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1 OVERVIEW AND INTRODUCTION

1.1
In making these submissions, we have relied on the final filings made by Hydro One Networks.  VECC has also reviewed the submissions of Board Staff made on October 7, 2014.  Staff’s submissions are comprehensive, and we have tried to avoid repeating their arguments where we are in substantive agreement.  We have also generally followed Staff’s format for addressing the issues.
1.1 At section 2 of their argument, Board Staff have made detailed submissions in respect to the inadequacies of Hydro One’s rate plan in meeting the requirement of the RRFE.  VECC supports those submissions and provides the following additional comments.
1.2 The Board report setting out a Renewed Regulatory Framework for Electricity provides regulated electricity distributors with the means to achieve a regulatory scheme to govern utility operations and rate setting that is geared to their particular operational circumstances.  However, it did so with some firm dictates on the content of the same.  It was noted that: “In implementing the new approach to rate-setting, the Board will use a rigorous performance reporting and monitoring process to ensure that, while distributors are responding to performance incentives, customer interests are being protected
”
1.3 With respect to the filing of a Custom IR plan, as is featured in the within application the Report, it required the filing of  “…robust evidence of its cost and revenue forecasts over a five year horizon, as well as detailed infrastructure investment plans over the same time frame.”

1.4 In the Custom IR model, planned capital spending is an important component of the framework. The Report notes that :“…in order to have distribution plans that support the Board’s performance outcomes approach to rate setting, an integrated approach to infrastructure planning is required.”  In order to comply, there must be a capital planning strategy exhibited by the distributor that shows control over the pace of its own capital spending as it is an important element of cost to consumers.

1.5 Pacing and prioritization of capital investments is based on planning for the  needs of existing and future customers.  In turn, these capital investments play an important role in the achievement of the key outcomes of achieving sustainable operational effectiveness by way of continuous improvement in productivity and cost performance.

1.6 Finally, the RRFE report acknowledges that assessments cannot take place in a vacuum. Performance outcomes must be measured by performance monitoring and distributor benchmarking, coupled with a scorecard approach.

1.7 In VECC’s view, the application before the Board shows that while Hydro One has followed the form of the Board’s decision in fashioning its Custom IR proposal, the substance of a plan that achieves operational effectiveness and customer benefits in particular is lacking. In particular, despite the claims of singularity of circumstance, Hydro One must have more than comfortable self-directed goals associated with its plan and must show the continuous improvement demanded by the Board in the RRFE report.  Throughout this process Hydro One has made the point that this application is a marked departure from a custom incentive rate plan
:

“Hydro One has referred to its application as a “Custom Cost-of-Service” to be upfront  about how it has arrived at its revenue requirement calculation. Hydro One has avoided calling its Custom Application an “IR” application because “IR” is often associated with a formulaic adjustment to base revenue requirement. There are incentives for Hydro One to behave as a cost-minimizing, profit-maximizing company,... However, the incentives in Hydro One’s Custom Application are not expressed as a formula”
1.8 In VECC’ submission the first part of this description is certainly correct.  This is not an incentive plan.  We disagree with the second part – that there are incentives in this plan.  Strictly speaking any rate plan has incentives.  In this plan Hydro One is provided the incentive to underspend its capital and OM&A budgets since by doing so it can increase equity returns.  However, there are no incentives as contemplated by the RRFE Report. That requires performance outcomes measured by challenging performance targets, distributor benchmarking and with ongoing monitoring using the scorecard approach.

2 THE RENEWED REGULATORY FRAMEWORK FOR ELECTRICITY
Summary of approach of Hydro One

2.1 The Company has crafted a five year plan that allows itself considerable flexibility in getting under the RRFE standards bar and provides for the lowering of its risk for itself at the same time. In particular, in this Argument , VECC will examine the components of the plan  to assess its compliance with the objectives of the Custom IRM option.

2.2 While the Company, in its Argument-in-Chief (“AIC”), maintains that the application reflects a “rigorous bottom-up approach” to budgeting which incorporates aggressive projective efficiency  gains,
 we shall examine the net result  of the Company’s efforts. In turn, the Company’s claim that the percentage increases of 6.3% in Revenue Requirement auger for acceptable performance in its Custom IR will be scrutinized . And while Revenue Requirement increases are largely attributed by the Company to large capital investments coming on stream in the previous period and under the prior years’ IRM
, it is questionable whether this assurance provides the basis for substantiation of the pace of capital planning.
2.3 The progress towards benchmarking in accordance with the Board’s expectations will also be reviewed, including the Company’s claims to lack appropriate comparators and the effect on such claims upon accountability. VECC agrees with the Board staff submissions (page 7) on the need for consistency in the approach to review of the Company’s plans:

 “Staff submits that maintaining relative consistency or comparability in the common elements is appropriate to ensure the Board RRFE objectives are met in the interest of ratepayers. Having these elements comparable across all three plans avoids any unintended and undesirable consequences of altering the fundamental regulatory compact underpinning the plans beyond that of accommodating a distributor’s investment profile needs.”
2.4 Finally VECC will review the fairness of the changes associated with new customer classification and cost allocation that the Company itself describes in its AIC as significant.
No Productivity or Incentives 
2.5 While there are considerable references by the Utility witnesses during the oral hearing to substantial achievements in productivity, the evidence is scant that there are any productivity initiatives on the table going forward.  Table 2 tells a rather deflating story about the extent of the Company’s Commitment to productivity
.  
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2.6 As the Company witnesses confirmed, the year by year productivity increases are reduced to a trickle in the later years of the Custom IR period
.

MR. JANIGAN: Do I understand correctly that the table is showing, by the end of 2014, $90.7 million of various initiatives have been undertaken, and these are the savings that have already been made?

MS. FRANK:  These are the savings that are happening this year, in 2014.  And if we hadn't been able to achieve those savings, our costs would have been higher by the 90.7, would be the way I characterize it.

MR. JANIGAN:  Okay.  And the change -- let's say in 2015 the savings are 118.4 million.  Is the 118.4 million incremental, or does it represent simply a $27.7 million increment over the 90.7 change -- or savings?

MS. FRANK:  It is more of the second description.  Indeed, a lot of these savings that we had made in these various areas listed continue on through the entire plan period.  And some of them grow a bit, but some stay relatively flat through the period.

So what you're seeing in 2015 are some incremental, but a lot of continuity.


MR. JANIGAN:  Okay.  And further, if we look at the next three years -- or looking from 2016, 2017, 2018, 2019, it would appear that the increments are growing progressively smaller; am I correct on that?

MS. FRANK:  You're correct on that.

MR. JANIGAN:  Okay.  So in fact between 2017 and 2019, you're only adding 1.2 million in savings; is that correct?

MS. FRANK:  Between '17 and '18?

MR. JANIGAN:  '17 and '19.

MS. FRANK:  Oh, '17 and '19?  Yes.
2.7 Two essential facts can be gleaned from this exchange and the above Table. One is that the productivity that is supposedly achieved in the rate plan period has been greatly augmented by the period before it.  The cost reductions themselves in the later years are relatively minor given the size of the Company. This is explained  by the Company witness, Ms. Frank, as the result of the low hanging fruit being picked first in terms of realization of productivity opportunities.However,  the shrinking size of the reductions suggests there may be other reasons for the same
.  
2.8 While it is maintained that a company initiative is only considered to be productivity enhancing if it represents a new way of doing something at lower costs, it is far from clear that there is a bright line between business as usual, and innovation per se. As well, the productivity returns are very much tied to projections on what might have happened had the initiative not been implemented, rather than cost reductions.  It is interesting to note that despite repeated requests, Hydro One was never able to provide the actual budgets from which the purported annual savings are garnered
 (This leaves one to ask how it is that one can calculate the savings if one doesn’t know the costs?

2.9 Leaving aside there are almost no new initiatives as part of the plan going forward, the facts belie the entire premise that the items identified are anything more than the selection of normal business practices.  Hydro One provided the following table which purports to show the impact of its productivity initiatives
:
	
	2013 Actual
	2014 Bridge
	2015 Test
	2016 Test
	2017 Test
	2018 Test
	2019 Test

	
	
	
	
	
	
	
	

	OM&A per application
	610,622,850
	581,316,339
	564,304,626
	610,181,582
	613,969,206
	603,863,604
	600,001,194

	YoY growth
	
	-5%
	-3%
	8%
	1%
	-2%
	-1%

	
	
	
	
	
	
	
	

	Add: Productivity Savings
	50,378,620
	69,418,195
	95,332,361
	102,698,023
	106,293,228
	106,581,261
	106,632,090

	Percentage of total OM&A per application
	8%
	12%
	17%
	17%
	17%
	18%
	18%

	
	
	
	
	
	
	
	

	OM&A
without Productivity
	661,001,470
	650,734,534
	659,636,986
	712,879,605
	720,262,434
	710,444,865
	706,633,284

	YoY growth
	
	-2%
	1%
	8%
	1%
	-1%
	-1%


2.10 In 2011, the Board approved OM&A budget for the purpose of rates was $535 million (see table below).  In the absence of these special productivity initiatives Hydro One is arguing that its OM&A would have increased to $659.6 million in 2015.  This 23% increase would have significantly outstripped inflation (about 5% for the entire 3 year period).  We would suggest that the resulting “unproductive” OM&A figures would have found a hostile audience had they been presented in a standalone application.  While it is certain that the unproductive nature of the utility would have been raised had that been the case, the converse does not follow.  Implementing initiatives to avoid being unproductive is not evidence of being responsive to the Board’s RRFE policies.
2.11 The Cornerstone initiative supposedly saved Hydro One from embarking upon a steeply increasing hiring program
:

MR. JANIGAN:  But the figure that you've given in the first document is what OM&A would have been if you hadn't done the Cornerstone project.

So you can't use the productivity initiative to explain what OM&A would have been without the productivity, because it's, you know, effectively circular.

What we're dealing with is, you're pointing me to what would have been an increase in OM&A as a result of a productivity initiative.  And you said you took the money from this initiative and invested it and that's why the OM&A is higher.  But that's not what that first document shows.  The first document is attempts to show what OM&A would have been without productivity.

So I guess the question is, what would have caused OM&A to go up that amount if you had not done your productivity initiatives?
MR. STRUTHERS:  And I think if you look at the Cornerstone programs you will see that what we have been able to drive out of Cornerstone is efficiencies in terms of back-office work processes, and effectively managing to keep our head count down while the work program itself has expanded.
2.12 Dressing up business initiatives as “productivity initiatives” for the purpose of this plan is, in our submission, simply a diversion from the fact that there are no incentives in this plan.  Nor are there any other vehicles which serve to create sustainable productivity initiatives as contemplated by the RRFE.  

No Incentives
2.13 While averting a substantial increase in payroll as a result of new practices or facilities is not to be discouraged, it defeats the principle of continuous improvement if these are made by shaving costs from ridiculously high levels. It is to be noted that the Company failed to reduce its expenditures in line with its cost envelope in the previous regulatory period resulting in its failure to earn its rate of return. It cannot rely on a lethargic past performance to buttress a case for the success of current measures.


2.14 Indeed, there are scarcely any ramifications for the overall success or failure of the Company’s achievement of its eight outcomes
:
MR. JANIGAN:  Okay.  Are there any compensation incentives tied to your eight outcome measures?

MS. FRANK:  No, there are no compensation -- you're talking about a reward or penalty?

MR. JANIGAN:  That's correct.

MS. FRANK:  Yes.  No, there are none.

MR. JANIGAN:  And none tied to meeting your target capital or OM&A budget?

MS. FRANK:  No, there are none.

MR. JANIGAN:  Any compensation incentives tied to the rate of return of the utility?

MS. FRANK:  No, no payments from this Board on any of those.
MR. JANIGAN:  Now, you've suggested that the productivity initiatives are a form of incentives in the rate plan.
And by this, I mean, you take it that the OM&A budgets for the term of the plan are lower than they might otherwise be; is that correct?

MS. FRANK:  That's correct.

2.15 The relative meagerness of the attained productivity is also illustrated by the Company’s response to Undertaking J4.2 which attempts to calculate the productivity factor for the Custom IR plan using the 2015 base year. The result is an underwhelming 0 .29%. 
No Benchmarking

2.16 Whatever the merits of the objections that Hydro One has mounted to benchmarking  it is clear that the approach of the Company to the required commitment to continuous improvement through benchmarking cannot be met in accordance with the RRFE requirements. With respect to benchmarking, the Company witnesses were forthcoming about their reservations
:  
MS. FRANK:  Hydro One has -- sees that there is a lot of challenges in terms of trying to have an equivalent circumstance so that the benchmarking has some value, in terms of comparative performance.

As we know, the territory that we serve and the customers we serve and the system we have is something, when you look around North America, it is hard to find something that is like this.  There's very few utilities that serve such a rural customer base without the large urban centres.
When we try to benchmark, we have trouble finding a good comparator, is our number one concern.  And then secondly, when you actually look at the data and are you communicating the data on a consistent basis, we all have slightly different treatment of how we expense items and how we capitalize items.  It is very difficult to have truly a like-for-like determination of costs.
So all of those make benchmarking -- we believe the only benefit is more to identify directional areas where utilities are more effective, and then go to the best practice and go to process….
So benchmarking for the purpose of saying:  Is there somebody who has a good process or practice and you should explore that and understand what that looks like, we're supportive of.”
2.17 The result is less than satisfactory particularly in light of the strenuous assertions that the Company is doing all it can to be productive and efficient.
2.18 In the result, the Company makes no promises to improve its standing among Ontario electricity distribution companies. It quibbles with the existing independent report done by PEG in July 2014, but essentially accepts its lowly rating noting their contentment with beingin the fourth quartile of distributor performance:
 
MR. RUBENSTEIN:  So is it fair to say, in terms of, you know, the important things to customers, reliability and costs, you're nowhere near the top quartile in any of those categories?

MS. FRANK:  That would be fair.

 “And our shareholder does realize, given the territory that we serve in distribution, that it will be incredibly costly for this company to be a first quartile performer for its distribution customers.

Fourth quartile allows that appropriate balance between cost to customers and reliability that our shareholders see as appropriate.
”

2.19 In VECC’s submission, the Board can either create a different regime outside of the RRFE framework for Hydro One, or bring it back inside the tent with insistence on external benchmarks, and more aggressive targets designed to better its performance as compared to other distribution companies. The utility can choose other rate options under the RRFE that may not require an upfront commitment to external performance criteria showing continuous improvement. But it cannot expect a free ticket to the flexibility and security of a five year plan without the same.

2.20 VECC supports the conclusions of Board Staff in this respect and their submission bears repeating:  “[C]onsidering the expectations in the key elements chart, Board staff submits that refinements need to be made to the proposed plan to strengthen efficiency incentives, strengthen benchmarking evidence, establish a performance contract and implement an annual scorecard approach to reporting.” (page 5)

One-sided Annual Adjustments  

2.21 Hydro One is seeking a number of annual adjustments as part of its plan:

· changes in the cost of capital;

· changes in working capital,
· changes in the tax rates,
· changes in other third party pass through charges, and
· disposition of deferral and variance accounts.

2.22 While it appears to have become accepted practice to adjust cost of capital as part of incentive plans, we submit this practice should be reconsidered. The general argument put forward for making such an adjustment is that it is beyond management’s control.  But then so is the load forecast which is not adjusted.  It is clear we are in a period of historically low interest rates.  The most likely event is for interest rates, and hence the cost of capital to increase during the period of this plan.  It is also true that the removal of risk (even asymmetrical risk) is a benefit for which  the regulated utility shareholder generally pays a cost.  This is why currency exchange and other hedges are  products that one pays for.  We are unaware what payment ratepayers are getting for assuming the risk of changes to cost of capital in this application.   

2.23 In fact, it is not clear what principles support  any of the annual adjustments other than the pass through of third party costs and the associated Board- approved deferral and variance accounts.  In our submission, the annual adjustments and the adjustments outside the normal course of business serve solely to protect the interest of the shareholder.   In VECC’s submission, the Board has an obligation to ensure that there is an even handed subscription of the risks and benefits.   This is especially true where the plan allows the utility to escape regulatory scrutiny for a prolonged period.  This plan does not do that.  It clearly is tilted in favour of the shareholder.  The Board can remedy that error by either removing some of the underserved benefits to the shareholder, or by making adjustments in other places which benefit ratepayers.
OUTCOME MEASURES
2.24 The Table below shows the outcome measures and their targets proposed by Hydro One.  Generally in our view most of the measures are not meaningful in the  measurementof or provision of incentives for productivity within the Utility.  Equally as important is the absence of any consequence for not meeting the proposed targets.  As there are none, the outcome measures are rendered trivial.   Our specific comments on these measures are set out below.
2.25 Vegetation Management:  While the measure has significance to the issue of reliability and service the targets are not aggressive.  This is especially true in light of the massive increase in the vegetation management program. ;

2.26 Pole Replacement:  This measures the singular activity of erecting poles.  As such it has no bearing on anything other than the ability of Hydro One to carry out its pole program.  It also does not anticipate changes to the pole program as new information is acquired as part of Hydro One’s distribution planning process

2.27 PCB Line Equipment:  This outcome measures compliance with a legislated requirement to remove transformers with PCB.  Presumably the consequence of not meeting this requirement is the Company being in violation of the law.  

2.28 Substation Refurbishment: Like pole replacement, this is an activity based measure and of little consequence to the rate plan
2.29 Distribution Line Equipment Refurbishments: Again, this is a measure derived from implementing the proposed capital plan.
2.30 Customer Experience:  We have made specific recommendations as to this measure later in this argument.  
2.31 Handling of Unplanned Outages:  This is a measure of customer satisfaction. It does not measure whether Hydro One is actually reducing unplanned outages in total or in duration.
2.32 Estimated Bills:  As set out below it is not clear why Hydro One requires an outcome measure for an activity that should not occur given the massive investment this Utility has made in smart meters.  If the Utility cannot implement smart meter/remote reading, then it should seek exemptions from the smart meter requirements for these customers and eliminate the unneeded investments from rate base.
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From TCJ1.16
Addressing the Plan’s Deficiencies

2.33 It is not surprising that Hydro One is rather obtuse about the allocation of collection of revenue in excess of its allowed rate of return. First of all, it seems clear that it did little to meet the expectations of efficiency and productivity to meet its allowed rate of return in its last rate setting. Now, it uses its status as a bottom fourth quarter performer to support a rather “back of the envelope” plan to re-invest any such earnings in projects designed to improve its productivity
:

MS. FRANK:  Well, the advantage of doing more work, if we are able to find some incremental productivity -- and remember, that's a big if, because the first sentence in there says we have been very aggressive in terms of the forecasted productivity, and there are areas where we are quite concerned we won't make it.

So we're on the -- assuming all goes well and you do even better, that's the assumption we're on.

So I would think, if we are able to do more work, the benefit to the customers in the subsequent periods would -- that work will be done, and they won't have to pay for it down the road, because we will have already done some of that work.

So there is a financial benefit down the road if we accomplish the work in this five-year period.

2.34 In the Company’s view, instead of over earnings being returned to ratepayers, they (the ratepayers) are to pick up the slack where the Company has been dormant in engineering productivity substantial enough to improve its performance. Notwithstanding the Company’s efforts to understate the rate impacts of this application, it is clear by the response to Undertaking J.2, the consequences of the Custom IR plan may be financially difficult for some classes of customers. Rate smoothing and the effect of rate riders cannot insulate ratepayers from bearing the costs of underachievement.  In VECC’s submission, an earnings sharing provision in accord with the recently filed settlement agreement for Horizon Utilities EB 2014-0002 should be considered and applied.

2.35 Board Staff have argued for the addition of a stretch factor to address the plan’s deficiencies it has identified.  They reject an earnings sharing mechanism as complicated and counterproductive.  VECC supports both of adjustments.  It is not clear why they cannot work in conjunction with each other.  However, we do agree with Staff that the introduction of a stretch factor is in keeping with the principles of the RRFE.  

2.36 In the long-run, VECC also believes Hydro One should be made to produce more meaningful outcome measures.  Incentives should be developed congruent with these measures.  In our submission Hydro One should work with interested parties to develop these measures so as to work toward the spirit and intent of the RRFE. 
3 RATE BASE AND CAPITAL INVESTMENT 
Working Capital
3.1 Hydro One’s proposals for working capital over the 5 year period are backed-up with an updated 2013 Working Capital lead-lag study by Navigant Consulting Inc. Hydro One Distribution’s net cash working capital requirement for the 2015 test year is $249.9 million or 7.4% of OM&A ($564.3M) and Cost of Power expenses ($2,816.2M).  While VECC has no issues with respect to the working capital calculation, like Board Staff, and for the reasons articulated above, we submit the amount should be fixed for the five year term of this plan.
Capitalization Policy
3.2 VECC supports the submissions of Board Staff in respect to capitalization policy.  While the Board has allowed Hydro One to use USGAAP for rate making purposes, major differences between Hydro One and other Ontario utilities with respect to this issue should not be allowed.  We also note that both CGAAP and USGAAP permit a large amount of flexibility in respect to capitalization of overheads.  Therefore there is no a priori reason to believe that “IFRS like” policies could not be implemented under the USGAAP principles.

Rate Plan Capital Expenditures
                                                                                           TABLE 1
                                             Summary of Distribution Capital Expenditures ($ Million)
	Description
Reference

D1/T3?S1/pg.3 Updated 2014-05-30
	Historic
	Bridge
	Test

	
	2010
	2010
Approved
	2011
	2011
Approved
	2012
	2013
	2014
	2015
	2016
	2017
	2018
	2019

	Sustaining
	314.0
	289.0
	274.2
	246.9
	261.8
	323.2
	286.4
	308.2
	335.2
	359.7
	380.4
	383.5

	Development
	162.9
	185.0
	157.1
	202.5
	185.9
	192.1
	200.2
	223.3
	206.3
	207.7
	183.5
	199.1

	Operations
	1.2
	8.0
	1.3
	11.2
	2.7
	3.6
	5.1
	9.4
	18.8
	7.0
	7.0
	4.2

	Customer Service Capital
	18.4
	21.0
	30.1
	49.9
	43.1
	6.4
	22.9
	22.6
	9.9
	3.9
	0.0
	0.0

	Corporate Common Costs

& Other Capital
	93.2
	114.0*
	133.0
	64.6*
	142.5
	111.7
	109.9
	85.4
	84.5
	83.1
	84.2
	82.3

	TOTAL
	589.7
	617.0
	595.7
	575.1
	636.0
	637.0
	624.5
	648.9
	654.7
	661.4
	655.1
	669.1


*The envelope reduction to Capital from the OEB Decision was not spread across the work program areas but was included in Other Capital
3.3 VECC has included Table 1 which is similar to Table 5 included at page 35 of Board Staff’s Argument.  It differs in that it compares capital expenditures to Board approved.  It is also different for 2013 showing Hydro One’s mid-year update to reflect 2013 Actuals. 

3.4 Board Staff have provided a detailed summary of the proposed capital expenditures and we do not intend to repeat them.  Rather, we ask three questions with respect to this proposal.  Does the Utility have sufficiently robust capital development planning to accurately forecast its requirements over a 5 year period?  Does Hydro One have a record of meeting its capital plan commitments?  What are the consequences if Hydro One does not follow or alters its capital plan?  
3.5 Within this plan Hydro One proposes to embark on a significantly more aggressive capital program than in the past.  Station and transformer replacements will grow by more than six times the previous plans.  Pole replacements will grow by over 80% as compared to past practice.  What is the basis for these significant increases?  As pointed out by Board Staff, other than the AIP very little has changed over the past 10 years in the approach the Utility has taken to capital planning.  We take no issue with the concerns expressed by Staff in sections 4.1 and 4.2, in fact we support them.  However, Staff has couched much of its argument as if the matter is one of form rather than substance.  We disagree.  The facts are that Hydro One has prepared a distribution system plan that is inferior to most other plans reviewed by the Board over the last few years.  Yet this planning is provided to support a five year capital plan that is larger than anything it has done in the past (aside from the smart meter program).  

3.6 What is new is the broader implementation of the Asset Analytics Tool (“AAT”) and the Asset Investment Planning (“AIP”) tools.  VECC found the efforts of Hydro One throughout this process to demonstrate the abilities of these tools to be very helpful to understanding the path Hydro One is on to improve its capital planning.  However, it is a path that has yet to be fully paved.  Like Staff, we found in its implementation the correlation of the planning tools and the capital plans to be patchy at best.  

3.7 Throughout this process, VECC has asked how it is that Hydro One has determined it needs to substantially increase its spending as compared to past practices.  In other words – what has changed?   We were specifically told the two new tools discussed above are not at the root of the aggressive capital program.  So what is getting built comes down to the singlee word of “demographics” or simply to “replace what is old”.  Hydro One is asking ratepayers to support a significant increase in rate base over the next 5 years because the existing one is getting old.  As pointed out by Board Staff,overall, the proposed investments and asset conditions do not align.  The result, if approved, will be the inability to be sure that ratepayers are only paying for what is old and needs replacing and not also for what is old but does not need replacing.
Capital Expenditure – Outcomes
3.8 There are no relevant outcome measures with respect the distribution capital plan.  Of the three outcome measures related to the capital plan, one - the number of poles replaced - is meaningless as an outcome as contemplated in the RRFE.  It also belies the notion that as Hydro One’s asset management improves (which presumably the Company, based  on its testimony is hoping to do) the number of poles to be replaced is likely to be modified.  To its credit, Hydro One has proposed meaningful outcome measures for substation and distribution line refurbishments.  However, the proposed targets are not challenging.  In fact the Utility is proposing that the number of interruptions due to distribution line equipment increase over the term of the plan as compared to 2013.     

VECC Submissions
3.9 VECC agrees with the substantive analysis put forward by Board Staff with respect to the lack of a risk or value for money distribution planning process.  We respectfully disagree with their proposal on how to address these deficiencies. It is logically inconsistent to conclude that there is insufficient evidence of meeting the Board’s requirements, and then proceed to approve five year’ investments based on that planning.  The question is not, as Staff put it, whether or not Hydro One (or is predecessor) has successfully  operated the  distribution system over the past 100 years.  The question that  ratepayers want answered is why this particular distributor costs are so much higher than every other utility in the province and most of the rest of Canada.  Part of the answer to that question lies in understanding the efficiency of Hydro One’s capital spending.  
3.10  VECC also disagrees with Staff that the timing of the Board’s RRFE requirements are a relevant factor in the ability of Hydro One to meet or not its requirements.  Hydro One is not required to propose a 5 year plan .  If its capital planning is insufficient to produce robust results for the 5 year period than it may avail itself to a shorter rate period plan.  There is no “magic” in a 5 year period and no need to be pedantic in finding the right fit for this Utility.

3.11 In addition, staff is also seeking that  Hydro One should report annually on some measure of asset condition (pg.47).  However, it is not clear to us what value that information is in the absence of specific steps that can be taken at the time of the annual adjustment.  Staff has also argued for a net cumulative asymmetrical variance account for 2014, 2015, and 2016 to track the impact on revenue requirement of any in-service capital additions shortfall compared to Board approved amounts similar what parties have developed in EB-2014-0140. 
3.12 In a five year capital plan there are a number of possible outcomes
: 
· the projected capital program is substantively completed within the timeline proposed and as planned in each year;
· the program is substantively completed within the 5 year time but not as planned in each year;
· the program is completed under budget; 
· the program is completed over budget;

·  the program is not completed within the 5 years; 

· other projects supplement or replace the program projects.      

3.13 The first two of these outcomes  make no difference in Hydro One’s five year capital plan, as the proposal is to forecast capital additions that  are modified during the rate period.  Inevitably there will be some timing differences, but over the length of the plan these are unlikely to make a significant overall rate base difference if the annual variations are unbiased.  
VECC Submissions
3.14 In our submission, there is merit to the proposal to establish a variance account of the same nature as that agreed to in EB-2014-0140 - Hydro One’s recently filed 2015-16 Transmission Revenue Requirement Application.  However, such an account does not address all of the issue arising out of the inadequacies of the capital planning and the lack of meaningful outcomes or incentives.  
3.15 A variance account would capture shortfalls in the capital budget (and consequently what is assumed for ratemaking purposes) Net overspending, however, would result in higher rates in the subsequent rebasing year.  In that case we would be faced with what Hydro One claims is the major reason for the increase in 2015 rates – an increased rate base.    

3.16 Similarly, if Hydro One is able to achieve the same objectives of its current capital plan with lower costs, then it will have an incentive to spend those efficiencies rather than return them to ratepayers (or its shareholder).  In fact, this is the Applicant’s proposed solution to any new found efficiencies – spend the money.  
3.17 In VECC’s submission, the Board should consider reducing the rate period from 5 to 2 years.  This would align the distribution rate making exercise with the transmission arm of the company.  It would also reduce the period under which the perverse incentives embedded in this plan are allowed to occur.  Plainly put, in the absence of the variance account Hydro One is incented to underspend its plan in order to maximize returns.  An asymmetrical capital variance accounts addresses part of this issue.  However, it does not address the issue of continual improvement or incentives that should be a part of any incentive.  In VECC’s submission, this is a major deficiency of this plan.
4 OPERATIONS & MAINTENANCE COSTS
	 
	Historical Years
	Bridge Year
	Test Years

	Description
	2010
	2010
	2011
	2011
	2012
	2013
	2014
	2015
	2016
	2017
	2018
	2019

	From C1/T2/S1/pg.2 Updated 2014-05-30
	
	Approved
	
	Approved
	
	
	
	
	
	
	
	

	Sustaining
	305.9
	315.2
	317.1
	337.5
	307.9
	335.7
	320.4
	329.5
	374.4
	380.1
	363.2
	358.1

	Development
	12.3
	11.7
	15.8
	12.0
	14.7
	11.1
	18.4
	15.4
	17.7
	17.0
	17.4
	17.8

	Operations
	18.5
	20.2
	18.1
	20.9
	21.0
	22.0
	30.4
	30.2
	34.4
	34.8
	42.2
	41.0

	Customer Services
	114.7
	117.2
	113.3
	113.4
	116.7
	148.6
	133.7
	117.9
	116.3
	114.7
	113.5
	115.4

	Common Corporate Costs and Other OM&A
	94.9
	50.9*

	85.5
	46.5*
	88.6
	88.8
	73.8
	66.7
	62.5
	62.4
	62.4
	62.3

	
	4.6
	4.7
	4.6
	4.8
	4.5
	4.4
	4.6
	4.7
	4.9
	5.0
	5.2
	5.4

	TOTAL
	550.9
	520.0
	554.4
	535.0
	553.4
	610.6
	581.3
	564.3
	610.2
	614.0
	603.9
	600.0

	


4.1 The Table above shows Hydro One’s historical and proposed OM&A costs.  It is similar to that in Board Staff’s argument, but showing the updated 2013 costs.  
4.2 Overal,l we find the OM&A costs in the plan to be reasonable.  The last Board approved amount was $535 million.  The average OM&A annual cost during the plan is $598.5 million, or approximately 12% above the last approved.  In our submission OM&A in the final year of the plan would reasonably appear to be below the amount expected due to inflation.  

4.3 Having said this, and as discussed above, it is clear that Hydro One remains an OM&A outlier.  As noted by Board Staff, the lack of any meaningful benchmarking on the individual components of OM&A are troubling.  Similar to the capital budgeting process, we are concerned that the OM&A costs category lack any meaningful incentives to find sustainable productivity that would lower these costs. The Board has clearly articulated its concern that productivity initiatives be sustainable.  

COMPENSATION
4.4 While the evidence (and Board requirements) categorize OM&A by type of activity, in essence, most OM&A pertains to labour, either internal to the Company or contracted out.  Outsourced labour is subject to the natural competitive tendering or similar processes that can be relied upon to control costs.  The Inergi Agreement is an example of this.  While the impediments to reducing costs are smaller when using third parties, they are not non-existent.  For example, we note that the shareholder has made the Utility subject to “Ontario Requirements” which impose provincial content rules
.  While such measures are of dubious legality, and generally contrary to the interest of ratepayers, we accept their imposition is beyond the control of Hydro One management.  Generally speaking however, if a contractor’s costs exceed the market value competent management doing its due diligence will renegotiate or replace the contractor.  
4.5 Internal labour is altogether another matter.  Approximately 90% of Hydro One employees are covered by collective agreements.  The agreement with the PWU expires in March of 2015 and that with the Society in March of 2016
.  Negotiating labour contracts is a difficult and arduous task with the potential for shareholder interference.   Nevertheless, we note that the 2013 Auditor General Report found that the following with respect to compensation at Hydro One
:

· there is a weak link between performance and awards for unionized staff;

· compensation ranked higher than industry comparators;

	Abridged from C1-3-2 Attachment 2 Updated 2014-05-30
	2010
	2011
	2012
	2013
	2014
	2015
	2016
	2017
	2018
	2019

	Regular
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	PWU Reg
	3,397
	3,456
	3,475
	3,321
	3,467
	3,435
	3,414
	3,392
	3,366
	3,336

	SOCIETY Reg
	1,315
	1,330
	1,336
	1,260
	1,311
	1,281
	1,252
	1,224
	1,189
	1,156

	MCP Reg
	651
	644
	643
	600
	622
	592
	574
	554
	534
	508

	Total Regular
	5,363
	5,430
	5,454
	5,181
	5,400
	5,308
	5,240
	5,170
	5,089
	5,000

	Temporary
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	PWU Temp
	185
	211
	214
	205
	381
	410
	437
	461
	492
	524

	Society Temp
	80
	79
	61
	46
	103
	132
	148
	161
	180
	204

	MCP Temp
	21
	22
	18
	25
	56
	85
	94
	109
	125
	151

	Total Temp
	286
	312
	293
	276
	540
	627
	679
	731
	797
	879

	Casual
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	 
	1,707
	1,488
	1,493
	1,781
	2,283
	2,283
	2,283
	2,283
	2,283
	2,283

	 
	
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total Employees
	7,356
	7,230
	7,240
	7,238
	8,223
	8,218
	8,202
	8,184
	8,169
	8,162

	Total Wages
	663,554,061
	695,351,063
	699,494,059
	720,387,304
	806,769,780
	816,679,314
	827,610,366
	838,360,136
	848,747,052
	859,043,959


4.6 The Table above shows the trends in employment since 2010.  Hydro One has noted that it operates an integrated workforce for its Distribution and Transmission business and therefore separate workforce data for each business is not available.  
  It also explained the change in casual employees beginning in 2013 as “The compensation table at C1 Tab 3 Schedule 2 Attachment 2 reflects the 2013 year end actual temporary and casual employee compensation. The forecasted casual employees in years 2014-19 is a FTE calculation.”  This means that the pre-2013 are not directly comparable to 2015 to 201.

4.7 In any event there is very little movement over the life of this plan to address either complement or the compensation of internal labour.  It is clear that Hydro One has no clear goal to reduce its biggest cost driver.   The key to any type of productivity gain is to “do more with less.”  This can mean moving wages down, or as suggested by the Auditor General providing incentives to labour to be more efficient.  In the absence of any Board direction, the approval of this plan will put to rest the conversation around this challenge for the next 5 years,at least before the Board.  As it is clear from the requirements of the Ministry of Energy for assessments by benchmarking that the shareholder is actively interested in pursuing this issue.   .  
4.8 None of the outcomes proposed by Hydro One are linked to compensation or executive incentives
.   Utility management does not appear to have any incentives to address the very essence of the RRFE – the creation of incentives that lead to sustainable efficiency increases.    
4.9 VECC supports the submission of Board Staff with respect to the need for external benchmarking to address these issues.  
5 CUSTOMER ENGAGEMENT
5.1 Customer focus and engagement is a central tenet of the RRFE.  In this regard most parties, including Board Staff focus on the evidence at Exhibit A, Tab 5.  under the auspices of “Voice of the Customer.”  In terms of customer related outcome measures Hydro One has provided three: Estimated Bills, Customer Experience and the Handling of Unplanned Outages.  

Estimated Billing

5.2 With respect to the estimated bills, Hydro One’s target at the beginning of the program is 5.5%, and its target 5 years later is 3.5%.  With the full implementation of smart meters it is not clear why there should be any estimated bills, other than a small percentage related to failed equipment.  If Hydro One does not expect to have all its residential customers on remotely read smart meters by 2019 it should, in our submission, seek the appropriate exemption and minimize its future smart meter investments for these customers.  

Customer Experience - Corporate Scorecard and Customer Focused Outcomes

5.3 There appears to be a number of differences as between the measure of Hydro One’s Corporate Scorecard and its customer focused outcomes.  For example, the following exchange took place at the hearing: 
MR. JANIGAN:  Okay.  Now, for the estimated bills, the measure is a reduction in the percentage of estimated bills, and you have that declining from 6 percent in 2014 to 3.5 percent in 2019.
MR. WINTERS:  Yes, that's correct.
MR. JANIGAN:  But I notice on your year-to-date 2014 scorecard, this number is down to 4.9 percent, with a target of 1.8 percent.
MR. WINTERS:  So on the corporate scorecard, it is measuring -- we're just going to get the corporate scorecard back up to make sure I get the definition right -- estimated bills percentage of total bills issued.  Subject to check, that is a measure of the unscheduled estimates only.
So we plan to issue scheduled estimates to about 2 percent of our customer base on a daily, monthly basis.
So if you add that 2 percent on top of that, that's where you get closer to your 6, 7 percent.

5.4 If nothing else,  it is confusing to have a divergence between the corporate scorecard and the outcome measures of the rate plan.  More importantly, it shows, in our submission, the lack of serious thought given to producing a plan with clear incentives for Hydro One management.
5.5 In VECC’s submission, the outcome measure of customer satisfaction is so vague as to be of little or no value as an outcome measure.   In any event, when questioned ,Hydro One could not say if the target change during the plan from 81% to 85% was even within the margin of measurement error
   
5.6 VECC has made the suggestion at the hearing that Hydro One should create more precise customer focus objectives.  The one most clearly in need of being on the front burner of the Utility is to the issue of  bill handling.  The evidence shows that Hydro One is significantly below the Canadian average respect to bill handling. 
   The facts are that the Ontario Ombudsman has had to, in effect,  usurp the role of the Ontario Energy Board with respect to identifying and addressing billing problems at Hydro One.  This clearly shows the need to incorporate into the regulatory planning, specific and meaningful customer outcome measures in respect to this activity.  Hydro One itself recognizes the need for specific outcome measures as a part of good business practice.  In response to VECC’s question as to why customer call volumes are not used as an outcome measure Mr. Winters answered:  “inbound volumes, as well as reduction in repeat callers, is absolutely a key performance indicator that we are not just tracking, but taking steps to reduce.”
  The question the Board needs to answer is why then is this not one of the measured outcomes?  Was adding one more too much?  Not only should such activity be measured, but in our submission,  it deserves the attention of management and employee through a system of rewards (or less desirably – penalties).  Otherwise the Board is approving a plan in which customer input comes down to a poll asking how they feel about Hydro One. 
6 RATE SMOOTHING PROPOSAL
RATE MITIGATION

6.1 The table below shows the smoothed and unsmoothed revenue requirement impact.  VECC does not support the rate smoothing proposal of Hydro One.

	UNSMOOTHED
	2014
	2015
	2016
	2017
	2018
	2019

	Revenue Requirement
	 
	1,414.9 
	1,522.6 
	1,578.0 
	1,615.4 
	1,659.7 

	Revenue Requirement net of External Revenues
	 
	1,367.0 
	1,473.7 
	1,528.1 
	1,566.1 
	1,609.9 

	Revenue Requirement net of External Revenues and Riders
	 
	 
	 
	 
	 
	 

	
	1,254.0 
	1,371.3 
	1,478.0 
	1,532.4 
	1,570.4 
	1,614.2 

	Rates Revenue Requirement
	 
	 
	 
	 
	 
	 

	
	
	1,385.8 
	1,471.2 
	1,521.0 
	1,564.6 
	1,611.5 

	Unsmoothed Rate Increase
	 
	10.50%
	7.30%
	2.90%
	2.10%
	2.60%

	SMOOTHED
	2014
	2015
	2016
	2017
	2018
	2019

	Revenue Requirement
	 
	1,414.9 
	1,522.6 
	1,578.0 
	1,615.4 
	1,659.7 

	Revenue Requirement net of External Revenues
	 
	 
	 
	 
	 
	 

	
	
	1,367.0 
	1,473.7 
	1,528.1 
	1,566.1 
	1,609.9 

	Revenue Requirement net of External Revenues and Riders
	 
	 
	 
	 
	 
	 

	
	1,254.0 
	1,319.1 
	1,409.3 
	1,510.0 
	1,611.5 
	1,716.3 

	Rates Revenue Requirement
	 
	 
	 
	 
	 
	 

	
	
	1,333.6 
	1,402.5 
	1,498.6 
	1,605.7 
	1,713.6 

	Rate Smoothing Rider
	 
	-52.2 
	-68.7 
	-22.4 
	41.1 
	102.1 

	Rate Increase
	 
	6.30%
	6.30%
	6.30%
	6.30%
	6.30%


Table abridged from J3.3

6.2 VECC does not support a rate mitigation plan for 4 reasons:
· intergenerational inequities;

· incremental costs;
· lack of materiality; and,
· lack of transparency.
6.3 Rate smoothing results in a misalignment as between when costs are incurred and when they are recovered.  This means some of the wrong people pay for the costs.  In the scheme of this plan, that may mean little- but it means something to those customers least in the position to absorb costs.  As a regulatory principle such misalignments should be minimized to the extent possible.

6.4 The rate mitigation plan will also cost ratepayers approximately $21 million.  While this has only a marginal impact on rates, it nevertheless represents a significant sum of extra monies to be paid by customers.  
6.5 On a bill impact basis, the 2015 change is estimated at 10.5%.  This is just over the normal 10% impact amount used by the Board as a threshold for rate mitigation.  The following year, the unsmoothed impact is well below the Board’s threshold.  As pointed out by Board Staff, the actual impact is somewhat more difficult to ascertain.  In any event, if the Board were to make any adjustment downward to the 2015 revenue requirement the estimated value would likely fall below the Board’s threshold.  

6.6 VECC is concerned that the matter of rate smoothing in this case is more an issue of convenience  thant substance.  There is no evidence that the unsmoothed 2015 or 2016 impacts will cause excessive hardship to any customers.  There may however, be discomfort for both the Utility and the Regulator when significant rate increases are implemented and customers agitate for change.   This, however, should not form the basis of a reason to not implement the approved rates.  If the Board is seeking informed customers then it should not be shielding them from the reality of the rate increases this Utility is proposing providing that the rate impact will not cause an inability to pay bills and disconnection. . 

6.7 Under the RRFE,  the Board has suggested a distributor should become more customer focused.  In our submission, it is disingenuous to suggest customer prefer to have rate mitigation when they have not been informed as to the incremental cost of that service.  Hydro One has no evidence that it put this trade-off to its customers.  
7 ECONOMIC AND LOAD FORECAST
Economic Forecasts
Hydro One’s Position

7.1 Hydro One Networks uses economic indicator forecasts as inputs to its business planning processes for determining its load forecast, projected OM&A and Capital Spending, and projected cost of capital.  In its pre-filed evidence of December 2013, Hydro One Networks relied
 primarily on economic forecasts produced by Global Insight in early 2013.  However, in some cases it also used forecasts produced by other parties to derive a “consensus forecast”
.  Such forecasts were also produced at varying points in time over the first 9 months of 2013.  

7.2 In its Evidence Update filed in May 2014 Hydro One Networks continued to rely on the Global Insight inflation and cost escalation forecasts from early 2013
 for purposes of establishing its 2015-2019 OM&A and capital expenditures.  However, it did update its consensus forecasts for GDP and housing starts using other parties’ forecasts produced in late 2013 and early 2014
 and this update was basis for the revised load forecast also filed in May 2014
.  
VECC Submission

7.3 VECC initially had concerns similar to those of Board Staff
 that the inflation and cost escalation forecast used by Hydro One Networks was out of date.  However, VECC also notes the testimony of Hydro One Networks’ witness
 that using more recent forecasts would not have a material impact on the proposed revenue requirements for 2015-2019.

7.4 VECC accepts that the economic forecasts used by Hydro One Networks are reasonable for purposes of its Application.  However, VECC also submits that, in future, when/where Hydro One Networks is providing updates which do not also incorporate more recent economic forecasts it should specifically address (in its Update) the materiality of its decision not to do so.
Load Forecast

Hydro One Networks’ PositionHydro One Networks’ uses a number of models (both econometric and end-use) as well as customer forecast surveys to produce its load forecast
.  For purposes of load forecasting, Hydro One Networks adds the load impacts of CDM back into its historical load values and produces a load forecast that effectively assumes no CDM impacts.  This forecast is then adjusted for each of the test years to remove the projected impact of CDM, including the persisting impacts from CDM initiatives undertaken in years prior to the test year in question
.  Another key aspect of Hydro One Networks’ load forecast is its use of a 31-year average in order to define expected weather conditions.

7.5 Hydro One Networks’ customer count forecast uses the consensus forecast of housing starts to forecast the change in number of households in Ontario and hence the change in number of retail residential customers.  For other rate classes, the customer count forecast considers two factors:  economic growth and changes in residential customer count
.

7.6 The resulting load and customer forecasts are set out at Exhibit A/Tab 16/Schedule 2, page 5 and detailed in supporting Appendix E
.
VECC Submissions
7.7 VECC’s submissions regarding Hydro One Networks’ load forecast address three areas:

· Forecast Transparency
· Tracking Historical CDM (including related OEB Directives)

· Forecast CDM Impacts (including related OEB Directives)

Forecast Transparency
7.8 As noted, Hydro One Networks uses a variety of models to forecast its Retail customer load.  During the interrogatory process
 VECC sought to better understand how the results of these various models were combined/integrated in order to derive the proposed load forecast.  The responses provided the forecasts developed using each model/approach and indicated, in general terms, which results were given the greatest weight in the short term and longer term.  However, there was no definitive explanation or formulae provided as to how the overall forecast was obtained.  

7.9 A similar issue arose with Hydro One Networks’ customer count forecast which VECC also pursued during the interrogatory process
.  During the Technical Conference
, VECC sought to pursue further the processes used by Hydro One Networks in developing its customer count forecast.  From the response provided by Hydro One Networks’ witness it is clear that the forecast is ultimately based on “judgment” after considering the various inputs noted.  

7.10 To date, Hydro One Networks’ load forecast has proven to be reasonably accurate
 and therefore this lack of transparency in terms of how the forecast is ultimately arrived at is not a significant issue.  However, this being said, this lack of transparency does create a continuing degree of discomfort with the load forecast and Hydro One Networks should be encouraged to be more transparent in future applications.
Tracking Historical DSM

7.11 In its EB-2009-0096 Decision
 the Board made the following findings:

“Hydro One's forecast of CDM effects is derived primitively compared to the sophistication of its methodology for all other elements of its load forecast. In effect, it takes estimates from the OPA, which are themselves subject to considerable uncertainty, and applies them proportionately to its service area. This methodology is not one which inspires confidence in its outcome. Hydro One itself recognizes that this is a deficiency in its overall load forecasting methodology. 
In light of the circumstances, the Board considers it appropriate to require the company to track the differences between its CDM forecast volumes and those which can be reasonably demonstrated to have been effected, using the best verification methods available at the time, akin to a Lost Revenue Adjustment Mechanism (“LRAM”). The Board notes that LRAM is a voluntary mechanism, and that Hydro One is not the only distributor to have not applied to the Board for LRAM recovery. However, the Board is concerned that Hydro One’s method of forecasting CDM effects may result in an inappropriate level of over-recovery from ratepayers, and believes that a retrospective adjustment may be necessary and appropriate. When used properly, an LRAM decreases the incentive for distributors to over-forecast CDM effects in their load forecast, since there is a retrospective mechanism to compensate for any unforecasted lost revenues. This helps to stabilize the impact on ratepayers. 
This approach was proposed by several intervenors, most notably GEC, but resisted by Hydro One. The Company’s resistance is based on its concern that the necessary utility-specific CDM program results are not currently available. There is an element of circularity in this line of argument. The Board considers it important for Hydro One to develop the requisite tools to establish the effects of CDM programs within its franchise area, as many other distributors have done. The requirement to track these effects is an important step in that process. The completion of the study is another.”
7.12 In VECC’s view, understanding and documenting the actual impact of CDM on Hydro One Networks’ load is important not only for the reasons articulated by the Board (i.e., potential over recovery from ratepayers using approved rates) but also because under Hydro One Networks’ load forecast methodology historical CDM is added back into the actual load in order to forecast future loads and derive future rates.

7.13 As part of its current Application, Hydro One Networks filed a report in response to this Directive entitled:  “2005-2013 Conservation and Demand Management Results”
.  However, VECC believes there are major flaws in this report and that it does not respond to the intent of the Board’s EB-2009-0096 direction.

7.14 VECC’s first issue is with the categories of CDM used in the report.  These categories included
:
· Non-Target CDM Programs (2005-2010);
· Target CDM Programs (2011-2013);
· CDM funded by Other Organizations;
· Codes and Standards; and,
· Increased Conservation Effect Not Captured by Specific CDM Programs.

7.15 The issue is that these “categories” do not align with the CDM categories used by the OPA
 which specifically do not include the last Hydro One Networks’ category – Increased Conservation Effect Not Captured by Specific CDM Programs.  This misalignment is important.  The objective of the exercise was to track the difference between the Company’s CDM forecast and the CDM that actually occurred.  However, as noted in the Board’s EB-2009-0096 Decision
 and in the Hydro One Networks’ evidence from that proceeding
, the level of CDM that the Company included in its load forecast underlying 2010 and 2011 rates was based on pro-rata share of the conservation target forecast by the OPA.  In VECC’s view, Hydro One Networks’ comparison of actual vs. forecast should be based on the same categories/definitions of CDM as what underlay its forecast (i.e. the OPA’s forecast).  It is totally inappropriate and inconsistent with the intention of the OEB’s directive to, for purposes of tracking actual CDM for comparison with the load forecast to utilize “categories” of CDM that were not reflected in the original forecast.

7.16 VECC’s second major concern with the Report is that is does not “track” or “report” actual CDM.  As became clear during the Oral Hearing
, the total annual savings set out in the Report for the years 2005-2013 are the forecasts for CDM as submitted/approved for its rate applications or in its business planning assumptions for those years (e.g., 2012 and 2013) where the rates were not set through a cost of service based rate application.  Indeed, while the reported 2005-2013 values for Non-Targeted Programs and Targeted Programs are based on reported actual results and estimates of the impact of Other Agencies Programs and Codes & Standards in the Hydro One Networks’ service area, the annual values attributed to Increased Conservation Effect are effectively the residual difference between what was included in the forecast and savings attributed to the first four CDM categories.  The objective of the exercise, as defined by the Board, was to track the difference between forecast and actual CDM (preferably using similar definitions of CDM in each case).  What Hydro One Networks’ Report does is seek to demonstrate that the actual CDM is equivalent to the forecast CDM (using for each what appear to different definitions of CDM).  

7.17 It is VECC’s submission that Hydro One Networks has not adequately addressed the Board’s directive as set out above.  The Board should direct Hydro One Networks to undertake a proper evaluation of actual CDM achieved and, in doing so, ensure that the actual CDM it reports aligns (in definition) with the CDM as was included in its load forecast.  Another concern of VECC’s, which should also be addressed in any future report, is that for those years where rates were not based on a cost of service rate application Hydro One Networks has used the CDM included in its business planning load forecast for that year.  However, from a rate-setting perspective the rates for such years really reflect the CDM included in the load forecast last used to set rates.

7.18 Finally, VECC notes that the Board Staff, in its Submission
, suggests that “there is also now an LRAMVA mechanism that will track the difference between the CDM forecast included in rates and the actual CDM results”.  Clearly, this is not the case.  Indeed, based on Hydro One Networks’ methodology for “tracking” actual CDM, there are, and never will be any differences, as actual CDM is set to equal the forecast level of CDM.
Forecast CDM Impacts
7.19 In its EB-2009-0096 Report the Board also made the following finding:

“One area of concern which is shared by a number of parties and which also concerns the Board, is the absence of a proven rationale for the recognition of CDM outcomes into the load forecast.
As noted above, the Board's previous decision directed the applicant to produce a study, the purpose of which was to provide such a rationale. That study has not been produced for the purposes of this proceeding, and the deficiency in methodology with respect to CDM continues.

The Net Load Impact Analysis of Conservation and Demand Management report referenced above was produced by Hydro One staff and was intended to inform the preparation of its load forecast. While this report is of some assistance in assessing the influence of CDM in developing the load forecast, it expressly does not replace the anticipated contribution of the study Hydro One was directed by the Board to produce in EB-2007-0681.

The Board's concern is rooted in the fact that very substantial sums of money have been and are to be expended on CDM programs by this applicant, and indeed by virtually every other local distribution company in the province. The development of a methodology to appropriately incorporate the effects of these programs is an important regulatory milestone. While there is a belief that these programs are having the desired effect of reducing the use of electricity in general or at peak times, there is currently no reliable methodology which allows the Board to make a reliable or objective assessment of the efficiency or effectiveness of these programs.

The Board's direction to Hydro One to develop such a methodology was intended to be one step in developing a more satisfactory approach to the reflection of CDM programs into load forecast, and the efficacy of those programs.

The Board now restates its direction to the company to produce the study originally called for, for distribution to the Board, and the interveners of record in this proceeding, in connection with its next cost of service application.”
7.20 As part of its Application Hydro One Networks has also filed a study in response to this directive:  Incorporating Conservation and Demand Management in the Distribution Load Forecast
.  As noted in its Executive Summary
 the study had two objectives:  (i) propose a methodology to incorporate CDM impacts into the load forecast and (ii) derive CDM impacts for use in Hydro One Networks’ distribution load forecast.

7.21 As outlined in the Study
, three methods for incorporating CDM into its load forecast were considered and ultimately the approach chosen by Hydro One Networks was a methodology whereby historical CDM impacts are added back to actual load to create historical loads gross of CDM impacts.  This historical load series is then used to forecast load also gross of CDM impacts.  Then, in the last step, estimated CDM impacts for the forecast period (including the persisting effect of historical CDM programs) is subtracted in order to derive the load forecast net of CDM.  The study then focused on applying the methodology to the current Application in order to derive the forecast CDM amounts that should be subtracted from the initial gross of CDM load forecast.

7.22 VECC has no issues with Hydro One Networks’ choice of methodology for incorporating CDM impacts proposed load forecast.  Indeed, the OPA has used a similar approach in the 2013 Long Term Energy Plan.  However, VECC does have concerns regarding the CDM adjustments that Hydro One Networks is proposing for the 2015-2019 period.

7.23 According to Hydro One Networks’ Application, its detailed CDM forecast “aligns with the savings assumptions used by the OPA”
.  Indeed, it is clear from the materials filed in during the Technical Conference
, that the forecast of Hydro One Networks’ total CDM savings for each of the years 2015-2019 is based on 18% of the total savings the OPA expects to be derived from all LDC customers.

7.24 In its Application, Hydro One Networks has broken is CDM forecast down into a four categories that are slightly different from those used by the OPA in the 2013 LTEP
 and consist of Codes& Standards, Historical Program Persistence, Target Program Persistence and Forecast Savings from Future Programs
.   Hydro One Networks has developed separate independent estimates for the forecasts savings from each of the first three categories and then the savings for the fourth category – Savings from Future Programs - are calculated as the residual required to yield Hydro One Networks’ estimated total savings in each year
.  

7.25 The concern VECC has with the results are with the calculated residual values attributed to Savings from Future Programs over the 2015-2019 period of 514 GWh in 2015; 582 GWh in 2016; 588 GWh in 2017; 784 GWh in 2018 and 1,083 GWh in 2019
.  .  The OPA has recently indicated that it expects the 2015-2020 CDM programs by Electricity Distributors to yield 7,000 GWh of savings as their share of the Future Program savings forecast in the 2013 LTEP over this period
.  The OPA has also recently issued draft targets for each distributor and Hydro One Networks’ target is incremental savings of 1,200 GWh for the 2015-2020 period.  This suggests that on average Hydro One Networks is expected to achieve 200 GWh of incremental savings in each of the six years.  

7.26 While Hydro One Networks’ Future Program Savings values of 588 GWh for 2017 (three years out), 784 GWh for 2018 (four years out) and 1,073 GWh for 2019 (five years out) align reasonably well with this expectation, the forecast CDM savings from Future Programs for 2015 (514 GWh the first year out) and 2016 (582 GWh the second year out) do not and appear to be too high.  This discrepancy arises from the fact that the Hydro One Networks’ general approach to forecasting CDM is to assume that its customers will contribute 18% of the gross total electricity distributor CDM for the test years but then independently estimates the contributions for three of its four CDM categories and assumes that Future Programs will make up the difference.  In contrast, the OPA assumes that Hydro One Networks will contribute roughly the same amount
 (17.12%) of the total provincial expectation from Future Programs.  Unless Hydro One Networks’ estimated total savings from Codes & Standards, Historic Programs and Target Programs are in the order of 17-18% of the Provincial total there is bound to be an inconsistency between the OPA and Hydro One Networks in the savings associated with Future Programs.  

7.27 A more reasonable approach would be to adopt Hydro One Networks’ independent estimates for Codes & Standards, Historical Programs and Target Programs and to also independently estimate the impact of Future Programs.  The best number available for the latter is the OPA draft target for Hydro One Networks of 1,200 GWh by 2020.  Prorating this evenly over the six year period (2015-2020) yields savings of 200 Gwh in 2015 escalating in increments of 200 GWH/year to 1,000 GWh in 2019.  VECC submits that the Hydro One Networks CDM savings for 2015-2019
 should be adjusted accordingly.  This would change the total CDM amounts set out in Exhibit A/Tab 16/Schedule 4, Table 3 as follows:
· For 2015, 1,681 GWh would become 1,367 GWh;

· For 2016, 1,723 GWh would become 1,541 GWh;

· For 2017, 1,714 GWh would become 1,726 GWh;

· For 2018, 1,958 GWh would become 1,974 GWh; and, 
· For 2019, 2,288 GWh would become 2,215 GWh.
Other Revenue

Hydro One Networks’ Position

7.28 Bill In its Application Hydro One Networks forecasts external revenues the range of $44.5 M to $46.1 M annually over the 2015-2019 period
.
VECC Submissions
7.29 VECC has no submissions with respect to Hydro One Networks’ forecast for 2015-2019 Other Revenue levels.
8 COST ALLOCATION AND RATE DESIGN
CUSTOMER CLASSIFICATION

Hydro One Networks’ Position
8.1 Hydro One Networks is proposing to make three specific changes related to its customer classification.  

8.2 First, in accordance with the EB-2012-0136 Settlement Agreement, the Company has reviewed
 the assignment of its Residential (i.e., UR, R1 and R2), General Service<50kW (i.e., UGe and GSe) and General Service>50 (i.e., UGd and GSd) customers to ensure they are classified to the appropriate density zone.  In doing so, Hydro One Networks leveraged its GIS system to identify cluster of customers that met the currently approved density definitions
 and established identifiable boundaries (e.g. rivers, highways, property boundaries, etc.) for its density zones.  In applying its density definitions to customer clusters Hydro One Networks applied a 10% deadband in situations where the majority of customers within a proposed density boundary would be negatively affected as a result of being reassigned to a lower density rate class
.  The overall result was that 134,568 out of 1,222,548 customers were reclassified with 112,019 moving to a higher density class with lower rates and 22,549 moving to a lower density class with higher rates
.

8.3 Hydro One Networks notes that some customers may experience total bill impacts in excess of 10% as a result of being moved to their appropriate rate class.  To ameliorate these impacts, Hydro One Networks proposes to adopt a special rate mitigation approach for these customers which would limit the total bill impacts for 2015 as follows
:

· UR customers moving to the R2 class will be limited to a maximum total bill impact of 15% or $3 per month;
· Urban General Service energy-billed customers moving to the General Service energy-billed class will be limited to a maximum total bill impact of 15% or $10 per month; and,
· Urban General Service demand-billed customers moving to the General Service demand-billed class will be limited to a maximum total bill impact of 15% or $100 per month.

This mitigation is expected to cost (in terms of revenue reduction) $265,000
.

8.4 Hydro One Networks’ second proposed customer classification change is to move some 11,000 Seasonal customers to the appropriate Residential class based on their density location.  The Seasonal customers to be reassigned would be those that:  i) consume at least 9,600 kWh per year and ii) consume at least 600 kWh monthly for a minimum of 10 months of the year
.  The review of Seasonal customer classification was undertaken as a result of the EB-2012-0136 Settlement Agreement
 which stated:

“Hydro One agrees to carry out a consultation with interested stakeholders to review the rates for Seasonal customers, to identify options (which could include changes in rate design, classification, or otherwise) to ensure that those rates are as fair and equitable as possible and in accordance with rate making principles. The results of that consultation will be filed in Hydro One’s next cost of service proceeding.”
8.5 Hydro One Networks’ proposal was based on the results of its stakeholdering which concluded that the preferred option was to move those Seasonal customers with consumption characteristics similar to residential customers to the Residential customer classes.  The annual and monthly usage criteria proposed by Hydro One Networks are to reflect the usage characteristics of year-round residential customers
.  Finally, Hydro One Networks is also proposing that those Seasonal customers who are transferred to the R2 class would receive RRRP
.

8.6 Hydro One Networks’ third customer classification change is the introduction of a new Unmetered Scattered Load (USL) class.  The Company notes that the introduction of this new class is consistent with the Board’s Report “Review of Distributor Distribution Cost Allocation Policy” issued in March 2011.
VECC Submissions

Density Review/Customer Reassignment
8.7 VECC has no concerns regarding Hydro One Networks’ proposed reassignment of customers as between density classes.  VECC also supports Hydro One Networks plan to: a) incorporate the boundary results into its customer service processes to ensure all new and existing customers are classified in the correct rate class
, and b) update the density zones if there are property developments that result in material changes
.  Indeed, in VECC’s view a standardization of the boundaries for the density classes is positive move that is long overdue
.  The current practice where by reclassifications were primarily triggered by customer calls
 was clearly less than satisfactory.

8.8 In its submission
, Board Staff raises concerns about Hydro One Networks’ plan to review customer density on a province-wide basis only once every five years and suggests that, given the “relative recency with which Hydro One has been using GIS for classification purposes” it would be reasonable to undertake the next province-wide review after three years.  Depending upon the results of that review, Board Staff submits it may then be appropriate to reduce the frequency of province-wide reviews to once every five years.  Board Staff also suggest
 that Hydro One Networks should report annually the total number of complaints regarding density and the number of reclassifications that actually result from such complaints.

8.9 VECC agrees with Board Staff.  Both the GIS system and the internal processes by which it is integrated to the customer processes (this includes both processes whereby customer service staff interact with new/existing customers as well as processes that Hydro One Networks will initiate broader reviews as a result of new property developments or specific customer complaints) are relatively new.  Verification that they are working appropriately is required and should not have to wait five years.

8.10 VECC notes that the levels of bill impact mitigation that Hydro One Networks is proposing are similar to those used by the Company in previous customer reclassification proposals that were adopted by the Board
.  VECC takes no issue with the proposed bill impact mitigation for 2015.  VECC’s single concern is that the mitigation plan is only being offered for 2015 and that Hydro One Networks has not undertaken any analysis to determine what level of bill impacts these same customers are likely to experience in 2016
.  Hydro One Networks asserts that since the rate reclassification is just happening in 2015 it is appropriate to offer bill impact mitigation only in 2015
.  However, by mitigating the 2015 bill impact for some customers, Hydro One Networks is effectively transferring some of the impact of the reclassification to 2016 for the affected customers.  As a result, VECC submits that a similar mitigation plan should be put in effect for 2016.  VECC notes that the not all of the customers requiring bill impact mitigation in 2015 are likely to also require it in 2016 and, for those that do, the dollars involved will be less.  As a result, the overall revenue implications for 2016 are likely to be far less than the $265,000 estimated for 2015.  
Seasonal Rate Class Review
8.11 In both the Focus Group materials
 used with customers and in the oral proceeding
, Hydro One Networks indicated that the two primary concerns regarding “seasonal classification” were i) the disparity in bills between permanent residential customers and seasonal customers in the same location and ii) a degree of cross-subsidization between low-volume and high-volume seasonal customers.  Hydro One Networks’ proposal addresses the bill disparity for 11,000 high-volume seasonal customers by transferring them to the applicable Residential class (i.e., primarily R1 or R2) and in the case of those transferred to the R2 class providing them with the RRRP subsidy which results in these customers paying the same rates as their Residential neighbours.  

8.12 VECC has a number of concerns with Hydro One Networks’ proposal.  First, VECC does not believe it is appropriate to apply the RRRP to those Seasonal customers who have been transferred to R2 simply on the basis of their consumption characteristics.  As discussed extensively in Board Staff’s submissions, the provision of RRRP is a statutory requirement and the eligibility criteria are set out in the Rural and Remote Rate Protection (RRRP) Regulation
.  While it may be justifiable (and this will be discussed below) to group certain Seasonal and (permanent) Residential customers in the same customer class on the basis that their service and load characteristics are similar
 for purposes of cost allocation and rate design eligibility for RRRP is a separate issue determined not by principles of similar loads and costs but by statute which includes specific occupancy requirements.  

8.13 Hydro One Networks has suggested that providing these customers with RRRP has minimal effect on the RRRP assistance available to other customers
 and also is a practical approach
 as it avoids the administrative issues associated with having to revise its billing system so as to treat as sub-set of customers in the R2 class differently
.   VECC does not find either of these arguments compelling.  The dollars available for RRRP assistance are fixed and as more customers become eligible the assistance available to each individual customer decreases
.  Given this reality, VECC submits it is particularly important to ensure only customers who are truly eligible receive the assistance.  As to the administrative complexity, Hydro One Networks has acknowledged that its billing system could be revised to accommodate the fact that not all R2 customers are eligible for RRRP.  Furthermore VECC notes, as a point of comparison, that the Company’s current proposal to offer bill impact relief to specific customers  overly affected by implementation of the Density Review will also require alterations to its billing system, which are expected to be done at minimal cost
. The Company’s billing system currently must flag and treat differently those customers who qualify for the Ontario Clean Energy Benefit (another statutory requirement).  

8.14 Overall, VECC submits that, regardless of what decision the Board arrives at with respect to seasonal customer classification, the eligibility for RRRP is a separate matter which is beyond the Board’s jurisdiction and should not be changed/expanded.

8.15 VECC’s second concern is with the basis on which Hydro One Networks has defined which Seasonal customers should be transferred to the applicable Residential classes.  Hydro One Networks’ rationale for transferring the 11,000 customers is that their consumption patterns and overall annual consumption are similar to that of Residential customers
.  However, this similarity is only in terms of total consumption on a monthly or annual basis.  In terms of cost allocation the important parameter is a customer’s peak load
 and the resulting 4 Non-Coincident Peak (4NCP) and 12 Coincident Peak (12CP) values that are derived from a customer class’ load profile
.  Hydro One Networks has not undertaken any analysis of how these values differ across Seasonal versus Residential customers but set out below are some comparative values derived from the Company’s interrogatory responses.
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Monthly Usage R1 R2 UR Seasonal R1 R2 UR Seasonal

up to 100 0.4222 0.4396 0.4277 0.0695 1.33 1.18 1.38 1.42

>100-250 1.6835 1.5408 1.7906 0.5055 4.82 4.22 5.03 3.58

>250-500 3.8388 3.6264 4.6733 2.8070 10.88 10.18 11.24 8.02

>500-800 6.414 6.1329 7.8265 7.3070 18.03 17.41 18.46 14.76

>800-1000 8.7484 8.4166 11.651 11.3313 24.19 23.52 27.93 20.93

>1000-1500 11.603 11.688 12.58 15.7260 31.33 31.08 31.59 27.87

>1500-2000 16.138 17.125 14.504 22.2510 41.90 42.12 41.67 39.06

>2000 23.497 30.703 17.612 35.3346 60.82 76.81 57.93 66.07

Notes: i) Data taken from Exhibit I/Tab7.02/Schedule 6-VECC 90 d)


8.16 As can be seen from the table the 4NCP/Customer values for Seasonal customers are materially different than those for the R1 and R2.  Of particular note is the fact that this is case even for the high monthly usage categories where the Seasonal customers eligible to be transferred to the Residential R1 and R2 classes under Hydro One Networks’ proposal are to be found.  While the results for the 12CP/customer values are not as consistently different, it is important to note that the 4NCP allocation factor is used to allocate more costs than the 12CP factor.  These results would suggest that there is a distinct difference in the load profiles for Seasonal as opposed to R1 and R2 customers such that it may be inappropriate to combine those customers with larger volumes into the same customer class.

8.17 VECC’s third concern is that while Hydro One Networks claims to be adopting the preferred approach identified during its stakeholdering process, the proposal effectively creates a low-volume Seasonal class which, as Hydro One Networks noted, did not receive positive feedback from those consulted
.

8.18 VECC’s fourth concern is with the ongoing treatment of the Seasonal customers that have been reclassified to R1 and R2 on the basis of consumption.  Hydro One Networks has indicated that it plans to review these customers’ usage annually and reclassify them as Seasonal if their usage falls below the requirements to be either R1 or R2
.  VECC notes that this could lead to frequent reclassification of these customers due to either year to year changes in customer behaviour or even year to year variations in weather.  Such frequent reclassification is likely to be both administratively cumbersome for the Company and lead to considerable dissatisfaction on the part of the customers concerned.  Indeed, it is likely to lead to precisely the same problems and issues that Hydro One Networks claims it is seeking to avoid by not asking Residential customers to periodically re-affirm their status
.

8.19 Overall, VECC submits that the Board should reject Hydro One Networks’ proposal with respect to Seasonal Customer Classification.

8.20 VECC agrees with Hydro One Networks’ In-Chief submissions
 that any solution to the current Seasonal customer issues “should be based upon principles of fairness and, to the extent possible, cost causality”.  VECC also believes that any solution must also respect the intent of the RRRP Regulation and, as a matter of fairness, consider bill impacts.  However, with respect to this later point, VECC submits that while bill impacts are an important consideration they should not be viewed as a “show stopper”.  VECC takes a similar view with respect to concerns regarding alternatives that would require increased administrative efforts.  

8.21 The solution for issues such as those currently being considered regarding Seasonal rates should first and foremost be developed using a principled approach that focuses on customers paying a fair and appropriate share of Hydro One Networks’ costs and adhering to statutory requirements (such as the RRRP Regulation).  Administrative concerns should not overly influence the ultimate approach taken unless it is proven to be impractical or exorbitantly expensive.  Similarly, while bill impacts need to be carefully considered, the question then becomes if and how they can be managed over time in order to allow for the implementation of a “principled solution”.  Finally, for the seasonal issues being considered, it is important to recognize that the matter may require multiple solutions and involve not only customer classification but also rate design within the classes.

8.22 Given this framework, VECC submits that the way forward for Hydro One Networks regarding the Seasonal issue is to:
· Undertake a more robust analysis of the load profiles for Seasonal and (permanent) Residential customers at varying levels of consumption in order to establish what (if any) levels of use are sufficiently similar to warrant their combination into a single customer class.  It should be noted that this exercise would differ from the analysis done to date
 and focus on difference/similarities in the class load profiles in terms of the cost drivers
 (e.g. 4NCP/customer) used in the cost allocation at different levels of use and therefore be more closely linked to cost causality.  A further benefit of this analysis is that, to the extent the customers are different in terms of such load characteristics, it serve to help explain the difference in rates.
· Reconsider the use of a Seasonal customer classification that has a density-based distinction which would more closely align the costs to derive the rates for Seasonal and neighbouring Residential customers
.  In VECC’s view, Hydro One Networks too quickly rejected this alternative on administrative grounds
 and on the grounds that it did not solve the bill disparity between high volume and low volume Seasonal customers
.  With regard to the later point, Hydro One Networks’ proposal only solves the high/low volume disparity issue for the 11,000 customers that are being transferred; the issue still exists for those customers remaining in the Seasonal class.
· Strive to realign the fixed/variable split for the Seasonal class so as to address the high/low volume disparity issue.
New USL Class
8.23 VECC’s only concern with this new customer class is that it does not appear to include all unmetered scattered load that is should.  During the oral hearing
 Hydro One Networks indicated that stop lights owned by municipalities such as Hamilton as well as those owned by the Ministry of Transport were included in the Street Lighting class.  VECC considers the classification of these loads as “Street Lighting” to be totally inappropriate.  Traffic lights operate 24 hours a day and therefore have a fundamentally different load profile than street lights which do not operate during the daylight hours.  Furthermore, the inclusion of such loads in the Street Light class is inconsistent with the definition of that class as per Hydro One Networks’ currently approved tariff sheets
.  VECC submits that these loads should be included in the new USL class and would request that Hydro One Networks address the practicality of doing so in its reply submissions.

Cost Allocation Methodology – Response to Board Directives
Hydro One Networks’ Position
8.24 In its EB-2009-0096 Report the Board directed Hydro One Networks to review a number of issues raised by VECC in its final submissions.  In its Application
, the Company as specifically addressed each of the issues raised:
· Hydro One Networks use of Direct Allocation;
· Allocation of Administrative and General Costs;
· Allocation of Miscellaneous Revenues;
· Determination of Minimum System Peak Load Carrying Capability (PLCC). 

8.25 As part of the EB-2012-0136 Settlement Agreement
, Hydro One Networks undertook to incorporate the Density Study density weighting factors into its cost allocation model for its next rate application.  The Company has done so and, in response to interrogatories
 has documented where/how this was accomplished.
VECC’s Submissions

8.26 In VECC’s view Hydro One Networks’ Application adequately responded to all of the issues raised by VECC in EB-2009-0096 except for the last one – Determination of Minimum System PLCC.  Furthermore, VECC notes that the issue it raised regarding the need to include directly allocated costs in the allocation base for Administrative and General costs has also been reflected in the Board’s latest Cost Allocation Model.

8.27 With respect to the determination of the Minimum System PLCC, VECC raised during the interrogatory
 and technical conference
 phases of the current proceeding the fact the updated PLCC calculation incorporated updated customer count numbers but had not updated the number of transformers.  Hydro One Networks has agreed that both values should have been updated
 and, with this correction, VECC submits that Hydro One Networks has appropriately responded to all of the Board’s directives from EB-2009-0096 as they pertain to cost allocation. 

8.28 In VECC’s view, Hydro One Networks has also appropriately responded to its commitment arising from the EB-2012-0136 proceeding to incorporate the findings of its Density Study into its cost allocation model.
Cost Allocation Methodology - Improvements
Hydro One Networks’ Position

8.29 In its Application Hydro One Networks indicates
 that it has made numerous improvements to its cost allocation.  Furthermore, it is on the strength of these improvements that it proposed to move the revenue to cost ratios for all customer classes to within a range of 98% to 102% over the five year Custom COS period.

VECC’s Submissions

8.30 The improvements noted by Hydro One Networks are set out in detail in response to the interrogatories
 and consist of:
i. 2012 smart meter data has been used to develop updated load profiles for all residential and general service energy rate classes, and the load profile for demand billed classes were updated based on currently available hourly data. Both of which result in an improvement to the 12CP and 4NCP allocators used in the model.
ii. The density factors used to allocate costs within the residential rate classes, the  general service energy classes, and the general service demand classes have been  incorporated into the model on a USofA basis and have been established based on the results of an independent Density Study that was approved by the Board as part of  Hydro One’s 2013 IRM application EB-2012-0136.
iii. The costs by USofA reflect an improvement in the allocation of project and program costs to USofA accounts, and the breakout of fixed asset costs between bulk, primary  and secondary have been updated to reflect information available from the fixed asset and GIS systems, and to better delineate secondary assets.
iv. The creation of a USL rate class, whose customers were previously included as part of the General Service energy class for cost allocation purposes, and establishing a load profile for this class based on actual collected data, allows for an improved allocation of the costs required to serve both the USL and GSe classes.
v. Hydro One has updated the PLCC calculations to provide a better alignment to the minimum system split used in the cost allocation model.
vi. The billing, collection and services weighting factors have been updated to reflect Hydro One’s circumstances.
vii. Hydro One is using the updated cost allocation model issued by the Board which includes improvements to the allocation of Miscellaneous expenses and the allocation of Administrative costs.

8.31 During the oral proceeding Hydro One Networks also noted
 the fact that it has done its own minimum system study as opposed to relying on the Board’s default values.

8.32 While these are all improvement in terms of the cost allocation model that Hydro One Networks uses, in VECC’s view it is important to distinguish between those “improvements” that really just bring Hydro One Networks cost allocation model up to the point where it meets the Board’s expectations for cost allocation as set out in its various policy reports
 on cost allocation and what can be viewed as truly an improvement when compared against what the Board has set as an industry standard.  The reason this is important is that in its EB-2010-0219 Report the Board indicated
 that “distributors should endeavour to move their revenue to cost ratios closer to one if this is supported by improved cost allocations”.  However, as Hydro One Networks has agreed
, this is made given an expectation as to the basis for the cost allocation that will be used in conjunction with the Board’s approved revenue to cost ratio ranges for the various customer classes.

8.33 Looking at the improvements that Hydro One Networks has identified:

· Hydro One Networks indicated in its interrogatory responses
 that items (iv), (vi) and (vii) are in response to compliance with the Board’s EB-2010-0219 Report.
· The PLCC update (item (v)) is better characterized as a correction to an “inconsistency” in the initial calculation
.  Furthermore, in terms of it being an update, the data used is from 2010
 which is really not an update when the test years involved are 2015-2019.
· With respect to item (iii), Hydro One Networks has acknowledged that this “improvement” is really about ensuring that the costs are in the right USOA accounts
 which is something the Board expects utilities will do
.
· The use of a Hydro One Networks specific minimum system study has been the practice of the Company since at least its Application for 2008 Rates
.

8.34 As a result, the only cost allocation methodology changes that could truly be considered as “improvements” for the current Application are items (i) and (ii).  With respect to item (i) VECC submits that while the use of 2012 hourly smart meter data may provide for an improvement in the load profiles used by Hydro One Networks it also notes that:

· Other utilities and experts
 have questioned the appropriateness of relying on one-year’s worth of data to develop weather normalized load profiles, and 
· Hydro One Networks has acknowledged that its smart meter data is not perfect with about 100,000 meters still not communicating properly
.

8.35 Overall, VECC submits that while Hydro One Networks’ cost allocation model has been improved relative to that used in previous applications, the improvements relative to the Board’s expectations regarding the cost allocation that should be used are nowhere near as significant as Hydro One Networks suggests.

8.36 Apart from the issue noted already about Hydro One Networks’ agreement to revise its PLCC values, VECC notes that there is one other change that is required to Hydro One Networks’ cost allocation methodology as filed.  In the Evidence prepared by Bill Marcus for GEC, it was noted that the calculation of the minimum system results in a double counting of service lines and Hydro One Networks has agreed that its methodology needs to be corrected
.

8.37 Hydro One Networks has also acknowledged
 that there is problem with the way the Cost Allocation model determines the PLCC adjustment required for the calculation of the upper boundary for the monthly service consistent with Board policy.  VECC notes that this issue does not affect the allocation of cost to customer classes and therefore is not of concern in the determination of the status quo revenue to cost ratios for each customer class.  However, it will be a concern when if/when the results are used to assess the reasonableness of Hydro One Networks proposed monthly service charges.
Cost Allocation – Proposed Revenue to Cost Ratios
Hydro One Networks’ Position
8.38 Hydro One Networks’ proposal is to, for 2015, ensure that all customer classes with revenue to cost ratios outside the upper limit of the Board’s policy range are brought within their respective approved range.  The ratios for the other classes are increased to offset the deficiency with the classes whose ratios are the lower being increased first.  The result is that all the classes initially below 100% have ratios of 94% with the exception of Sentinel Lights and Distributed Generation where the values are lower in view of the estimated bill impacts.  In subsequent years (i.e. 2016-2019) the revenue to cost ratios for those classes above 100% are gradually reduced to 102%. Again, an approach similar to that adopted for 2015 is applied to those classes with ratios below 100% in order to make up the revenue shortfall.  The following table from the Application
 sets out the status quo ratios and the proposed ratios for each year.
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VECC’s Submissions

8.39 As discussed in the previous section of VECC’s argument, the majority of the “improvements” noted by Hydro One Networks are really just changes that result in the Company’s cost allocation model meeting the expectations of the Board as set out in RP-2005-0317 and EB-2010-0129.  The only real changes effected for this Application that can be considered improvements in context of the Board’s view of improvements that would warrant a narrowing of the revenue to cost ratio ranges are: i) the use of hourly load data to improve the customer load profiles and ii) the incorporation of improved density factors into the cost allocation model.  However, in the case of the load profiles the results may not be as robust has Hydro One Networks has suggested.  Furthermore, in the case of the density factors it is worth noting that the data used to in the study was from 2006-2010 and as such will be on average more than 10 years out of date by the end of Hydro One Networks’ proposed Custom COS period.  Overall, VECC submits that the degree of “improvement” made by Hydro One Networks does not support reducing the target range for revenue to cost ratios to 98% to 102% for all customer classes.  

8.40 During the proceeding Hydro One Networks was asked why its range of reasonableness for revenue to cost ratios should be less than the 95%-105% adopted by large Canadian electric utilities such as BC Hydro, Manitoba Hydro and FortisBC.  Hydro One Networks did not really have an answer other than to state it was up to the Board to determine
.  

8.41 In VECC’s view the 95%-105% provides a useful benchmark as it represents what is used elsewhere by utilities that have long experience with cost allocation and, as noted in the case of BC Hydro, a “relatively sophisticated load research analysis”
.  The use of a range of reasonableness even for these utilities is indicative of the fact that even if statistically valid load profiles were available, there are a number of judgements involved in any cost allocation methodology meaning that the results will never be a precise indication of costs.

8.42 In view of this benchmark, the Board’s current revenue to cost target ranges (which range from as wide as 70%-120% to as narrow as 85%-115%), the limited real improvements made by Hydro One Networks, and the Board’s ongoing review of cost allocation issues as they apply to Street Lights
, VECC submits that the target range for revenue to cost ratios applicable to the Company should be reduced at most to 90%-110%.  Furthermore, for Street Lighting, the range should continue to be greater in view of the Board’s ongoing review in that area.

8.43 While not agreeing with Board Staff regarding the appropriate target range for Hydro One Networks’ revenue to cost ratios, VECC does agree with its submissions
 regarding the need for a more prudent approach for those classes that will experience a large increase in the their revenue to cost ratios and, hence material bill impacts, whereby such changes would be phased in more evenly over a number of years.

9 RATE DESIGN/ MISCELLANEOUS CHARGES

Hydro One Networks’ Proposal
9.1 For 2015 Hydro One Networks is proposing to set the monthly service charge for most customer classes to the “Minimum System with PLCC Adjustment” value as calculated by the Cost Allocation model
.  There are four exceptions:

· R2 – where the service charge has been escalated at the average rate increase, effectively maintaining the current fixed-variable split.  Hydro One Networks notes
 that adopting the “Minimum System with PLCC Adjustment for this class would result in a reduction in the fixed charge from the current 2014 level.
· Seasonal – where the service charge has been set so as to collect a fixed revenue share equivalent to the average of the proposed R1 and R2 revenue shares.  Hydro One Networks notes that adopting the “Minimum System with PLCC Adjustment” for this class would result in large rate impacts for low volume customers in the class
.
· Streetlight and Sentinel Light – where the fixed charges are set at the “Directly Allocated” values calculated by the Cost Allocation model.  Hydro One Networks notes that even using this value results in substantial increase in the service charge for each of these classes
.

For the balance of the Customer COS period (2016-2019) Hydro One Networks proposes to maintain the fixed-variable split for each class
.

VECC’s Submissions

9.2 The Board’s current policy with respect to the level of service charges is set out in the Board Report “Application of Cost Allocation for Electricity Distributors” (EB-2007-0669).  In that report the Board establishes lower and upper bounds for the service charge based outputs from the Cost Allocation model
.  The lower bound or minimum value for the monthly service charge is set at the “Avoided Cost”.  The upper bound is set at the “Minimum System with PLCC Adjustment” value.  With respect to the application of the policy range the Board’s Report states
:

“the Board does not expect distributors to make changes to the MSC that result in a charge that is greater than the ceiling as defined in the Methodology for the MSC. Distributors that are currently above this value are not required to make changes to their current MSC to bring it to or below this level at this time.” 

9.3 However, it should be noted that in subsequent decisions regarding individual electricity distributor rate applications, the Board has approved rate designs that maintain the existing fixed-variable split even if this leads to increased levels in the fixed charge that exceed the upper bound set out in the Board’s Report
.

9.4 VECC does not support Hydro One Networks’ proposal with respect to rate design.

9.5 First, Hydro One Networks supports its proposal with the claim that “given how costs are allocated to rate classes, the currently approved fixed charge levels place a disproportionate emphasis for collection of costs on the volumetric charge”
.  However, the current fixed charges for most customer classes fall comfortably within the Board’s policy range for the fixed charge which is calculated directly from the Cost Allocation model as shown in the following extract from the 2015 Cost Allocation model (Sheet O2).  Indeed, for a few customer classes the fixed charge approaches and, in one case (GSe), even exceeds the upper bound value. 
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Summary

 UR   R1   R2   Seasonal   GSe   GSd   UGe   UGd   St Lgt   Sen Lgt   USL   Dgen   ST 

Customer Unit Cost per month - Avoided Cost $7.94 $7.71 $8.51 $7.56 $16.65 $58.73 $19.73 $66.40 $3.00 $1.78 $7.07 $89.45 $324.30

Customer Unit Cost per month - Directly Related  $10.07 $9.88 $11.01 $9.42 $20.94 $75.59 $24.35 $83.03 $4.01 $2.42 $9.33 $147.99 $431.43

Customer Unit Cost per month - Minimum System 

with PLCC Adjustment 

$20.29 $27.92 $50.59 $51.54 $28.96 $82.14 $22.48 $84.40 $23.39 $18.10 $39.14 $166.48 $618.24

Existing Approved Fixed Charge $12.72 $20.15 $57.61 $19.71 $35.92 $52.27 $10.20 $28.71 $1.47 $1.50 $29.69 $38.13 $582.91


9.6 Hydro One Networks’ proposal appears to ignore the fact that the “Minimum System with PLCC Adjustment” value is not the recommended result for each class but rather represents the upper bound of the Board’s policy range for each class.  In this context moving the fixed charge to this value for virtually all classes represents one extreme of a possible range of allowed outcomes.

9.7 Second, there is some question as to the validity of the “Minimum System with PLCC Adjustment” for certain customer classes.  As the Hydro One Networks’ witness acknowledged, the calculation of this value does not appear to properly account for the PLLC Adjustment in the case of the UR and R1 customer classes
.  This will result in the Cost Allocation model overstating the “Minimum System with PLCC Adjustment” value for these customer classes. 

9.8 This issue has only recently come to VECC’s attention during later part of the proceeding.  As noted in the proceeding, the PLCC Adjustment is meant to capture the fact that the customer costs identified by the Minimum System include some demand-related costs and then remove these costs from the calculation
.  However, the value of these demand-related costs captured by the Minimum System is calculated using demand-related costs that have been allocated to each class for the relevant USOA accounts.  The problem appears to arise for those customer classes where the demand per customer is less than the PLCC kW value such that no demand costs are actually allocated (i.e., all demand costs are captured by the Minimum System) and the calculation therefore attributes a zero value to the demand costs captured by the Minimum System.  VECC submits that further review is warranted and agrees with Hydro One Networks that the issue “might be too difficult to resolve in the timeline we are talking about here”
.  

9.9 However, VECC disagrees with Hydro One Networks claim that this problem does not impact its proposal
.  Not only does the problem impact the UR and R1 classes where the proposal is to set the fixed charge at the “Minimum System with PLCC Adjustment” value but the problem also affects the Seasonal class since its fixed charge is to be based on the average of the revenue shares for the R1 and R2 classes.  Thus the problem directly affects three out of the four “residential” customer classes.  Furthermore, the only residential class unaffected is the R2 class where Hydro One Networks’ proposal is to set the service charge using the current fixed-variable split.  Thus, at least for the residential class (including Seasonal) Hydro One Networks’ proposed use of the “Minimum System with PLCC Adjustment” as calculated by the Cost Allocation model is inappropriate as it overstates the Board’s intend upper bound for service charges.  

9.10 Third, Hydro One Networks’ proposal fails to recognize that rate design is meant to balance various objectives and focuses on the full customer-related costs allocated to each customer class with modification only to address significant customer bill impacts.  It has ignored other objectives such as efficiency and conservation.  

9.11 Fourth, under Hydro One Networks’ proposal with the service charge adjustments proposed for 2015 subsequently maintaining the fixed-variable split over the years 2016-2019 results in the 2018 service charge for all of the General Service classes exceeding their “Minimum System with PLCC Adjustment” value calculated by the Cost Allocation for 2019.  This can be seen from the O2 Sheet extract from the model.
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2019 Summary

 UR   R1   R2   Seasonal   GSe   GSd   UGe   UGd 

Customer Unit Cost per month - Avoided Cost $7.69 $7.46 $8.18 $7.17 $15.93 $55.09 $18.73 $62.84

Customer Unit Cost per month - Directly Related  $9.63 $9.45 $10.47 $8.83 $19.82 $70.17 $22.84 $77.75

Customer Unit Cost per month - Minimum System 

with PLCC Adjustment 

$20.61 $28.94 $55.35 $57.18 $26.40 $64.61 $15.58 $76.81

Existing Approved Fixed Charge $19.93 $28.26 $78.99 $30.57 $31.87 $101.62 $26.66 $105.72


9.12 VECC submits that a more appropriate approach for 2015-2019 would be to maintain the fixed-variable split for the residential classes, if not all customer classes with two exceptions.  The first is the Seasonal class, where consistent with the earlier discussion regarding the Seasonal Classification Review, an increase in the proportion of costs recovered through the service charge is warranted and the degree of the increase should be guided by customer bill impacts.  One approach in this regard would be to limit the percentage total bill increase  for low volume Seasonal customers to no more than 2.5x that of a typical Seasonal customer while also respecting the 10% total bill impact criteria.  The second exception is the GSe class where the current service charge ($35.92) exceeds the “Minimum System with PLCC Adjustment” value calculated by the Cost Allocation model and, consistent with Board policy, the service charge should remain at this level for the 2015-2019 period
.
Miscellaneous Charges
Hydro One Networks’ Position

9.13 Bill Hydro One Networks’ proposed miscellaneous charges for the Custom COS period are set out in Exhibit G2/Tab 5/Schedule 1.  The charges either reflect the standard amount as prescribed by the OEB’s 2006 Electricity Distribution Handbook or have been derived from the estimated cost of the time and material required to provide the service.

VECC’s Submissions

9.14 VECC’s only concern with Hydro One Networks’ proposed miscellaneous charges is that nowhere in Application does the company appear to have addressed the Board’s EB-2010-0228 Decision regarding joint use charges which stated (page 5):

“The Board finds that the issue of space allocation, and therefore the resulting specific charges, should be revisited in Hydro One’s next rebasing application. At that time the methodology in the CCTA Decision can be revisited in light of then current pole height, cost and attachment data to ensure that a consistent set of charges is developed.” 

9.15 Rather, in the current Application
 the Company has simply adopted the previous space allocation factors with no “revisiting”.  VECC submits that the Company should be directed to address this issue as part of 2016 rate filing.  Depending on the materiality of the findings, a decision can then be made as to how best to matter during the Customer COS period.

10 REGULATORY ACCOUNTS
10.1 The only issue VECC will discuss is Smart Meters.  Board Staff have suggested Hydro One has, by a significant margin, the highest installed smart meter costs in the province.  The reasons for this remain unclear, however, the density factor is the main reason put forward by Hydro One.

10.2 In VECC’s submission the evidence as to the costs of the smart meter program of Hydro One is insufficient upon which to make the decision to recover these costs or to order the reduction of smart meter costs of $103 million as suggested by Board Staff.  On the face of it Hydro One’s smart costs are extraordinarily high.  However it is not clear from the evidence whether this arises out of the cost of meters, their installation, or the AMI/IT infrastructure.   

10.3 In our submission Hydro One has failed to explain adequately the reasons for the high cost of its smart meter program.  Rather than deny these costs or find a somewhat arbitrary number by which to reduce them it is our submission that the Board should defer the matter and order a specific proceeding to review the costs.  At that proceeding Hydro One should be invited to answer the question of why it is an outlier to all other implementers.  
11 DSC EXEMPTION/RATE IMPLEMENTATION 
11.1 Hydro One is seeking an exemption from section 7.5.2 of the Distribution Code (“DSC”).  The relevant section has two parts – contacting the customer prior to the missed appointment and contacting the customer within 1 business day to reschedule.  VECC agrees with the submission of Board Staff that the current interim exemption should not be extended.  In VECC’s submission the continuation of the exemption is contrary to the concept of improving customer outcomes.  

11.2 Hydro One stated that the reasons for not meeting the Code requirements were related to the topography of its service territory stating that:  “Hydro One has many rural areas in our service territory where communication challenges due to topography exist resulting in the field member being unable to contact the field office staff to reschedule an appointment with our customers. Along with communication challenges, these rural areas present issues in getting to our customers’ properties. Some can only be accessed using off-road equipment, boats, etc.
”
11.3 It is not clear to VECC why the issue of access to property is so clearly linked by Hydro One with the issue of contacting the customer.  It is also clear from the table shown below that within the different service areas there are varying abilities to meet the requirements.  We also note that Hydro One has no incentives or disincentives with respect to missed and re-scheduling of appointment.  While there may be some support for the issue of topography as a reason for failure to meet the requirement the variation among regions and the widespread inability to meet the target suggests inattentive management is just as likely a cause.
	Zone
	Total
#
	#
Miss
	#
Met
	%
Met

	1 - West
	75
	6
	69
	92%

	2 - West Central
	54
	8
	46
	85%

	3A - Central
	52
	1
	51
	98%

	3B - East Central
	95
	10
	85
	89%

	4 - East
	60
	8
	52
	87%

	5 - Georgian Bay
	117
	25
	92
	79%

	6 - Northeast
	4
	1
	3
	75%

	7 - Northwest
	2
	0
	2
	100%

	Lines, Techs & Meter Reading Total
	459
	59
	400
	87%


Exhibit I Tab 2.01 Schedule 6 VECC 32
12 REPORTING
12.1 VECC submits that Hydro One should be required to make an annual reporting prior to each year’s proposed rate adjustment.  Notice of that report should be provided to all intervenors of record.

12.2 The Report should include those issues identified by Board Staff if its argument under section 11.3.  In addition the Report should include:

· a calculation of the capital variance account (if approved by the Board);

· the actual return on equity of the Utility

· the previous year’s outcome actuals
12.3 VECC supports the Studies proposed under section 11.2 of Board Staff’s argument.  
CONCULSION
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 15th day of October 2014.
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