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INTRODUCTION

Cooperative Hydro Embrun Inc. (“CHEI” or the “Applicant”) filed its 2014 rebasing application (the “Application”) on June 14, 2013. CHEI requested approval of its proposed distribution rates and other charges effective January 1, 2014.  The Application was based on a future test year cost of service methodology.

The Vulnerable Energy Consumers’ Coalition (“VECC”) was granted intervenor status. The proceeding has been conducted through written discovery.

The herein submission reflects CHEI’s views on Board Staff and VECC ’submission. The views expressed in this reply submission are also intended to assist the Board in evaluating CHEI’s application and in setting just and reasonable rates.

Discussion and Reply Submission
CHEI would like to take this opportunity to thank both the OEB and VECC for agreeing to wave the settlement conference in favor of a written hearing.  CHE appreciates that the Board recognizes CHEI’s efforts to achieve operational and cost efficiencies by minimizing avoidable costs. 

THE APPLICATION

As summarized by Board Staff in their final submission, CHEI originally requested a service revenue requirement of $869,078 (or a base revenue requirement of $838,797). On October 16, 2013, as part of their reply to interrogatories (“IRs”), CHEI filed a spreadsheet outlining the proposed changes to its revenue requirement and other components as a result of CHEI’s several revisions and responses to interrogatories filed on October 10, 2013.  In this spreadsheet, CHEI revised its service revenue requirement to $869,289 (or a base revenue requirement of $839,008).  
In their submission, VECC noted that no explanation was provided as to this discrepancy between the $839,008 and $838,797. VECC went on to say that while the amount is immaterial the Applicant should confirm its requested revenue requirement in its reply submission.  

Discussion and Reply Submission
CHEI submits that the discrepancy was addressed at 8.0-VECC – 42 which stated that the depreciation expense related to stranded meters was understated by $3,163. CHEI, in its response, proposed to update the value as part of the Draft Rate Order. All updates to rates and other components associated with CHEI’s responses to IRs had already been completed when this issue was discovered. Given amount of time et effort to update the various components of an application (Rate Base, Revenue Requirement, PILs, Cost Allocation, Rate Design and Bill Impacts) along with the immaterial impact on the revenue requirement, CHEI felt that re-running all updates for the sake of $189.00 was not warranted and instead proposed to update it as part of the Draft Rate Order.
CHEI agrees with Board Staff’s table summarizing the sought for revenue requirement and confirms that the proposed revenue requirement is in fact $839,008.

RATE BASE

As summarized by Board Staff, CHEI is projecting 2014 capital expenditures of $474,595. The majority of the capital expenditures are related to a new subdivision that is planned to be energized within CHEI’s service territory in 2014.  Capital expenditures related to the subdivision include underground cables, transformers, feeders, poles and meters.  CHEI included $160,000 in capital contributions received by the developer of the subdivision as an offset to rate base. At the time of this submission, the municipality maintains that the subdivision will be in service by the end of 2014.

Board Staff addressed CHEI’s reliability statistics for 2010 to 2012 and noted that CHEI had exceeded the minimum standards for all service quality indicators.  Ultimately, Board staff expressed no issues with the evidence provided.

On the topic of Asset Management Plan, Board Staff reviewed the proposed Asset Management Plan and determined that through its Asset Management Plan and Stantec Study, has extensively documented the condition of its assets and the program to address the required capital expenditures in the next 10 years.

Board Staff also summarized CHEI’s proposed rate base of $2,882,427 which represents a 19.27% increase from the 2012 actual and an 18.57% increase from its 2010 approved.

Board staff commented on the fluctuation of historic capital expenditures but noted that for a small utility a single project could increase the total capital expenditures by a considerable amount.  Ultimately, Board staff had no concerns with respect to the proposed capital expenditures including the new subdivision.

In its submission, VECC notes the discrepancy of $3,163 to the Rate Base (and consequently the Revenue requirement also addressed in section 1-Application.) CHEI noted this discrepancy (also discussed in the previous section) in its summary of revenue requirement impacts.  CHEI confirms that the rate base sought is in fact the adjusted $2,885,590 and once again confirms that it plans to apply update in the Draft Rate Order. Board Staff did not address the issue of Rate Base in its submission. 
Discussion 
On the subject of Service Reliability, VECC is correct in that CHEI inadvertently excluded the responses to VECC-2 in its responses filed on October 10th. CHEI apologizes for this unintentional omission and has included the response below. 
1.0 – VECC – 2
Reference:  Exhibit 2, Tab 3 (E2.T3.S1)
a) Please provide the causes of interruptions by the following categories (see sample table below).

Response:

	DESCRIPTION
	2009
	2010
	2011
	2012

	Scheduled
	X
	X
	X
	1

	Supply Loss
	2
	5
	4
	1

	Tree Contact
	X
	X
	X
	X

	Lighting
	X
	X
	2
	1

	Defective Equipment
	2
	X
	X
	X

	Pole Failure
	X
	X
	X
	X

	Weather
	2
	X
	2
	2

	Animal or Vehicle
	1
	X
	2
	X

	Uunknown
	X
	X
	X
	1

	
	
	
	
	

	TOTAL
	7
	5
	10
	6


1. Please confirm that there were no service interruptions in 2010 other than those caused by loss of supply. Response: CHEI confirms that there were no service interruptions other than the once caused by Hydro One in 2010.
I. Capital Expenditures for 2014

VECC summarized CHEI’s capital budget for 2013 and 2014 and noted that reason for the significantly increase ($400,000 in 2014) is due to four housing projects which VECC summarized in the table replicated below.  

	PATENAUDE SUBDIVISION (100 UNITS)
	$ 120 000.00
	

	BRISSON PROJECT OLIGO (50 UNITS)
	$ 60 000.00
	

	DOMAINE VERSAILLE PHASE (50 UNITS)
	$ 60 000.00
	

	MAURICE LEMIEUX NEW YORK CENTRAL PROJECT (50 UNITS)
	$ 60 000.00
	


VECC submitted that since Domaine Versaille and Maurice Lemieux did not provide a status update on the housing development, those projects should be excluded from the 2014 capital expenditures and that related expenses in the amount of 60K should be removed from the 2014 budgets. 

Discussion and Reply Submission
CHEI‘s view is that the lack of status update by no mean indicates that the subdivision will not be built and energized by end of the test year. As of the day of this submission, the municipality maintains that all four subdivisions will be in service by end of 2014. On that basis only, the new connection should therefore be included in the 2014 budget. CHEI submits that the Board should reject VECC’s proposal and should accept CHEI’s 2014 proposed capital plan. 

(CHEI finds it curious that VECC suggested removing the capital expenditures related to the 23 new houses from the capital expenditures but that they did not suggest reducing the 2014 forecasted customer count and associated load to reflect this reduction in capital. CHEI addresses this issue in the Load Foreast section of this document) 
II. Working Capital Allowance

For the purpose of determining its working capital allowance, CHEI proposes to use the 13% of controllable costs default methodology set out by the Board.   VECC submitted that a rate of 12% of controllable costs would be more appropriate based on London Hydro’s lead-lag studies which showed lower working capital requirements nearer to 11% of controllable costs. VECC expressed no concern about CHEI’s use of the Board Approved 13%.
Discussion and Reply Submission
CHEI is entirely opposed to VECC’s s pursuit to further reduce utilities’ working capital allowance; especially since the working capital allowance was reduced by 2% only 2 years ago. While CHEI commends London Hydro for their ability to manage their working cash at a rate of 11%, it is also true that many utilities are forced to borrow against a line of credit during peak months in order to meet their obligation to Hydro one or the IESO. 
VECC’s stated that the current default value of 13% is based on no specific evidence and contrary to evidence reviewed and accepted by the Board in other proceeding.  VECC also believes that it is incorrect to use an arbitrary proxy rather than tested evidence which is the result of actual lead-lag studies. Interestingly, VECC goes on to propose a 12% rate without any tested evidence, report, study to support this. 
CHEI’s response to VECC’s proposal of a 12 % rate is that “it is incorrect to use an arbitrary proxy rather than tested evidence which is the result of actual lead-lag studies”. 
To arbitrarily reduce the working capital allowance, without any study or consultation process for that matter, would be unfair and the ramifications could be detrimental to the utility’s ability to pay their bills as they come due. 

On the subject of lead lag study, the cost of undertaking a Lead Lag studies ranges anywhere from $15,000 to $80,000. While it is the best known method of determining a utility specific working capital allowance, CHEI and other smaller utilities simply cannot afford to undertake such studies.
In the end, CHEI followed the direction from the Board letter dated April 12, 2012, and ultimately adopted the 13% in compliance with Board policy. For that reason, Board should reject VECC’s proposal to reduce the working capital allowance to 12% and accept CHEI’s working capital allowance rate of 13%. 
III. Capital Expenditures for 2013

VECC commented (with hint of skepticism) that it was “somewhat remarkable”, that 2013 budget and actual spending were identical figures.  CHEI fails to understand why VECC sees this as suspicious.  CHEI deals with a single experienced contractor (Sproule Powerlines) whose price are stable and whose quotes are precise.  
Discussion and Reply Submission
Smaller utilities tend to undertake capital expenditures on a smaller scale. Smaller capital projects tend to be more manageable and as such are not as susceptible to unforeseen event which cause variance from budgeted to actual. It is important to also mention that the utility’s assets and overall distribution system are monitored on a regular basis by the manager and board of directors. This allows the utility to be proactive in its maintenance or enhancements which in turn lead to better project planning and budgeting. Being a smaller utility with minimal capital expenditures allows CHEI to better forecast it capital expenditure.    

This ability to budget at such a detailed and precise level is something CHEI takes great pride in. It is regrettable that VECC remarked on it with such cynicism.  

Board Staff expressed no concerns regarding the proposed capital expenditures, asset management plan, rate base and working capital allowance. 

LOAD FORECAST

Exhibit 3 of the Application discusses how the load forecast and customer counts are developed.

Customer Forecast

Both VECC and Board Staff provided a summary of CHEI’s approach which was to determine a mean growth rate over the period of 2003-2012 and then apply it to the 2012 customer count.   The preliminary results were subsequently adjusted by adding 200 customers in anticipation of a new subdivision schedule to be energized in 2014. 

Neither VECC nor Board Staff took issue with the customer count forecast. Board Staff did note that the average number of customers during the year is more consistent with the historical data and forecast of consumption.  

VECC found the proposed Load Forecast approach reasonable. The reasons being;
· The forecast 2014 purchases (and resulting usage by customer class) determined in phase 1 reflect the purchases CHEI could expect in 2014 assuming no growth in customers after 2012, and

· The customer additions used in the second phase account for all forecast customer growth between 2012 and 2014.

In their submission, VECC noted a few anomalies in the manner in which the 2014 forecast was determined. 
The first anomaly was that CHEI used a 10 year average of Ottawa Region employment level to determine the forecast for 2014. VECC suggests that it would be more appropriate to use the 2012 year end value to determine the 2014 employment levels. The second anomaly was that CHEI only used the 2014 customer additions to adjust the 2014 load. VECC notes that CHEI should have also added the 2013 customer. VECC noted that the problem also occurred in the General Service over 50 kW Class.   

Discussion and Reply Submission
On the topic of Customer Count, CHEI would like to (again) point out that that the forecasted customer count (200 customers) is intrinsically linked to the utility’s 2014 capital investment. In other words, if the Board decides to agree with VECC’s proposal to remove $60,000 in capital expenditure, (the equivalent of 23 new homes), the forecast should also be adjusted to remove the 23 customers and their associated load. 
As mentioned earlier, the municipality still maintains that the 200 additional customers are expected to be in service by end of 2014, CHEI submits that the forecasted customers along with their related capital expenditures and forecasted load should remain in the application. 

VECC noted a few anomalies in CHEI load forecast calculations, specifically using a 10 year average of the “economic conditions” vs using the 2012 as proposed by VECC. CHEI’s thoughts are that using the 2012 value, as proposed by VECC, may be short-sighted given the fact that the federal government is forecasting more job-cuts in Ottawa. CHEI believes that a 10 year average is more reflective the economic uncertainty in the region of Ottawa than VECC’s proposed solution. 

With respect to exclusion of the 2013 additions in the adjustment of the 2014 Load Forecast, CHEI agrees with VECC in that those customers should have been included in the adjustment to the load forecast. CHEI agrees to rectify this issue as part of the draft rate order. 

Load Forecast – CDM Adjustment
In regards to the CDM adjustment, both VECC and Board staff referenced the OEB’s   recent Decision on CDM adjustment.  In the decision, the Board determined that the CDM adjustment to the load forecast should be based on the “net” basis as documented in the OPA report.  In response to a VECC interrogatory, CHEI confirmed that the resulting value on a “net” basis for the CDM adjustment should be 58,322 kWh. 
Discussion and Reply Submission
In its response to IRs, CHEI stated that the original application was filed in compliance with the filing requirements in effect at the time of the filing. Given the fact that both decisions referenced were issued after CHEI’s application was filed, clearly, CHEI could not have known the Board’s position at the time of the filing. 
CHEI has no particular issues with updating the CDM adjustment to reflect the Board’s new position but notes that the filing requirements should be updated to reflect the Board’s view on this issue.   

That said, CHEI agrees to update its CDM adjustment to 58,322 kWh to reflect the “net” basis adjustment and appropriately account for the impacts of 2011 and 2012 CDM programs if the Board deems it appropriate. 

OPERATIONS, MAINTENANCE AND ADMINISTRATION (“OM&A”)

Both VECC and Board Staff provided a summary of OM&A past trends followed by a detailed analysis of the forecasted 2014 OM&A for the test year. The historical, bridge and test year costs are presented in the table below. 
	Reference CHE I2014 Appendices_2013010 (Excel)
	Last Rebasing Year (2010 BA)
	Last Rebasing Year (2010 Actuals)
	2011 Actuals
	2012 Actuals
	2013 Bridge Year
	2014 Test Year

	Reporting Basis
	CGAAP
	CGAAP
	CGAAP
	CGAAP
	CGAAP
	CGAAP

	Operations
	33,860
	20,827
	20,965
	16,298
	15,550
	20,900

	Maintenance
	37,425
	36,633
	39,319
	48,629
	39,800
	40,300

	Billing and Collecting
	155,247
	146,429
	163,139
	135,426
	134,057
	170,174

	Community Relations
	3,000
	2,182
	1,316
	6,710
	3,100
	4,000

	Administrative and General
	267,695
	263,128
	308,264
	317,534
	320,278
	320,905

	Total
	497,227
	469,199
	533,003
	524,597
	512,785
	556,279


Both interveners noted that the increase compared to 2010 Board Approved OM&A was 12%. Board staff noted that this represented an annual average increase of approximately 4.56%.

Board Staff noted that CHEI is a small utility that employs three full-time staff; which relies heavily upon consulting services for accounting, regulatory and system upgrade and maintenance matters. Board Staff also noted CHEI’s successful efforts in decreasing its per customer OM&A Costs and commented that CHEI has improved its ability to meet regulatory requirements with the utilization of external consultants and has reasonably demonstrated its ability to operate reliably by meeting and exceeding the minimum standards for all service quality indicators. 
Discussion and Reply Submission
As expected, VECC shared the results of its enigmatic “expected growth test” which they seem to apply to most, if not all cost of service application.  It appears that CHEI’s test results were acceptable; however, CHEI has no way of verifying the results since neither the model, nor the methodology were submitted to the utility.  
VECC often used this “expected growth test” yet, to the utility’s knowledge, this model has never been shared with utilities nor has it been made public. CHEI submits that Board should instruct VECC to provide a copy of the models in advance of the final submissions so that utilities have an opportunity to review and test its results.    
Lastly, VECC suggested that CHEI could achieve reductions in areas such as membership fees. 
CHEI’s response to this comment is that CHEI is the only utility in Ontario which gives back a portion of its dividends to its customers. The return is a direct benefit to Embrun’s customers which serves to reduce their electricity bills.  Since the last cost of service, CHEI has returned $100,000 of dividends to its customers all while managing to reduce its “per customer” costs. Since the last cost of service, CHEI has successfully managed to reduce its billing costs by $50,000 and its regulatory costs by nearly $34,000.  CHEI is continuously looking for ways of achieving operational and cost efficiencies and will continue to do so in future years without any need to be micro-managed. 
Neither VECC nor Board Staff took issue with the proposed OM&A for the test year. On that basis, CHEI submits that Board should approve these costs are just and reasonable.    
Green Energy Plan

Board Staff provided a concise and well written summary of CHEI’s Green Energy Plan. 

In an effort to avoid duplication of time and effort, CHEI has included the summary below. 

CHEI is requesting Board approval for its Green Energy Plan (the “Plan”) that was filed pursuant to the Board’s Filing Requirements: Distribution System Plans – Filing under Deemed Condition of Licence, dated May 17, 2012 ("DSP Filing Requirements").

CHEI is not proposing any new capital investments or OM&A expenditures during the term of the Plan and has therefore submitted a “Basic” Plan. CHEI states that since the launch of the Feed-in-Tariff (“FIT”) program, it has connected only 6 micro-Fit generators and none under the FIT program. CHEI does not expect to connect any generators under the FIT program during the Plan term.

Given the low uptake of the FIT and micro-FIT programs there are no capital investments or OM&A expenditures proposed in the Plan. However, in keeping with the DSP Filing Requirements, CHEI has provided information on the current state of its distribution system, a description of efforts to enable the connection of renewable generation and of future plans to accommodate new connections. Based on CHEI’s assessment, its current system is adequately equipped to accommodate requests for renewable generation connections under the FIT and micro-FIT programs. CHEI further concluded that there are no known barriers within its system that could pose a problem for new connections.
As expressed in the both the application and IRs, CHEI is seeking exemption from the filing requirement which states that a distributor must submit its Green Energy Plan to the Ontario Power Authority (the “OPA”) for comment prior to filing the plan with the Board. 
Discussion and Reply Submission
After reviewing VECC and Board Staff’s submission, CHEI has come to the realization that there is no point arguing this issue since it has little to do with LDCs and the determination of just and reasonable rates. This requirement is a data gathering exercise for the OEB and OPA. Board Staff claims that the plan to ensure that assumptions with respect to FIT and micro-FIT connections are consistent with the applications the OPA has received, system constraints have been accurately considered, and that planning and the resultant plan is integrated with other regional plans and the system as a whole. Who better to determine these issues than the existing collaboration between CHEI, its municipality (or region) and Hydro One?   
CHEI will comply with this filing requirement and will obtain the letter of approval from the OPA. Embrun will refile its plan along with the letter of approval as it becomes available. Please note that while Board Staff states that the OPA review is not a complex or cumbersome process, the OPA still requires a minimum of 30 days to review and approve a Green Energy Plan. 
DEPRECIATION/CAPITAL POLICY

Discussion and Reply Submission
Neither VECC nor Board Staff had issues with the proposals of the Applicant with respect to Kinectrics Report Depreciation rates.    

COST OF CAPITAL

Neither VECC nor Board Staff expressed concerns with respect to the proposed cost of capital. As indicated in its Application, CHEI committed to update its cost of capital parameters as new information become available. On November 25, 2013, the Board issued new cost of Capital Parameter Updates for 2014 Cost of Service Applications. The new parameters are shown in the table below. 
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CHEI will update, as part of its Draft Rate Order, its rate base to reflect the above parameters. 

VECC broached the subject of dividends and member ship fees suggesting that non-coop members be compensated for receiving no direct benefit from the corporate structure and ask that CHEI consider supplementing its LEAP contributions, from some portion of the pool of undispersed dividends,  as a way to assist the most vulnerable residential electricity consumers in its community. 
Discussion and Submission
While VECC and Board Staff are probably familiar with the characteristics of a cooperative, it’s worth explaining how they differ from other municipally owned. 
· Cooperatives serve a different purpose: The primary purpose of cooperatives is to meet the common needs of their members, whereas the primary purpose of most municipal or investor-owned businesses is to maximize profit for shareholders.

· Cooperatives adopt a different control structure: Cooperatives use the one-member/one vote system, not the one-vote-per-share system used by most businesses. This helps the cooperative serve common needs rather than the needs of a handful of individuals. It is also a way of ensuring that people, not capital, control the organization.

· Cooperatives use a different allocation of profit: Cooperatives share profits among their member-owners on the basis of how much they use the cooperative, not on how many shares they hold. 
In other words, the whole premise of a cooperative is that by becoming a member you become a part owner of the business and share in the earnings of the cooperative. To try to restore inequities amongst the non-members vs the members by awarding non-members LEAP funds would defy the entire premise behind a cooperative.   
COST ALLOCATION AND RATE DESIGN

Both Board Staff and VECC summarized CHEI’s approach to Cost Allocation and Rate Design. Board Staff did express concerns regarding CHEI’s choice of weighting factors stating that they had the opposite effect for the two General Service Classes, and even more so for the Unmetered Scattered Load class.  Board Staff indicated that a decreased allocation of billing and collecting cost, together with a slightly lower proportion of CHEI’s total throughput, these classes are allocated a lower proportion of total distribution cost.

Board ultimately concluded that it did not disagree with CHEI’s proposed weighting factors.  As required in the Filing Requirements, CHEI had provided an explanation of its weighting factors in its application.

Board Staff pointed out that the use of utility specific weighting factors caused shifts in the ratios produced by the cost allocation model vs the ratios that were approved from the previous cost allocation results.  In response to CHEI’s proposed 100% revenue-to-cost, Board Staff pointed out the significant rebalancing of its distribution rates and expressed concern regarding its effects on the bill impacts. Board Staff proposed an alternate approach, namely to adopt a phase-in approach over the next three years. The proposed three year phase in schedule is presented below; 
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In their submission, VECC also expressed concerns over CHEI’s proposal to move its revenue to cost ratios to 100%. In support of its disapproval of proposed 100% revenue to cost ratios, VECC then quoted multiple decisions and policies which support a phase in approach when large increases are required. 
VECC suggested that CHEI should adopt the same approach which was approved back in 2010 which was to move the ratios for those customer classes that were outside the policy range to the limits of the respective ranges for each customer class and only proposed adjusting the ratios for those classes that were already within the Board’s applicable policy ranges as necessary to maintain revenue neutrality.  
While Board Staff suggested a simpler approach of a 3 year phase in, VECC’s approach was more detailed in that they suggested that ratios for those classes that were below 100% and the furthest away from 100% should be adjusted first. VECC also suggests that in CHEI’s case, the R/C ratios for the Residential and Street Lighting which were low (yet still within Board guidelines) classes should be adjusted in tandem to achieve revenue neutrality. 

VECC stated that in the event that these adjustments could not be made, Board should direct CHEI to phase-in its adjustments. 

Discussion and Reply Submission
Although this may sound as an overly simplistic view to an overly complicated subject, CHEI’s view is that any cross subsidization identified through the results of the cost allocation study should be rectified as soon as possible. 

It’s also important to mention that the reason behind CHEI proposal of an unusually aggressive adjustment is mainly due to the fact that rates, for most classes, are going down and that this adjustment would not be as noticeable to the customer.  

CHEI has limited expertize in the subject of weighting factors, however, it seems as though the use of this particular variable in the CA model may be too general. As pointed out by Board Staff, CHEI determined its weighting factors according to Board Direction; yet the effects of on the proposed rates and bill impacts are significant. 
CHEI has reviewed VECC’ submission on the matter and has no issue with the methodology proposed by VECC. That said, CHEI would like to remind the VECC and Boards Staff that even though all classes should be treated fairly when it comes to setting rates, revenues from the Residential class at 80.54% dwarf revenues from USL and Street Lights which only represent 2.66% of the overall revenue requirement. 

As mentioned above, CHEI’s primary focus is to rectify any cross-subsidization between classes. 

Monthly Service Charges (“MSC”) Fixed-Variable Proportion Split

As summarized by Board Staff, for three rate classes CHEI has proposed rates such that the proportion of revenue from the volumetric rate would increase (Residential, Street Lighting, and USL).  For the two General Service classes, the proposed rates would increase the proportion of revenue from the fixed charge.  The rationale in both cases is to move toward a 50/50 split which CHEI considers to be fair and equitable.

CHEI’s current and proposed fixed-variable revenue proportions are shown below.  
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In its submission, Board staff submitted that the rationale of a 50/50 split is arbitrary and that the preferred reference point is worksheet O-2 in the Cost Allocation model.
· In the case of the GS<50 kW class, Board Staff proposed to adjust the MSC to $21.22 as opposed to the $22.50 which CHEI proposed in its responses to IRs. 
· In the case of the GS>50 kW class, Board staff submit that it would be preferable to decrease the fixed and variable rates together by a similar percentage, rather than accomplishing the re-balancing almost completely by means of the variable part of the bill. 

VECC argued that the current fixed variable split should be maintained unless it results in a fixed charge that exceeds the ceiling established by the Cost Allocation model.  VECC’s view is that the fixed charge should be capped at the greater of the ceiling or the current value, consistent with the Board’s stated policy.

Discussion and Reply Submission
On the issue of the GS> 50 kW which Board Staff pointed out ($21.22 ceiling vs $22.50 proposed by CHEI), it has always been the intention of the utility to bring the MSC down to the ceiling if need be. The proposed $22.50 was an error CHEI’s part and should have been set to $21.22. 

With respect to adjustment to the general fixed and variable split, if it is Board policy that fixed charge should be capped at the greater of the ceiling or the current value, then CHEI will certainly comply with Board’s direction on this matter. However, CHEI believes that a cost of service is an opportunity to rebalance inequities (for example, a 91.16% fixed to variable split for the USL class). 
CHEI has summarized below both suggested options and associated bill impacts.
	As proposed by CHEI

	Class
	Fixed
	Variable 
	Rate
	Bill impacts

	Res
	49.69%
	50.31%
	$14.00
	1.58%

	GS<50
	50.06%
	49.94%
	$21.22
	-8.62%

	GS>50
	55.89%
	44.11%
	$235.00
	-31.94%

	USL
	52.83%
	47.17%
	$9.75
	-23.94%

	Street Lights
	64.18%
	35.82%
	$2.25
	3.87%

	
	
	
	
	

	Use of current split as proposed by VECC

	Class
	Fixed 
	Variable 
	Rate
	Bill Impacts

	Res
	54.65%
	45.35%
	$15.40
	1.71%

	GS<50
	33.02%
	66.98%
	$14.00
	-9.13%

	GS>50
	36.54%
	63.46%
	$153.63
	-31.49%

	USL
	91.16%
	8.84%
	$16.82
	-26.47%

	Street Lights
	55.58%
	44.42%
	$1.95
	15.01%


As can be seen from the table above, CHEI’s approach which, as VECC would put it,  is based on “fairness” actually produces bill impacts that are less dramatic and extreme than VECC’s proposed split. 

CHEI believes that sometimes it’s worth setting aside policies and decisions and simply take a step back to look at what’s best for both the customer and utility, which is essentially what CHEI has done. 

CHEI submits that, with the exception of the GS<50 which should have been adjusted to the ceiling of $21.22, CHEI proposed methodology of fairness (also referred to as “just and reasonable”) should be approved by the Board as they yield results that are more acceptable than VECC’s proposed splits. 
Retail Transmission Service Rates (“RTSR”)

Discussion and Reply Submission
CHEI commits to updating its models as part of the draft rate order to reflect the Board new rates effective January 1, 2013 (Rate Order EB-2012-0136) 

Average VS Year End Customer Count. 

CHEI makes a point of using year-end customer counts throughout its application and rate design.  CHEI has provided the rationale that year-end numbers are more suitable than average numbers of customers, and are more consistent with the annual forecast of energy consumption.

Board staff noted that CHEI is forecasting significant growth (i.e. of 11%) in the residential class during the test year. Board staff also expects that this is the first year of an incentive regulation rate setting method which is for a term of at least five years (under either 4 Generations IR or Annual Index IR).  
Board staff agreed that CHEI’s approach in this particular case is justified because it is a better reflection of its customer and volumetric composition entering into a price cap regime.

Discussion and Submission

From a revenue point of view, it would make better sense for CHEI use the average customer count vs year end (fewer customer to spread the revenue requirement over would technically yield higher rates), However, it is still CHEI’s view that year end customer count are more reflective of what the customer count will be in 2014-2018.  As such, CHEI believes that the Board should accept CHEI’s proposed year end customer count. 
Low Voltage (“LV”) Charges

After reviewing CHEI’s methodology of calculating its LV charges, Board Staff submitted that that the LV charge should be more nearly equal across the classes and should be close to 40% for all classes.  Board Staff noted the following example; 

“the proposed charge for GS<50kW class is $0.0016 per kWh, increased from $0.0013; Board staff suggests that it would be more appropriate to charge $0.0018 per kWh for this class which would be a 38.5% increase, which is approximately equal to the overall increase that the evidence shows is required.”
VECC deemed CHEI’s proposed LV Charges acceptable. 

Discussion and Submission

CHEI’s methodology was to use the 2013 transmission connection revenues to determine a per class ratio as seen below. 
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Current Low Voltage Rates
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CHEI then applies the ratio above to the 2014 projected LV charges as seen below. 

(Note that in the application, the header incorrectly stated 2013 instead of 2014. This error was clarified as part of the technical conference)
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2014 PROPOSED LOW VOLTAGE CHARGES & RATES
Customer Class Name. % Allocation Charges | NotUPlifted | p per
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The ratio is then applied to the forecasted load to determine the per class rate. CHEI has used what it determined was an acceptable methodology of determining the LV rates. CHEI has reviewed and tested Board Staff’s methodology and is not convince that it will yield reasonable rates therefore CHEI submits that the proposed rates should be accepted by the Board.  
Loss Factors

As summarized by Board Staff, CHEI proposes factor is 1.0668, which is the product of the Distribution Loss Factor 1.0271 and the Supply Facilities Loss Factor of 1.03812.  For an embedded distributor, the SFLF is the host distributor’s Total Loss Factor.

Board staff submitted that the proposed component for the Distribution Loss Factor was reasonable ad that the outcome is satisfactory. Board Staff to issue with the SFLF of 1.044 and stated that it was unaware of why the SFLF should not be 1.034, which to Board staff’s knowledge has remained unchanged for at least 10 years and was approved most recently in the Board’s Rate Order EB-2012-0136. Board staff submits that CHEI should obtain an explanation from its host distributor of the SFLF currently being applied. 

VECC deemed CHEI’s proposed loss factor as acceptable
Discussion and Submission

CHEI agrees with Board Staff that the power bill should have been included in the IR responses. That said, CHEI reviewed its power bills and confirms that it has been charged a loss factor of 4.4% by Hydro One. When asked to confirm, Hydro One responded; 

“Prior to Feb 2009, the TLF was 3.4%. After Feb. 2009, the TLF has been changed to 4.4% as per sub-transmission rate implementation.”  
Ultimately, CHEI is of the opinion that utilities should use the loss factor that they are being charged to determine the supply facility loss factor which is essentially what CHEI has done in this case.  

DEFERRAL AND VARIANCE ACCOUNTS 
As summarized by Board Staff, CHEI proposed to dispose Group 1 and Group 2 Deferral and Variance Account balances as of December 31, 2012, and interest forecast to December 31, 2013. The allocation factors used by CHEI for the volumetric rate rider calculation are in accordance with the EDDVAR report (EB-2008-0046). The credit balance of $69,614 is proposed to be refunded over a two-year period.

Board staff noted in its submission that s that the balances as of December 31, 2012 are consistent with the balances included in the reporting and record-keeping requirements with the exception of 3 accounts (1508, 1576,1592) 

Board staff has no concerns with the proposed disposition period.

Account 1592 Lost Revenue Adjustment Mechanism Variance Account

(“LRAMVA”)

Board Staff summarized CHEI’s views, original request and adjustment in its submission. In brief, after excluding the request for recovery of LRAMVA in its original application, CHEI provided, as part of an update to its application, an updated LRAMVA rate rider calculation that includes LRAMVA amounts for 2011 program savings in 2011 and excludes any 2011 persisting savings in 2012. CHEI committed to updating its LRAMVA in its draft rate order.

Board staff supports the disposition of CHEI’s 2011 LRAMVA balance of $1,045 which consists of 2011 CDM savings in 2011 but excludes 2011 persisting savings in 2012. 

Board staff noted that CHEI’s proposal of updating its LRAMVA amount to include 2012 lost revenues at the time of its draft rate order is inappropriate as Board staff and VECC will not have an opportunity to test the information.  Board staff notes that CHEI should have had its 2012 Final OPA Results at the start of September 2013 and could have updated its LRAMVA amount to include 2012 lost revenue in its interrogatory responses. This would have provided Board staff and VECC an opportunity to review the numbers. Board staff suggested that the Board allow CHEI to address its 2012 lost revenues and any future lost revenues in a future rate application. Board staff has no concerns with CHEI’s updated LRAMVA amount and recovery period

VECC’s view was that the 2012 Final OPA results were likely to be material and that as such they should be dealt with in the CHEI’s 

Discussion and Submission

Since the 2012 final results used to determine the LRAMVA recovery come directly from the OPA, CHEI is not quite certain why this process should undergo a prudence review. This update should be no different than CHEI updating its cost of capital parameters with the new board issued parameters. CHEI suggest that Board allows CHEI to include its OPA issued 2012 results as part of the DRO. As indicated by VECC, the impacts of the 2012 loss revenue are unlikely to be material and as such should be included in the application. 

Account 1508 OEB Cost Assessments and OMERS Pensions

CHEI requesting the disposition of the balances in Account 1508 of $685 represents minor transactions which occurred in early 2010 after disposal through 2010 Board Approved rates. Board Staff was adamant that as a matter of principle, the Board should reject the request. VECC did not provide its view on the issue. 
Discussion and Submission
The truth of the matter is that the amount requested for disposal is in fact immaterial.  That said, CHEI is of the opinion that the “you snooze you lose” approach that Board Staff and the Board often endorses is unjust and sometimes difficult to explain to eternal accounting firms such BDO who assists CHEI with their accounting issues. 
As a matter of accounting principle, CHEI still seeks disposal of this amount in this application. 

Account 1556, Smart Meter OM&A Variance

As summarized by Board Staff, 

As part of its responses to Board staff and VECC interrogatories, CHEI updated Account

1556 to $165,834, which consists of $101,925 in Meter Data Management Repository (“MDMR”) expenses, $1,874 in interest expenses and $62,036 in smart meter depreciation expenses. CHEI noted that these costs were not included in the original Application, however, CHEI’s accountants included these costs in the EDDVAR Continuity Schedule but the model did not include the balance of Account 1556 in its rate rider calculation. CHEI is requesting disposition of the balance in Account 1556. 

In its submission, Board staff argued that on page 4 of the EB-2012-0094 Decision and Order, CHEI was effectively foregoing recovery of those historical operating expenses.  Board staff thought that CHEI could have, and should have forecasted the OM&A expenses to the end of 2012 so that it could have factored those into the

Smart Meter Incremental Rate Rider.  In not doing so, CHEI was effectively foregoing the historical costs. Board Staff also noted that tracking smart meter OM&A costs in Account 1556 to December 31, 2012 is clearly contrary to the Board’s EB-2012-0094 Decision and Order. VECC echoed Board Staff’s views. 
Discussion and Submission
Correction of balance; 

CHEI would like to correct the balance claimed in its responses to its interrogatories. CHEI inadvertently used the entire balance of 1556 which included all MDM/R expenses including; 

(1) Capital expenses ($80,884), 

(2) OM&A expenses ($21,040)

(3) Depreciation expenses related to smart meters ($62,035) and 

(4) Interest on MDM/R expenses in the amount of ($1,873.65) 
CHEI recognises that with the transfer of capital related costs into 1860, depreciation expenses are now recovered through Rate Base and therefore should not be included in the balance for recovery. As such, CHEI is no longer wishes to recover $62,035 in depreciation expenses. 

With respect to the remaining balance ($80,884 capex and $21,040 opex) spent on MDM/R related costs, CHEI offers the following submission. 
CHEI has reviewed all related applications and decision and strongly disagrees with Board Staff’s submission. CHEI was one of the earlier utilities to file a smart meter applications using the Smart Meter Model Version 2.17 issued December 15, 2011) with the Board. Prior models did not include MDM/R costs. At the time of the application, CHEI interpreted MDM/R costs as the responsibility of the Smart Metering Entity and as such would not be recoverable. For this reason, CHEI specifically excluded these costs and expected to deal with them in the next cost of service. Hence the comment which CHEI made at page 4 of the original smart meter application which stated; 

Over the past three months, CHEI has been working closely with the IESO on the integration of meters and systems with the provincial Meter Data Management Repository (“MDMR”). CHEI staff attended MDMR briefings and workshops in 2010 and has spent many hours working on the integration over the past few months.

 “For purposes of this application CHEI confirms that it has not included any MDMR costs.”

Board Staff mentioned that CHEI essentially waived claim for recovery of operating costs. 

In response to the following interrogatory related to its smart meter application. 
IR:  Please provide support for operational efficiencies that CHEI has not realized operational efficiencies so far. Please explain if CHEI expects to realize operational efficiencies and cost savings in the future. If so, please provide CHEI’s estimates as to the nature and timing of these.

CHEI answered the following;
Response: CHEI confirms that there are net operational efficiencies realized from meter reading cost of approximately $5,220 which help to offset the incremental costs incurred from smart meter implementation. CHEI notes that it has elected to waive claim for recovery of operation costs in this application.
When CHEI waived claim for recovery of operating costs, it was clearly referring to operating costs and not MDM/R costs.

Regulation under  section d) of O.Reg. 426/06 “SMART METERS: COST RECOVERY”.clearly states that distributors will not be financially disadvantaged with respect to the costs for replaced conventional meters owned before, on or after January 1, 2006 if replaced by a smart meter and not in contravention of section 53.18 of the Electricity Act. CHEI is of the view that MDM/R related costs are intrinsically linked to the implementation of smart meters. For the Board to deny CHEI these costs would financially disadvantage the utility. 

CHEI understands that the balance in Account 1556 has not been tested in this application however, it was always CHEI’s (and its auditors’) intention to dispose of these balances in this application. As mentioned in Board Staff’submission, CHEI’s auditors did include these balances as part of the EDVVAR model however the model excluded those balances from the determination of rates. 
CHEI seeks approval to transfer the $80,884 in capital costs into account 1611- Computer Software since all the costs were software related costs. This update would, in effect, increase the rate base by $8,040 and impact the revenue requirement by $484. CHEI also seeks approval to dispose of the remaining OM&A related cost through the disposal of account 1556 in the amount of $21,040. Since these costs should have been included in the smart meter application, CHEI suggests foregoing the interest charges of $1,874.   
Account 1576, Accounting Changes Under CGAAP

Through its responses to IRs CHEI provided a balance of $39,272 in Account 1576 to be refunded to customers through a rate rider over a two-year period.  However, in the same response, CHEI stated that disposing of Account 1576 goes against Board policy that balances should be audited before they are disposed of and as such, CHEI is not seeking disposal of Account 1576 in this proceeding and instead proposes to dispose of the balance in a future application.

Board staff noted that the 2014 cost of service filing requirements require licensed electricity distributors to dispose the balance of Account 1576 in their 2014 rate applications.  Board staff submits that CHEI should dispose the balance in Account 1576 in its 2014 rate application in accordance with the 2014 cost of service filing requirements.
Discussion and Submission
In rebuttal to Board Staff comment about account 1576 having to be disposed of in accordance with the 2014 cost of service filing requirements,  CHEI submits that its application was filed in April of 2013 therefore under the 2013 cost of service filing requirements. (If Board Staff thought CHEI should have abided by the 2014 filing requirements, Board Staff should have invited CHEI to attend the July 23-24 2014 Cost of Service Rates - LDC Orientation)
Back to the subject of 1576, having had many discussions with their auditors on this subject, CHEI strongly believes that the balances of 1576 should be audited before it is disposed of especially. Especially since most since so many USoA accounts and balances are affected by this change in policy. Board’s policy has for the most part been that balances must be audited before they are sought for disposal. It is unclear as to why account 1576 should be treated differently. 

Smart Meters - Stranded Meter Cost Recovery, SME Charge and Effective Date. 
VECC submitted that CHEI the riders should be calculated using the methodology shown at Exhibit 8, Tab 7, page 28. 

VECC had no submission with respect to the SME Charge and Effective Date. 
Discussion and Submission
CHEI agrees to update it calculation methodology as shown at Exhibit 8, Tab 7, page 28 
Recovery of Reasonably Incurred Costs

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.
Discussion and Submission
CHEI does not object to VECC’s costs. That said, CHEI would like to make the following comments. While there is little doubt that VECC’s cost are focused and responsible, intervener costs are neither tested nor contested as they are always submitted after the fact. CHEI suggests that interveners should be able to review and application once it’s been submitted projected their costs and files them prior to the IRs. This would give utilities an opportunity to better predict their regulatory costs.  


