First, the number of customers/connections in each class was forecast for 2012.  To do so Chapleau started with the actual number of customers by class as of September 2011 and created a 2011 year-end forecast based on expected additions for the balance of the year.  This 2011 year end forecast was then held constant for 2012
.

· Second, calculate the average monthly use for each customer class based on historical data for the period 2006-2010
.  This calculation was done for both kWh and, for those classes that are demand billed, kW.

· Third, use these results to calculate the forecast billed energy (and billed kW were applicable) 

3.2 No adjustment was included for CDM in the original Application.  However, in response to interrogatories, Chapleau indicated that it would update it proposed 2012 load forecast to include a CDM reduction of 242,000 kWh which represents 20% of its CDM energy conservation target
.  Furthermore, in response to VECC #37, Chapleau provided a breakdown of the CDM savings by customer class.

3.3 In response to Board Staff’s interrogatories
, Chapleau also provided a forecast for 2012 based on a regression analysis of historical purchase data, similar to the approach used by a number of other distributors in their 2009-2011 cost of service rate applications.  This alternative forecast resulted in 1.3% reduction in total customer/connection count for 2012 and a 0.17 % increase in overall energy consumed
.  Chapleau observed that the lower customer count derived using the alternative methodology was due to the use of geometric mean averages calculated over 2004-2010 and was, thereby, influenced by customer reductions that occurred prior to 2006.

3.4 Overall, Chapleau indicated that it was more comfortable using its original projection (less the CDM savings) but would comply if the Board insisted it use the results of the weather normalization process
.

3.5 VECC notes that there is very little difference between the two approaches in terms of the total forecast energy for 2012.  However, VECC also notes that the regression approach used by Chapleau in response to Board Staff #5 c) yielded an equation with a higher adjusted R-squared value (99%) and all of the independent variables were significant and had the intuitively correct sign.  

3.6 Based on these results and the fact that the regression approach has been viewed by the Board as superior to one based simply on historical average use, VECC submits that Chapleau should use the general approach as set out in OEB Staff 5 c).  However, the results will need to be updated to reflect the VECC’s proposed changes to customer counts as discussed below.

2012 Load Forecast – Customer Count

3.7 The following table compares both the 2012 forecast customer count as originally filed by Chapleau and the 2012 forecast customer count developed in response to Board Staff 5 c) using the historic geometric mean average for each class with the actual year end 2011 customer/connection count
.

	Class
	Chapleau 2012 Forecast
	2012 Forecast per OEB Staff 5 c)
	Actual 2011 Year End Values

	Residential 
	1,133
	1,116
	1,128

	GS<50
	161
	158
	162

	GS>50
	14
	13
	14

	USL
	6
	6
	6

	Sentinel Lights
	23
	22
	23

	Street Lights
	341
	341
	341

	Total
	1,678
	1,656
	1,674


3.8 VECC notes that the forecast for 2012 from OEB Staff 5 c) appears to be too low when compared with the actual 2011 year end values.  VECC also notes that the approach adopted by Chapleau in its original application was to forecast the customer count for 2011 year end and then hold the results constant for 2012.  VECC submits that this approach is reasonable but should be updated for the 2011 actual year end results.  This would lead to a forecast customer/connection count of 1,674 broken down by classes as shown in the above table.

2012 Load Forecast - Volumes
3.9 As noted in the discussion of Load Forecast Methodology, VECC’s view is the Board should direct Chapleau to use the regression approach as set in OEB Staff 5 c).  However, the forecast total sales for 2012 and the break down by class should be updated to reflect the revised customer count forecast for 2012.  VECC notes that the revised customer count will have very small impact on the total consumption forecast and that the main effect is likely to be on the sales to the individual customer classes.

3.10 VECC agrees with Chapleau’s proposed 242,000 kWh CDM adjustment for 2012.  However, the allocation to customer classes and derivation of the associated billing kW for the GS>50, Sentinel Lights and Street Lights classes will have to be updated to reflect any changes in the (pre-CDM) kWh allocation to customer classes.
4 Revenue Offsets

4.1 The projected 2012 revenue offsets in Chapleau’s Application are $41,735
.  VECC has only one issue with Chapleau’s proposed amount.  The Application indicates $13,200 of this is attributable to Interest and Dividend Income (Account #4405)
.  However, the response to OEB Staff 6 b) suggests that $2,350 of this is interest earned on RSVA accounts, which should not be included in the total for purposes of determining the revenue requirement.  At the same time, the amount of actual interest and dividend income shown in the same interrogatory response for 2011 ($18,370.33) does not match the actual dividend and interest income for 2011 as reported in response to VECC 8 b).  As a result, VECC is unsure what reliance to put on the information provided in the response to OEB Staff 6 b).  VECC invites Chapleau to clarify this matter in its reply submissions
5 Operating Costs

5.1 CPUC OM&A spending are shown in the table below
.

	
	2008
Approved
	2008
Actual
	2009
Actual
	2010
Actual
	2011
Bridge 

forecast


	2011

Actuals*
	2012
 Test

	Operation
	$229,570
	$204,134
	$156,151
	$231,549
	$217,098
	$204,119**
	$215,590

	Maintenance
	· 
	· 
	 -
	-
	 - 
	
	 -

	Billing and
Collecting
	$  65,572
	$ 78,384
	$ 64,846
	$ 72,991
	$ 58,873
	$  71,650
	$ 84,200

	Community
Relations
	     $   1,200
	$   587
	$ 665
	$ 715
	$ 350
	$  715
	$  600

	Administrative
and General
	$271,490
	$314,657
	$278,358
	$261,327
	$308,160
	$272,848***
	$364,100

	Total OM&A
	$567,832
	$597,762
	$500,020
	$548,582
	$584,481
	$549,332
	$664,490


* 2011 Actuals from Board Staff IR #3

** Includes Taxes other than income tax

***Includes LEAP funding

5.2 To check the reasonableness of the overall OM&A proposal VECC employed an “expected cost growth” approach.  This method starts with the last Board approved OM&A (2008).  The increases in costs since that time are presumed to be related to inflation and customer growth.  To the expected cost are added any incremental utility responsibilities or unavoidable activities that have arisen since 2008.  Generally, these activities relate to an increased regulatory burden (GEA, OPA, OEB, IESO, CDM, and SPC etc.), smart meter activities (computer and transaction costs offset by meter reading cost reductions) and IFRS transition costs, if any.

5.3 VECC has consistently applied an overall 10-11% inflation factor for the period 2008 to 2012 in all the 2012 cost of service applications it has reviewed.  This range is based on evidence supplied by a number of 2012 cost of service applicants.  
5.4 CPUC residential customer growth has suffered a small decline in customers since 2008.   No IFRS costs are included in the Application and, notwithstanding the change in regulatory requirements, the Utility has not, and is not, proposing to add incremental staff.
5.5 Based on these assumptions one should expect the 2012 OM&A costs to have increased by no more than 11%.  In fact, OM&A costs are projected to increase by 17% as compared to that allowed by the Board for 2008.

5.6 VECC also notes that actual 2011 spending was $35,150 less than forecast.  
5.7 The main reason for the higher than inflation growth is the proposed spending on the asset management plan.  The asset management plan accounts for $72,793 of the 2012 increase. 

5.8 CPUC also has one of the highest OM&A costs per customers as compared to its cohort of similar utilities.  These are shown below
.
	Utility 
	2012
	2011*
	2010
	2009
	2008

	Atikokan Hydro
	
	
	601.11
	523.90
	504.19

	
	Chapleau PUC
	
	 496.63
	 436.83
	
	412.71
	
	
	371.89
	
	
	441.78
	

	Espanola Regional Hydro
	
	
	311.73
	330.05
	299.76

	Hearst Power
	
	
	299.76
	306.36
	251.83

	Fort Francis Hydro
	
	
	350.99
	350.06
	312.64

	Northern Ontario Wires
	
	
	340.80
	334.52
	321.23

	Sioux Lookout Hydro
	
	
	426.09
	418.06
	419.52


*original 2011 forecast
5.9 In VECC’s submission the Board should, for the purpose of rates, reduce the OM&A spending by $30,000.  This would still allow CPUC a 12% increase in OM&A from 2008 Board approved.  

5.10 In VECC’s submission an OM&A amount of $630,000 is reasonable for a small utility with a declining customer base.  This amount would still allow CPUC to invest in an asset management plan, but one that is, in our submission, more modest and more in line with a utility the size and nature of CPUC.
6 Cost of Capital/Capital Structure

6.1 VECC notes the significant difference between CPUC’s deemed and actual capital structure.  The CPUC carries no third party or affiliate debt.  The lack of debt financing, while significantly reducing utility risk, inhibits Chapleau’s flexibility to carry out day-to-day operations including, as in this application, the refund of credits owing to customers.  
6.2 VECC supports the proposed cost of capital costs as updated for the final rate order.
7 Cost Allocation

Cost Allocation Methodology

7.1 As part of its Application, Chapleau filed the results of a 2012 cost allocation study.  During the interrogatory process the study was updated to reflect the revised load forecast (with CDM), the revised revenue requirement and updated meter weightings based on its cost of smart meters.  The following table sets out the results of Chapleau’s initial and updated cost allocation.
	REVENUE TO COST RATIOS – BASED ON COST ALLOCATION MODEL

	Customer Class
	2012 Revenue to Cost Ratios – Per Application
	2012 Revenue to Cost Ratio - Updated

	Residential
	97.77%
	98.06%

	GS<50
	99.93
	100.53%

	GS>50
	119.59%
	116.10%

	USL
	127.93%
	128.58%

	Sentinel Lights
	61.46%
	61.56%

	Street Lights
	92.40%
	92.10%

	Total
	100.0%
	100.0%


Sources:
Exhibit 7, page 180 and VECC #32 a)
7.2 Chapleau’s cost allocation is based the Board’s updated model and incorporates revised weighting factors for billing & collecting as directed by the Board’s 2011 policy review
.  However, in response to interrogatories, Chapleau indicated that it did not assign any costs to Account #1855 (Services) and therefore this weighting factor was not used by the Model
.  Also, as noted earlier, Chapleau’s allocation factors for meter capital (Sheet I7.1) now align with its reported smart meter costs
.  

7.3 VECC’s only issue with Chapleau’s updated cost allocation is the adjustment it has introduced regarding the use of the minimum system
.  In the Board’s cost allocation model electricity distributors are deemed to be low, medium or high density depending upon whether the number of customers per kilometre is less than 30, between 30 - 60 or greater than 60 respectively
.  Then, based on their density category, different customer/demand splits are used to categorize distribution lines and line transformers
.  Based on Chapleau’s customer count (1,338) and its km of line (27), it is classified as a medium density utility
.  

7.4 However, rather than simply use the cost allocation model as supplied by the Board and apply this result, Chapleau has calculated what the impact on the cost allocation results would be if it were a “high density” utility (i.e. had 22 km of line
) and then weighted the results of the two cost allocation runs
.  The Board’s cost allocation methodology does not provide for any such adjustments to be made.  That being said, VECC could understand Chapleau’s approach if its kilometre value were such that the resulting customer per kilometre were just on the boundary between the two density categories (i.e., the value was say 21, 22 or 23).  

7.5 However, Chapleau’s kilometre value is 27 well within the 22-44 kilometre range that would lead to a medium density classification
.  Therefore VECC sees no need for Chapleau to make this adjustment and, in doing so, depart from the cost allocation methodology as set by the Board.  VECC submits that the cost allocation for Chapleau should be based on the results of Board’s Model applied as specified by the Board.  The resulting revenue to cost ratios are set out below.
	Customer Class
	2012 Revenue to Cost Ratios – Per Board Model

	Residential
	97.47%

	GS<50
	104.28

	GS>50
	124.66%

	USL
	118.48%

	Sentinel Lights
	54.35%

	Street Lights
	75.78%

	Total
	100.0%


Sources:
VECC #16 a)
Use of the Cost Allocation Study Results in Setting 2012 Rates

7.6 Based on Chapleau’s cost allocation model (as revised – see paragraph 7.1), the revenue to cost ratios for the USL and Sentinel Lighting classes are the only ones outside the Board’s policy ranges
.  In its interrogatory responses, Chapleau set out its revised revenue to cost ratio proposal based on the updated cost allocation.  This called for increasing the Sentinel Lights ratio to 80% (the lower bound of the Board’s policy range), decreasing the USL ratio to 100% and slightly decreasing the Residential ratio to 98.02%
.  While the proposed change to the Sentinel Light ratio is consistent with Board policy and precedent in other Decisions, the proposed changes for Sentinel Lights and Residential are not.

7.7 In its November 2007 Report the Board (“Application of Cost Allocation for Electricity Distributors”,EB-2007-0667) set out target policy ranges for the revenue to cost ratio for each customer class that it expected distributors to move to, subject to bill impact considerations
.  In the same report the Board also concluded that:

· Distributors should endeavour to move their revenue-to-cost ratios closer to one if this is supported by improved cost allocations, 

· Distributors should not move their revenue-to-cost ratios further away from one. 

7.8 In its 2011 Report (“Review of Electricity Distribution Cost Allocation Policy”, EB-2010-0219) the Board refined its target policy ranges for customer class revenue to cost ratios.  It also reiterated its earlier directions regarding the need to consider bill impacts when adjusting revenue to cost ratios and the fact that any endeavour to move revenue to cost ratios closer to 100% should be supported by improved cost allocation
.

7.9 VECC further notes that recent Decision by the Board regarding Toronto Hydro’s 2011 rates
 specifically dealt with the issue of moving the revenue to cost ratios closer to 1.0 than directed by the Board’s policy ranges and concluded:

The Board finds that the proposed revenue-to-cost ratios are not appropriate and are not consistent with the Board’s revenue-to-cost policy report (EB-2007-0667). In that report, the Board set out that an incremental approach is appropriate and that a range approach is preferable to implementation of a specific revenue-to-cost ratio. The Board also stated that distributors should endeavour to move their revenue-to-cost ratios closer to one if this is supported by improved cost allocations. THESL did not file updated or improved cost allocation information and continues to rely on 2006 information to define the load profiles for certain customer classes.

Based on these findings and those set out above, the Board directs THESL to recalculate the starting revenue-to-cost ratios by customer class. For those customer classes with starting revenue-to-cost ratios greater than or less than the upper or lower end of the range provided by the Board in EB-2007-0667, THESL is directed to move the customer class ratio to the upper or lower boundary, as appropriate, and to adjust other class ratios only as required to reconcile with the overall approved revenue requirement.
7.10 Based on these policy directions, VECC submits that it is inappropriate to move the Residential revenue to cost ratio further away from 1.0 – as proposed by Chapleau.  VECC submits that it is also inappropriate to move the ratio for USL to 100%.  Chapleau has not improved the cost allocation model beyond what the Board has directed.  Indeed, as noted in the interrogatory responses, Chapleau does not even currently disaggregate its costs to the degree required by the Board’s model
.  Also, similar to Toronto Hydro, Chapleau continues to rely on the load shapes underlying its initial 2006 filing and simply scaled those results so as to match the 2012 forecast loads
.

7.11 Based on the Cost Allocation methodology as recommended by VECC (see paragraph 7.5), Sentinel Lights and GS>50 are the only classes whose revenue to cost ratios are fall outside the Board’s policy ranges.  VECC submits that consistent with the above referenced Board Reports and Decision, Chapleau should make the following adjustments:

· The ratio for GS>50 should be reduced to 120%.

· The ratio for Sentinel Lights should be increased to 80%.

· Any additional revenues required to offset the shortfall resulting from the first two adjustments should be obtained by:

· First, increasing the Street Light ratio to up to 80% (if necessary),

· Then, if necessary, increasing the ratios for both Sentinel and Street Lights,

· Finally, should the increase in both these ratio to 97.47% be insufficient to offset the revenue shortfall – the ratios for these two classes plus Residential should be increased (in tandem) until the shortfall is eliminated.

7.12 In addition, VECC submits that should the resulting bill impacts on the Sentinel Light and Street Light classes be deemed too high, then the adjustment to the GS>50 class and the offsets should be phased in over the IRM period.  VECC notes that Chapleau had included a phase-in of the Sentinel Light revenue to cost ratio increase to 80% over three years
 in its initial Application.  However, in the updated proposal filed with the interrogatory responses it appears the change is to be fully implemented in 2012.

7.13 Finally, VECC observes that, for the final rate order, an updated cost allocation will need to be performed which reflects the Board’s decision regarding Chapleau’s load forecast and revenue requirement for 2012.  Based on this update the starting revenue to cost ratios may change.  In such circumstances, VECC submits that the Board direction to Chapleau regarding its revenue to cost ratio adjustments should reflect the principles underlying the approach set out above.

8 Rate Design

Base Distribution Rates

8.1 For 2012 Chapleau attempted to maintain the current fixed variable split for its Residential, GS<50 and GS>50 classes.  However, in each case it was unable to do so without exceeding the upper bound for the fixed monthly charge as determined in Sheet O2 of the cost allocation model
.  For the Residential and GS<50 classes the proposed fixed monthly charge is set at the upper bound while for the GS>50 class the monthly fixed charge is maintained at the 2011 level (which already exceeds the class’ upper bound)
.  VECC agrees with Chapleau’s approach for these three customer classes and submits that the final rates should be determined following the same principles.

8.2 In the case of the USL class, Chapleau has indicated that its objective is to keep the variable rate the same as for the GS<50 class, provided the fixed charge does not exceed the upper bound set for the class
.  No explanation is provided as to why the variable rates for these two classes should be equivalent.  VECC submits that the rate design for this class should follow the same principles as used for the Residential and GS classes.

8.3 In the case of Street Lights, Chapleau concluded that the current fixed monthly charge is too low relative to the maximum allowed per the Cost Allocation model and proposes to increase the charge to roughly one-half of the allowed maximum for the class.  VECC notes that the current monthly fixed charge is well within the allowable range as determined by the cost allocation and will increase further given the proposed revenue requirement.  As a result, VECC again see no need to depart from the principles used in the setting of the monthly charge for the Residential and GS classes.

8.4 Finally, for Sentinel Lighting, Chapleau’s proposal is to keep the variable charge roughly the same as for Street Lights.  Again, VECC sees no basis for such an arbitrary approach and submits that the approach used for this class should be the same as for all other customer classes – as outlined above.

Loss Factors

8.5 Chapleau has used a five year historical average to determine its proposed loss factor
.  VECC submits that the Board should adopt Chapleau’s proposed loss factor.  

Low Voltage Rates

8.6 In its original Application Chapleau indicated that its Low Voltage charges from Hydro One Networks for the period December 2010 to November 2011 were roughly $16,000 and proposes to base its 2012 LV rates on this cost
.  VECC submits that this approach to establishing LV costs for 2012 is reasonable given that Hydro One Networks has not changed its distribution rates for 2012.
9 Retail Transmission Service Rates

9.1 In response to the supplementary interrogatories Chapleau filed an updated version of the Board’s RTSR Work Form using the 2012 Uniform Transmission rates
.  VECC submits that the proposed RTSRs, based on the updated work form, are appropriate for 2012.

10 Deferral and Variance Accounts/MIFRS
10.1 Chapleau proposes to move to MIFRS in 2013.  The estimated costs of this conversion are $29,500 of which $19,500 have been incurred to date.  None of these costs are being sought for recovery in 2012 rates.  Instead Chapleau proposes to book these costs into account 1508 for later recovery
.

10.2 VECC supports the deferment of these costs for review in a subsequent application.  However, we suggest the forecast cost for this transition are high for such a small utility and suggest that CPUC explore alternatives, including working with other utilities in an effort to control the transition costs. 
10.3 VECC supports the submissions of Board Staff with respect to the balances of the variance and deferral accounts
.  The amount to be recovered is approximately $231,600 subject to the submissions of Board Staff.
Disposition Period

10.4 With respect to the period of disposition VECC supports CPUC revised proposal for a three year disposition period.  VECC notes that this proposal is consistent with the argument below in respect to the period over which to recovery smart meter related costs.  

10.5 As noted by Board Staff the amount of this credit is significant in light of the Chapleau’s gross income or cash on hand.  However, the credit is offset by debit charges in respect to smart meters.  VECC also notes that given the small customer base over which this amount is to be recovered, the detrimental impact of intergenerational inequities become more severe.  As noted by Chapleau, the customer base has a reliance on the forestry industry which is in an economic slump.  Because of this CPUC can expect changes in its customer base over the next few years.  With such a small number of customers even relatively minor changes may have a large impact on the remaining customers.  

10.6 For these reasons VECC supports a disposition period of no more than three years.    
11 Smart Meters
Smart Meter Cost Recovery

11.1 VECC supports the submissions of Board Staff in respect to the recovery of smart meter costs.  At $403 per meter it is clear that CPUC smart meter costs are significantly higher than almost all utilities in the province.  The reason given for the high cost is the inability of CPUC to spread certain fixed costs, like data collectors, over a larger number of customers.
  

11.2 VECC notes that the Chapleau did not provide evidence as to what steps it attempted to reduce these costs.  For example CPUC it did not discuss what efforts it made to coordinate its implementation of smart meters with adjoining utilities, like Hydro One in an effort to reduce these costs.  
11.3 Based on the experience of other utilities, it is clear that the size of a utility does not necessarily lead to higher costs.  Hydro 2000 Inc. with a customer base smaller than CPUC had significantly lower smart meter costs of around $210.
  However, similar high costs were found with respect to Atikokan Hydro Inc.
.  It may be, as suggested by CPUC, that remote utilities like Atikokan Hydro, Hearst Power Distribution, and Hydro One have inherently higher smart meter costs and in particular high communication costs.   

11.4 Given the Board’s recent decision with respect to Atikokan Hydro, VECC submits that the CPUC be allowed to immediately recover 50% of its smart meter costs.  The remaining 50% would be recovered after a regulatory audit of the Utility’s smart meter program.  Given the similarities with Atikokan Hydro VECC also recommends that the terms of the audit be broadly set so as to discover what, if any steps were taken among the rural and remote utilities to coordinate and lower smart meter costs.
11.5 As noted by Board Staff one of the largest ongoing components of smart meter costs is the annual contract with Sensus.  The contract is for 15 years at $28,600 per year with a CPI inflator applied on an annual basis.  This single smart meter costs on average $22 per year for each CPUC customer.    

11.6 In VECC’s submission CPUC should be ordered to investigate alternative arrangements, including a joint operational plan with Hydro One in order to lower these ongoing smart meter costs.
Smart Meter Disposition Rider

11.7 VECC supports the submission of Board Staff in respect to the SMDR.  Subject to its findings on the amount to smart meter costs to be recovered, the remaining variance in costs should be recovered on a class specific basis.  CPUC applied the proposed methodology of Board Staff in response to interrogatory number 20.
11.8 VECC notes that CPUC has agreed to adopt this methodology for the SMDR
.

Stranded Meter Cost Recovery
11.9 VECC agrees with the submissions of Board Staff that the amount of stranded meter costs to be recovered per customer appears to be large.  However, subject to confirmation by CPUC of the net book value VECC supports the methodology employed to allocate the stranded meter costs.  CPUC has made efforts to allocate class specific costs to the GS<50 and residential classes
.  
Disposition Period
11.10 CPUC proposes a four year period for the recovery of smart meter related costs.  In VECC’s submission the recovery period should be no more than three years. 
12 LRAM
12.1 As noted by Board Staff Chapleau requested LRAM amounts for lost revenues in each of the years 2006 through 2011.  CPUC originally stated that its 2008 load forecast did not reflect the impact of 2006 and 2007 programs.  However, this response was corrected and Chapleau subsequently stated that “the load forecast for 2008 based on the average of actual use in 2006 and 2007 did reflect the actual CDM savings achieved during those years.”

12.2 VECC submits that CPUC should make the appropriate adjustment to its LRAM proposal to remove the on-going impact of 2006 and 2007 programs.

12.3 VECC supports the submissions of Board Staff in respect to the exclusion of 2011 LRAM costs.
 
13 Recovery of Reasonably Incurred Costs

13.1 VECC submits that its participation in this proceeding has been focused and responsible.  Accordingly, VECC requests an award of costs in the amount of 100% of its reasonably-incurred fees and disbursements.

All of which is respectfully submitted this 28th day of August 2012.
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� Board Staff IR # 1


� Application, page 209-210.


� Application page 70


� Application page 83


� Application, page 98.


� Application page 93


� VECC IR #2, Application page 117.


� VECC IR #1


� Application page 97


� VECC IR #39


� Exhibit 3, page 102 and OEB Staff #5 a)


� Exhibit 3, page 102


� Exhibit 3, pages 104-106


� Board Staff 5 g)


� Board Staff 5 c)


� Board Staff 5 c) – page 35 of 87.  Note – the percentages quoted here differ from those in the response as Chapleau appears to have misplaced its decimal point in calculating the percentage differences.


� Board Staff 5 c) – page 35 of 87


� See Table T from Board Staff 5 c) and VECC 4


� Exhibit 3, page 115


� Exhibit 3, page 115


� Application page 119 and 120


� Application page 131


� Application page 125, VECC IR #40


� Exhibit 7, page 180


� Board Staff #16 d)


� VECC #38 (Supplementary)


� Exhibit 7, pages 178-179


� Board Directions on Cost Allocation Methodology for Electricity Distributors, RP-2005-0317, page 51


� RP-2005-0317, pages 50-51


� VECC #32.  At 22 km of line the model would deem Chapleau to be high density utility.


� VECC #32 c)


� VECC #16


� VECC #32 a)


� Exhibit 7, page 180


� See the “Load, COP & Proposed Rates” file submitted with the interrogatory responses


� Pages 6 - 11


� Pages 34-36


� EB-2010-0142 (July 2011 Decision), page 40


� Board Staff #16 d)


� Board Staff #16 a) – c).  Note:  In its final submissions (page 16) Board Staff has interpreted these responses as suggesting that Chapleau has updated its load profiles to account for the change in customer mix in each class.  However, VECC’s reading of the responses is different and assumes that all Chapleau has done byway of updating is prorate the load profiles used in its 2006 filing in order to account for any changes in overall energy use by class.


� Exhibit 7, page 180


� Exhibit 8, page 184


� Chapleau filed a revised set of rates consistent with its updated revenue requirement and cost allocation as part of the IR responses.  These rates are based on the same approach.


� Exhibit 8, page 184


� Exhibit 8, page 189


� Exhibit 8, page 187-188


� Board Staff #29


�  Board Staff IR #2


� Board Staff Submission pages 22-26.


� Board Staff IR # 27


� EB-2011-0326


� EB-2011-0293


� VECC IR # 43


� Application, page 89.


� VECC IR #36, See also VECC IR #24


� Board Staff Submission pages 19 – 20.
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