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EB-2008-0099

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

AND IN THE MATTER OF an Order by the Ontario Energy
Board dated March 19, 2008 which approved rates and other
charges to be charged by Oshawa PUC Networks Inc. for
electricity distribution (Board File No. EB-2007-0710)

AND IN THE MATTER OF Rules 42, 44.01 and 45.01 of the
Board’s Rules of Practice and Procedure;


Submission of the Electricity Distributors Association
(AMPCO Motion returnable Friday, May 16, 2008)

1. The Electricity Distributors Association (“EDA”) appreciates the opportunity to submit its response to the Motion by the Association of Power Consumers of Ontario (“AMPCO”) to review the revenue to cost ratios approved by the Board in File Number EB-2008-0710, the “Oshawa PUC Decision”. 

Introduction

2. In its submission, at paragraph 1, AMPCO characterizes the Oshawa PUC Decision as having “approved revenue to cost ratios that allow Oshawa PUC, at its discretion, to require large volume customers to provide material and ongoing subsidies to other customers”.  This characterization is wrong.

3. The EDA submits that the Oshawa PUC Decision is a lawful order of the Board and ought not to be interfered with.  In setting the rates in the Oshawa PUC Decision, 

a. the Board has given cost causality an appropriate and important role in the context of the broad range of rate making principles; and

b. the Board has implemented the Cost Allocation Report
 appropriately and as specifically contemplated by the Cost Allocation Report itself.  

4. The Board has given cost causality an appropriate and important role in the rates for Oshawa PUC.  First, the Board has required that Oshawa PUC’s rates be moved directionally towards a revenue to cost ratio of one.  Second, the Board has ordered that the first directional step of Oshawa PUC be a significant one – an immediate directional improvement to 50% of the difference between the current ratio and the top or bottom (as appropriate) of the applicable range set out in the Cost Allocation Report.  

5. The incremental approach taken by the Board in allowing Oshawa PUC three years to get within the ranges specified in the Cost Allocation Report is consistent with sound rate making principles and entirely consistent with the Cost Allocation Report.

Rate making principles 

6. AMPCO’s submission centres around the paramountcy of cost causality and the related principle of avoidance of undue discrimination.  No one disputes the soundness or importance of these principles.  However, they are not the only sound and important rate making principles which a Board panel must implement when setting rates.   

7. At paragraph 2 of its submission, AMPCO has quoted from Bonbright’s Principles of Public Utility Rates
 only one attribute of a sound rate structure, the avoidance of undue discrimination in rate relationships, to the exclusion of all other attributes.  Bonbright lists ten attributes, including the following
:

2.  Revenue stability and predictability, with a minimum of unexpected changes seriously adverse to utility companies.

3.  Stability and predictability of the rates themselves, with a minimum of unexpected changes seriously adverse to ratepayers and with a sense of historical continuity…

9.  The related, practical attributes of simplicity, certainty, convenience of payment, economy in collection, understandability, public acceptability, and feasibility of application. 

8. AMPCO is asking that cost allocation (and the closely related concept of avoiding undue discrimination) be given primacy over, and be furthered at the expense of, all other rate making principles.  That approach to cost allocation is inappropriate. Cost allocation must fit within the broader spectrum of rate making principles. 

9. In the Cost Allocation Report, the Board explicitly recognized that cost allocation principles must be implemented in the context of other rate making principles: 

1.3 Approach to Cost Allocation

…The Board also recognizes however, that cost allocation is, by its very nature, a matter that calls for the exercise of some judgment [sic], both in terms of cost allocation methodology itself and in terms of how and where cost allocation principles fit within the broader spectrum of rate setting principles that apply to – and the objectives sought to be achieved in – the setting of utility rates.  The existence of the influencing factors does not outweigh the merit in moving forward on cost allocation.  Rather, the Board considers that it is both important and appropriate to implement cost allocation policies at this time, and believes the policies set out in this Report are directionally sound.
 (emphasis added)

10. The enormous and sudden changes to rates advocated by AMPCO are unbearably at odds with other important rate making principles set out in paragraph 7, above.  In particular, historical continuity of rates, the avoidance of rate shock, and public acceptability of rates clearly must be used to balance the results that would be dictated by cost causality alone.  The inexact nature of the cost allocation methodology and underlying data, as well as several ongoing rate design initiatives, including the consultation process in EB-2007-003, means that if customer classes receive large rate reductions in order to achieve a revenue to cost ratio of one under the current methodology, they may well be forced to undergo rate increases soon after due to updated cost allocations.  It is certainly more in keeping with sound rate making principles to ensure that any rate reduction given is conservative so as to avoid having to bump up the rate soon after.  Importantly, the Board in the Oshawa PUC Decision did not ignore the fundamental rate making principle of cost causality.  Instead, it took an incremental step toward better cost causality without entirely sacrificing the other principles to set rates.  

Revenue to cost ratios

11. AMPCO does not accept the limitations of cost allocation methodologies nor the uncertainties in the underlying data; it maintains that if unity is achieved, the customer class is paying exactly the costs caused by that class. AMPCO is simply incorrect.  Cost causality is not an exact science.  It is because of the inherent uncertainties in the underlying data and limitations with the cost allocation methodologies that one must endorse, and the Board has endorsed in the Cost Allocation Report, a range of acceptable revenue to cost ratios around one.  

12. During the stakeholdering prior to the release of the Cost Allocation Report, AMPCO argued for, amongst other things, tighter bands around one.  It achieved a certain amount of success in that regard.  That debate, however, is over for the time being, and the Board has set the appropriate ranges in the Cost Allocation Report.  AMPCO cannot reargue its case for ratios closer to unity in the context of this proceeding.

The Cost Allocation Report 

13. AMPCO argues for an interpretation of the Cost Allocation Report which it simply cannot bear. 

14. At paragraph 8 of its submission, AMPCO lays out principles which it says should apply in setting distribution rates generally and to the rates of Oshawa PUC in particular, as follows:

· Revenue to cost ratios must be as close to unity as practical;

· Any departure from unity must be demonstrably justified;

· Departures from unity cannot exceed the range of approved outcomes in the Cost Allocation Report;

· Departures must be temporary and accompanied by a mitigation plan; and

· The cost of rate mitigation should be borne by the rate classes that benefit from the mitigation.

None of these alleged principles are mandated by the Cost Allocation Report.  Further, none of these principles emerge as binding principles from the many quotes set out in the AMPCO submission.  Those quotes only serve to prove what we all agree to – cost causality and the avoidance of cross-subsidization are important rate making goals.  

15. A reasonable reading of the Cost Allocation Report reveals that the Board contemplated a cautious and incremental approach to improving cost causality in rates:

The Board has concluded that an incremental approach is appropriate in light of the influencing factors below, and that a range approach is preferable to implementation of a specific revenue-to-cost ratio.  Influencing factors aside, a revenue-to-cost ratio of one may not be achievable or desirable for other reasons (for example, to accommodate different rate design objectives).

and

A principle of rate making is that rate stability in most instances is desirable…Another principle of rate making is the avoidance of rate shock.  Proposed rate changes should consider the ability of consumers to react to their new costs.  In aligning rate levels closer to costs, reducing a high revenue-to-cost ratio for any one class requires an offsetting increase to one or more other classes.
 

The language of the Cost Allocation Report simply cannot support the assertion that any of the principles set out in paragraph 8 of AMPCO’s submission (at paragraph 13 above) should be determinative in any particular rate case. 

16. AMPCO implies, at paragraphs 24 to 28 of its submission, that the Cost Allocation Report requires revenue to cost ratios of unity unless, and only unless, data quality is proven to be lacking.  AMPCO is mistaken.  The Report specifically says that there are other reasons for departing from unity, and specifically that “a revenue-to-cost ratio of one may not be achievable or desirable for other reasons (for example, to accommodate different rate design objectives)”.

17. The characterization of the Oshawa PUC Decision at paragraph 29 of the AMPCO submission is also unfounded.  First, the Cost Allocation Report does not “set a policy of continuing to allow distributors to set rates in a manner that departs from cost causality only in limited circumstances”.  Instead, the Cost Allocation Report reflects a policy of incrementally adjusting rates based on cost allocation methodology.  The Oshawa PUC Decision properly applied that policy. The Board panel did not allow Oshawa PUC to depart from cost causality “entirely at its own discretion and for whatever purpose it might choose”.  Instead, the Board panel required Oshawa PUC to take specific, incremental steps toward improved cost causality.

AMPCO’s proposed mitigation measure

18. AMPCO proposes that the Board require Oshawa PUC to move to revenue to cost ratios of unity immediately and to deal with any rate shock that would arise by deferring the total amount of resulting rate increases by setting up one or more variance accounts.

19. This is a truly unconventional use of the variance account mechanism and is problematic on several fronts.  Oshawa PUC would be required to finance the carrying costs of the large variance account(s) that would be created.  This can be seen as an unexpected change seriously adverse to the LDC’s financial interest, in direct opposition to Bonbright’s second attribute of a sound rate structure, cited in paragraph 7 above. The customers whose rate increases would be deferred by the creation of the variance account(s) would then ultimately have to pay interest along with large rate increases to give an immediate benefit to the customer classes experiencing immediate and huge rate reductions.  The more common and appropriate method of dealing with a rate increase is to phase it in (and when a decrease for another class is warranted, phase in that reduction as well), precisely what the Board has ordered for those classes who do not currently fall within the revenue to cost ratio ranges set out in the Cost Allocation Report. 

Conclusion

20. The Oshawa PUC Decision goes a long way to moving the revenue to cost ratios in the rates of Oshawa PUC’s customer classes towards the ranges set out in the Cost Allocation Report.  It, therefore, implements the Cost Allocation Report precisely as contemplated.  At the same time, the Oshawa PUC Decision results in a reduction in rates to AMPCO members in Oshawa PUC’s service territory.  Both of these results should be applauded by AMPCO.  It is wrong for AMPCO to try to use this motion to force the Board to now implement rigid principles which were rejected in the lead up to the Cost Allocation Report because the rates of AMPCO members are not being reduced fast enough or by the magnitude desired by AMPCO.  
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